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INVESTIGATION OF ECONOMIC PROBLEMS

MONDAY, FEBRUARY 13, 1033

Unitep StATES SENATE,
CoMMITTEE ON FINANCE,
Washington, D. C.

The committee met at 10 o’clock a. m., pursuant to call, in Room
335 Senate Office Building, Senator Reed Smoot presiding.

Present: Senators Smoot_(chairman), Watson, Reed, Shortridge,
Couzens, Keyes, Bingham, La Follette, Thomas of Idaho, Harrison,
gmg, George, Walsh of Massachusetts, Barkley, Connally, Gore, and

ostigan.

The CrnarrmaN. The committee will come to order. The committee
have met this morning for consideration of S. Res. 315, introduced
by Senator Harrison on January 4, 1933. At this point I shall ask
that the resolution be placed in the record:

Resolved, That the Committee on Finance, or any duly authorized subcommittee
thereof, is authorized and directed to make an investigation and study of the
present economic problems of the United States with the particular object of
obtaining the views of such economists, financiers, and other persons as in the
opinion of the committee may be able to offer constructive suggestions with
respect to the solution of such problems.

We have with us as our first witness Hon. B. M. Baruch, of New
York. The committee will be pleased to hear Mr. Baruch.

STATEMENT OF HON. B. M. BARUCH, NEW YORK CITY

Mr. Baruce. Mr. Chairman, may I say that I have placed at the
disposal of each member of the committee a copy of my remarks, and
I should like very much if I would not be interrupted in the midst of
the story, but that each member of the committee should mark the
place at which he would like to ask questions, and I will be pleased to
submit to any examination or questions any member of the committee
may feel like asking at the conclusion of my statement.

The Cratrman. That request will be granted.

I. Four CausEs or DEPrRESSION

Mr. Baruca, The objective in the mind of every thoughtful man
is to restore to distressed humanity the opportunity to earn its daily
bread—to get people back to work again. We wish this for the whole
world, but our primary duty is to put our own house in order. Our
troubles come from four effects of war: Inflation, debt and taxes,
national self-containment, and excess productive capacity.

(1) POSTWAR AND WAR INFLATION

The war cost the belligerents about $147,000,000,000—but in the
purchasing power of 1913, to which level the dollar has about returned,

1

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



2 INVESTIGATION OF ECONOMIC PROBLEMS

that cost would have been $46,000,000,000. Thus, more than
$100,000,000,000 was pure ““inflation,” due to the destructive demands
of war. It tripled the terrible aftermath which we now suffer. I
have proposed a prevention of future recurrence of this evil which
your War Policies Commission- has recommended to the Congress.
Inflation did not end with the war. The peak of prices came later
and only now, 14 years after the war, wholesale prices are reaching
what appears to be a normal or at least a long-time pre-war level. As
a result of both the Civil and the Napoleonic Wars similar inflations
occurred. It took about 14 years in each case for prices to recede
to former levels, which they did as surely as water runs downhill, The
wreckage due to these inflationary illusions had to be cleared away
before normal processes appeared. It is so with us now and the chief
barrier to returning prosperity nowis the débris of World Warinflation.
We must courageously clear it away and 'stog our vain attempts to
restore or preserve vanished values. That is the first step to recovery.

(2) DEBTS AND TAXES

The bulk of the vast war cost (tripled by inflation) was paid in
money borrowed from the people. It left a colossal load of public
debt. Government costs nse during inflation and are hard to get
down. Both of these causes produced high taxes. No matter what
may be said in politics, taxes are paid in the sweat of every man who
labors and in no other way. The farmer or the worker may never
see a tax collector, but, either by deduction from his receipts or by
increase in his expenses, the producer pays the cost of government.
Prosperity only exists when all who work can freely and {airly ex-
change the products of their labor for the products of others. It
seems to be agreed that costs of government have risen to about 33%
per cent of national income; in other words; that one-third of what our

eople now produce goes, not to exchange for the fruits of each other’s
abor, but to divide with nonproducers and thus to curtail the pro-
ducing and consuming capacity of the country. That is the second
principal cause of continuing distress.

Nearly every time a legislature votes an appropriation, or refuses
to vote an economy, it is adding a new brick in the barrier against
prosperity. Every debt we forgive to other nations lifts a burden
from their distressed business and adds it to our more distressed busi-
ness, thus doubling our handicap. Surely, it would be a fair rule to
refuse relief unless the burden of a debtor’s taxes on his income is as
heavy as our own. It is a difficult figure to determine and it may be
in error but I am told that this test would rule out every present claim
on us for debt revision. So much for public debt. Reduction in
public expense is indispensable to recovery.

Business is also borne down by private debts contracted at high
prices which must be paid in low prices. But the decline in prices
of itself is not the trouble. It makes little difference whether prices
are high or low if they would only rise and fall together. It is profits,
not prices, which make prosperity. The real troubles are that prices
do not fall uniformly and that debt and taxes do not seem to fall
atall. Forexample:Itis the disparity (not the lowness) of farm prices
which almost destroys the consuming power of the agrarian half of

our population. And thus, because the burdens of debt and taxes
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INVESTIGATION OF ECONOMIC PROBLEMS 3

are higher and higher while incomes are cut in half, there is little left
to any man to buy the necessaries of life. These disparities are a
third cause of continued distress.

(8) NATIONAL SELF-CONTAINMENT

Before 1914, nations were content to rely on other countries for
things which could be produced better and cheaper abroad. This
mutual exchange constituted the commerce of the world. But the
World War was an economic war. The Central Powers, ringed by
fire and steel, turned perforce to self-containment.  England and
France, threatened with starvation by the submarine, learned the
fear of economic strangulation. It was thus that the world became
honeycombed into trade-tight economic compartments. Everywhere
nations are now arming, but because of the lessons of the war they
now arm on two fronts—military and economic. Tariffs, import
quotas, domestic subsidies, and other trade barriers are symptoms of
a universal fear of the imminence of war. They are ultramodern
bulwarks of national defense, and the quicker we recognize that, the
more competent we shall be to deal with them.

National defense is a first duty of government. It rises in direct
ratio with the sense of danger. It is difficult for us, in our geograph-
ical isolation, to comprehend the thoughts of a nation such as France,
which lives athwart a path of conquest like the defile of Verdun and
the plains of Picardy, where millions have fallen in a series of struggles
that began before history. ,

As long as the causes of conflict survive, we shall not be able to
“buy”’ these barriers down by debt or any other economic concession.
The movement toward national self-containment is defensive and not
retaliatory. To the extent that we depend on world trade, it is a
continuing cause of our depression. 'We must recognize its true nature
to the end that, even if we can not wholly control it, at least we can
shape our own economic policy to avoid deluding ourselves into
making further vain sacrifices at the expense of our people.

{4 OVERCAPACITY TO PRODUCE

During the World War we learned to produce more things with
fewer men. It was as much a war of materials as a war of men, and
its capacious maw gaped for all that the nations could produce.
Labor-saving machinery was only one of many expedients. We
transformed our country into a unitary ’Iproductlon machine. The
whole of our industry was mobilized. The lessons learned in war
-were not forgotten in peace and they have changed the essential
character of our economics. So engrossed were we on production
that we neglected altogether the problems of distribution, especially
the maintenance of equally distributed buying power throughout our
own population. We must recognize, also, that demoralization of
national currencies (whether forced or voluntary) have an effect,
just now, to intensify the race for self-containment. )

I am not speaking of ‘“‘overproduction’ which is a mere corelative
of ‘“‘underconsumption.” I mean excess productive capacity.
mean the vast plants which, though idle now, sometimes seem to me
like masked batteries of machine guns waiting to lay down a new
barrage of production whenever buying reappears. We must find
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4 INVESTIGATION OF ECONOMIC PROBLEMS

means to control production, especially of farm and mineral output.
It is a stupendous development throughout the whole world—sugar,
silk, rayon, wheat, rubber, coffee, tin, iron, and copper. I know of no
exception.

(5) THE GREAT DELUSION

The world seems to be subject to curious brainstorms—the crusades,
the Mississippi scheme, and the south sea bubble, are examples,
Let me quote from Mackay’s Popular Delusions, referring to what he
calls the Tulipomania of the seventeenth century:

Everyone imagined that the passion for tulips would last forever. * * *
The riches of Europe would be concentrated on the shores of the Zuyder Zee, and
poverty banished from the favored clime of Holland. People of all grades
converted their property into cash and invested it in flowers. oreigners became
smitten with the same frenzy and money poured into Holland from all direc-
tions. * * * Holland seemed the very antechamber of Plutus.

You will recognize some of these expressions. It seems incredible
that so solid a nation as the Dutch should nearly ruin itself on such a
thought, but is it any more credible than that we would go into debt
to pay thirty times earning power, and even more, for common
stocks of the “New Economic Era’ on the theory that we also were
going to ‘‘banish’” poverty by selling billions in manufactures to an
almost bankrupt world by the e.\'pegient of continually lending our
customers more money?

We built up a tinsel tower of paper prosperity out of debts and
speculative hopes and such other things as dreams are made of.
It lies in ruins, but the debts remain. What shall we do? Are we to
try to put, or keep, substance in things which had no substance in
the beginning, or shall we clear away the wreck? I think our duty
is clear, and that in taking it we must remember that delusions swing
between extremes, like pendulums. Delusions of grandeur and
unending wealth give place to delusions of unending gloom. One is
as unreal as the other.

I1. GENERAL PoLicy oF LEGISLATIVE AID

We can not oppose legislation to natural laws. But legislation can
aid and hasten and guide their effect. In this crisis, the golden rule
should be:

Reject all plans which oppose or postpone the working of natural
rocesses. Aid and accelerate the effect of curative economic in-
uence. It is a simple rule, but it is a right one. We have overlooked

simple things too long. The artificialities of the great delusion were
plain. We closed our eyes and went on loaning two billion dollars a
year to finance sales to “crippled” countries, because we were per-
suaded to disregard arithmetic. On this artificial expansion of our
world trade we built a dream of boundless wealth. Based on that
alone, individuals, in seven years increased their debts by 50 per cent,
and corporations by 75 per cent—all to build that tinsel structure.
Nothing had happened to lift real values to such dizzy heights above
the slow sweep of progress. The collapse of 1929 was inevitable. No
return to normal living is possible until we clear away the vestiges of
that wreck. Natural processes are working to cure every evil, but
what have done to aid that cure?
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INVESTIGATION OF ECONOMIC PROBLEMS 51

For four years we have treated the inevitable collapse of our folly as
a mere interruption of a dream. We have maintained the boom-time
costs of Government and incurred destructive deficits solely on the
argument that the dream would come again. No other assumption
could justify our policy. We have set every legislative force against
the economics of cure. We have used Federal credit in a vain attempt
to reconstruct or preserve the ruins of phantom values. We have
tried to avoid paying for our folly. We have not yet taken one really
constructive step. I doubt if we have even recognized the true evils.

And what is now proposed? The farm crisis comes from overpro-
duction. Yet we propose to reward production by a billion-dollar
bounty. The only remaining safeguard is the Federal credit. Yet it
is slowly being undermined by deficits and recent methods of Federal
financing and we are preparing to assault it now by many inventions,
There are before the Congress a dozen projects that might involve it
in repudiation and ruin, but I know of none that can be relied upon to
preserve it.

This is not progress. This is opposition to progress. The single
project to aid, and not to oppose, natural cure is to be found in the
principles of the LaGuardia bankruptcy bill. It is high time that our
affairs should by taking an upward turn, and I believe that we are de-
laying rather than advancing it.

I hasten to add that I blame nobody. Congress reflects a public
opinion which is leaderless, bewildered, and confused. But funda-
mentals are becoming clearer with experience and it is time to state
right prineiples.

There are many who say that there can be no hope until world dis-
tress is cured. There is, of course, an interdependence of nations.
But ours is a- country of boundless resources and of continental di-
mensions, extending across half of the temperate zone and providing
a unitary market of 125,000,000 people, and the world's most advanced
economic development. Surely we have within ourselves the materials
for at least a moderate prosperity. The most important retarding
influences are within our own control.

There is but a limited human capacity of both time and ability.
As we had to do in the war, let us give ““priority”’ to a definite few of
the most effective forces at our own command in a limited program
and then let us concentrate on that plan, leaving to one side action
which depends on agreements with other nations and plans of a longer
range, Some of these, like war debts, will intrude in spite of our
plans, but let us take them in our stride.

If I were writing such a program it would be: First and foremost,
make adequate provision against human suffering; second, put
Federal credit beyond peradventure of doubt; third, aids to rapid
liquidation of debt; fourth, plans to encourage rapid consumption of
commodity surpluses and to control productive capacity; fifth deter-
mination of policy on world economics, disarmament and debt.

III. Tar CrepIT OF THE UNITED STATES

I wish I could make clear to our millions of sufferers their absolute
dependence on the Federal credit. If our peo(fle only knew the dangers
which our present inertia incurs, there would be a demand for instant
action so great that no one could resist it. It takes money to relieve
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6 INVESTIGATION OF ECONOMIC PROBLEMS

suffering, and we shall need billions. We think of money as,coin and
bills. But there are less than six billions of that kind of money in
the country. The Federal Government alone has spent more than
that in a single year. Most of our money is what the man in the
street calls ““money in the bank.” But the banks do not keep coin
and bills to pay their depositors. They keep securities, issued for
goods or some other form of wealth, which they can sell to pay
depositors. But securities of that kind are growing scarce and
doubtful. The only kind of securities in which we have absolute con-
fidence are the obligations of the United States Government. In the
Federal reserve and so-called “reporting member banks’’ alone thera
are about 17 billion dollars of this ‘“money in the bank,” and more
than one-third of it is backed by Government securities, These
securities have no specific goods or wealth behind them. The onl
worth they have is the world’s belief that this Government, at all
times, can and will keep the letter of its promise instantly. If any-
thing happens to shake our confidence in these, the loss will fall im-
mediately on this “money in the bank.” The only defenses between
this country and ruin are these Government securities.

More than 90 per cent of our business is done, not in coins or bills,
but in ‘““money in the bank” (depositors check-book balances). You
may own other securities or wheat or land, but when you want to sell
these things to pay your taxes or your grocery bill, the buyer will give
you this kind of ‘“money in the bank’ in the form of a check. But
every bit of it depends for its value on the Federal credit because so
much of it is backed by the banks’ ownership of Government securities.
We do not have accurate figures on the total of bank deposits but it
is probably about $45,000,000,000. Newspapers recently quoted the
Assistant Secretary of the Treasury as saying that all banks owned
about ten billion dollars in Government obligations. Every bank,
every insurance policy, the solvency and continued operation of
every corporation, employing men, the wages of labor, the where-
withal to pay the farmer, and, above all, the resources to feed the
hungry and relieve distress, they all hang by a single thread, the credit
of the United States.

We have kept that credit above reproach for so long that people
think it can stand any abuse. But this is an era of broken precedents.
It is too painful to relate all those things which we are accustoned to
say ‘“could never happen’ but which, unfortunately, are happening
before our very eyes. We are witnessing the disintegration of the
institutions of an era.

What maintains the credit of any government? It always stands
on two supports; its gold reserve, and its power to meet its current
obligations through taxes. Of these two, the essential one is the
latter. Gold is only a sort of conventional restriction on the tempta-
tion of governments to extravagance. The real test of government
credit is the same as the test of individual credit. Is it living within
its income with something left over to pay its debt? When, as in the
Confederacy, or in the revolted American colonies, or in Germany, or
Russia, a nation loses both these props, the value of its money and its
bonds goes down to absolute zero and nothing can restore it except to
recreate one or both of these supports of national credit.

There are intermediate cases, such as that of England. Her gold

__reserve is so scant that she suspends specie payments, but her revenue
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INVESTIGATION OF ECONOMIC PROBLEMS 7

is near enough in balance with her expenses to give a fairly stable, if,
considerably reduced, value to the pound. Even without much gold
England’s credit is maintained by & balanced budget. France was
in an intermediate case when she was devaluating the franc, Her
gold reserve was not sufficient and she had a large deficit. The value
of the franc went from 20 cents to less than two. The French credit
stood on half a leg, but both by accumulating gold, and by bringing
her budget into balance, France stabilized the franc.

In what category do we fall? W present g unique case because we
have the largest deficit and the largest gold reserve in peace-time
history. Decidedly, we rely on only one support, our gold reserve.
But suppose we should lose that. Because of our monstrous deficit,
we would be in & worse case than England and nearly as badly off as
Germany or Russia when the basis of the wealth of these countries
vanished like a drop of water on a red hot stove. Do we dare con-
tinue in such danger? There is one way out, and every day’s delay
invites sudden consequences which I hesitate even to mention.

Our fiscal circumstances are unpleasantly like those preceding a
run on & bank., Our ‘‘cash money” is redeemable in gold on demand.
Also, the entire pool of ““money in the bank” is convertible into money
redeemable in gold. The total of potential demands is many times
the gold reserve and could exhaust it in 24 hours. If we resolutely
balance the budget, there will not be the slightest danger of this and
evenifit happened we would be in no worse fix than England is to-day.
But we now have a deficit of over two billions a year and the suspicion
is growing that we do not really intend to balance it.

With the gold reserve gone, this Government would have no re-
course except the issue of irredeemable currency, money unsupported
by any value, not even by the prospect of revenue. We would not
be as strong as many contemporary nations which are off the gold
standard because no nation ever dared to incur deficits as large as
ours. The demands on our Government for all forms of relief are
stupendous. In event of such a collapse, we would be helpless to
aid our people at the very moment when the need for aid is greatest.
It is the weak who need a solvent government most. The strong
are better able to take care of themselves.

Between our present status and the disaster just described, there
is only a thin veil of popular complacency and there are projects be-
fore you now which might destroy that slender protection in one day.
The most dangerous are the projects to inflate the currency.

IV. MonNETARY INFLATION

There are many people who earnestly believe that we can make
commodity prices higher by the simple process of issuing more money.
It is 8 complex question but what does our experience show? In
December, 1932, we had outstanding nearly 5.7 billions of money
and Dun’s Commodity Index stood at 133.9. 'The highest commodity
prices since 1921 were in May, 1928. Dun’s price index then stood
at 199.2, but the amount of issued money was then only 4.7 billions,
Since September, 1930, the amount of money issued has risen about
$1,000,000,000 while commodity prices have steadily fallen. There
is no such thing as arithmetically relating prices as to the quantity of
issued money.
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8 INVESTIGATION OF ECONOMIC PROBLEMS

Quite apart from any figures, the fact that the great bulk of our
business is not done in issued money but in “money in the bank”
should be enough to suggest that an increase in ““cash money’’ alone
could produce no such effect. The fact is that there is no lack of
money—either of “money in the bank” or ‘‘cash money.” In other
words, all the money of both classes in 1932 would have financed
much more business at prices current then, than all the money of
both classes in 1928 would have financed at the height of 1928 activity
at prices current then. Yet, in spite of all this excess stagnant pool
of money in 1932, business activity was about half what it was in 1928.

For three years we have conducted a vast but vain experiment in
inflation. ot being willing to sacrifice for a balanced budget, we
have ‘been selling Uncle Sam’s duebills—not to people who have
“money in the bank” which already exists and is backed by securities
representing economic goods—but mostly to the banks themselves.
The Government was saying in effect to a bank: Put this Treasury
duebill for $1,000,000 in your vault and write on your books a credit
to the Government of $1,000,000. After this transaction, the Govern-
ment wrote checks for its expenses for that $1,000,000 and, by that
process, without anything representing economic wealth having been
deposited in that bank, but only a Treasury promise representing a
deficit, the Government added $1,000,000 to the sum of all the
“money in the bank.”

We have coined our deficit to pay our expenses.- I can see no
fundamental difference between what we have done and the proposal
to issue Federal reserve notes or other currency to pay for our deficits,
which our inflationists now propose as a sure-fire method of raising
prices, except that the inflationists do not propose to go half as far
as our Treasury has already gone.

Out of more than five and one-half billions of dollars of deficit
which we have piled up during the depression, nearly five billions is
represented by increases in the holdings of Government securities
by Federal reserve and member banks alone, and, as I read the news
reports, the Assistant Secretary of the Treasury thinks total holdings
of Government securities by all banks is as much as ten billions of
dollars. Be that as it may, Government has added at least five
billions and probably the whole deficit to ‘“money in the bank.”
But it has produced no such beneficent effect on prices as the inflation-
ists think would come from issuing a much lesser amount in Federal
reserve notes to pay expenses.

Those notes, if issued, would be ‘“money in the bank” just as quick
as the recipients could deposit them in their bank accounts. Both
plans come to the same thing in the end, but I fear that we have.gone
to the limits of prudence already in this method of Federal financing,
and I doubt if we can continue to get money in that way. It has
clogged our pools of bank credit. It has obscured the whole question
of Federal credit by creating an artificial market for Federal securities.
It is this method of financing that has lulled the country into com-
placency on the effects of deficits. Nobody can say with confidence
that, in this condition, we can borrow in the ordinary way by selling
long-term bonds. The outgoing administration will leave the cash
balances at a low point and present us with a dangerous and totally
obscure fiscal problem at the very outset. Delay in balancing the
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INVESTIGATION OF ECONOMIC PROBLEMS 9

I note that the Secretary of the Treasury said on Saturday:

Ultimately the point might be reached where central bank credit bas to be
invoked to support the credit of the Government, and when that point is reached
we have entered the field of destructive inflation.

You gentlemen know that we long ago reached the point where
central bank credit was invoked to support the credit of the Govern-
ment.

What is the matter with this theory that more money will make prices
go up? To answer that you must ask: What is it that makes the
prices of things go up? It is the fact that a prospective buyer would
rather have the thing than the money. In booms, people prefer
things to money because they hope the price of things will go up and
they know that the price of money will not. If, at such a time as that,
we make credit easy or issue more money, people will borrow to buy.
So many people do that at the same time that their buying makes
things scarce and sends prices higher. The higher prices gol,ntﬁle more
people are able to borrow on the collateral of things, to buy more
things and to send prices still higher. At such a time, if the Federal
reserve ‘“buys Government bonds” (which is what I think the
Secretary of the Treasury means when he speaks about invoking
central bank credit), or if the Government issues still more mone
and does other things to make speculative buying easier, it can precipi-
tate & boom as it did in 1920.

But when nobody has confidence, nobody wants to buy things,
which fall in price. Everybody wants to sell things to get money,
which does not fall in price. .In the scramble to exchange things for
money, prices drop and that restricts credit still more because it
reduces the collateral of loans. That forces more selling to protect
loans and that forced selling sends prices still lower. At such a time,
government can not force prices up by issuing more money because
nobody will use credit to buy things because nobody wants to buy
anything.

In other words, confidence is the basis of higher prices. If there is
no confidence, no amount of tinkering with the currency can raise the
price level. On the contrary, and this is the very heart of the whole
problem of the depression, deficits and the financing of them by ‘‘bank
money’’ inflation (or even the mere talk of monetary inflation) im-
pair confidence still more and drive money deeper into hiding.

I am aware of the rejoinder: *“If you think inflation will have no
effect on prices, why do you object to trying it?”’ The first answer is
one I have just made, that the mere talk about proposals of inflation
prevents confidence and bars recovery. That is the essence of our
present-trouble. It is not lack of money or credit. Men can not go
back to work until money goes back to work. Men risk their money
in commerce because they expect to get it back with a profit, but
nobody will risk dollars which the Government threatens to deval-
uate.. Business moves on faith in promises. Money itself is a prom-
ise. Every sale and every employment is a promise to do something
and to pay something. Money will not go to work in the presence of
any such desperately dangerous fiscal policy as we have pursued and
are still pursuing—much less in an atmosphere full of talk of the
repudiation of money and debts by both men and governments.
That is why I say with such confidence, that until we make the money
and the credit of the United States safe beyond peradventure no
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10 INVESTIGATION OF ECONOMIC PROBLEMS

amount of economic mustard plasters will cure our pains. That is
why the Reconstruction Finance Corporation plan has failed of full
effect, and that is why other Federal aids to business are frustrated.

I am not given to prophecy but I am willing to hazard on this
subject. From the moment that we honestly balance the Federal
Budget and return to an orthodox Treasury policy, money will flow
here from all the world and out of every cautious domestic hoard,
seeking safety and employment, and we shall have reached the end
of out downward path. There will be more sound money available
than all the inflationists propose to print. That is the only way to
restore to our people the means to earn.their daily bread, and that
will do it, in my opinion, with great rapidity. There is no magic in
this conclusion. It is the simple arithmetic of the oldest axioms in
the world.

Men who oppose this step are unwittingly opposing recovery.
But men who insist on inflation are courting a greater danger. There
is a way to inflate prices. It is possible to make people prefer things
to money, not by increasing their confidence in things but by abso-
lutely destroying their confidence in money so that they will “flee
from the dollar”’ to buy things because they fear the future of money.
The vast “bank money’’ inflation of the past two or three years has
failed to frighten people to this extent for three reasons: The size of
the gold reserve, their failure to understand what was going on, and
the constant promise of our Government that it was about to balance
the Budget. If you want to raise prices by destroying the Federal
credit, you must go further than this. You must cast actual and
widespread doubt on the Government’s ability to perform its prom-
ises or on its good faith in making them.

The danger of this in our country is that when you have raised a
sufficient doubt, people may not scramble to buy things. If a suffi-
cient number got the same ide at the same time, the gold reserve would
vanish overnight and then this Government would be helpless to do
anything for anybody. That would make prices rise instantly and
like & sky-rocket. It would do as it did in Germany when it took a
valise full of paper marks to buy a sack of flour. With our present
hordes of people out of employment, it would precipitate general
starvation. The most enthusiastic inflationist contemplates no such
result as this, but they do not see that we have reached a stage where
any further tinkering with fundamentals is playing with dynamite at
the heart of human welfare,

I want to talk at length about inflation and I ask for your patience
because there is so much confusion. I shall use the project to cut the
gold content of the dollar for illustration because, while other plans
are admittedly indefinite, this one is specific. There are now approxi-
mately 26 grains of gold in the dollar. If we cut that by 25 per cent
to about 20 grains, we at least have a mathematical formula. Other
plans present some differences in result, but, so far as their effect on
prices is concerned, they all propose similar results. To whatever
extent other plans prove to be effective, all that I shall say about this
plan applies to the others.

If the public foresaw the move, there would be an instant rush to
redeem present money in gold, and the whole project would fail
because there would ge no gold left in the reserve.- This is certain
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INVESTIGATION OF ECONOMIC PROBLEMS 11

redeems to-day would be 33% per cent richer to-morrow than the man
who did not, as I have shown.

But let us suppose that by some magic, we could get by this danger,
and that to-morrow, with $4,000,000,000 of gold, we should have
reduced the redeemable value of the dollar 25 per cent. Will that
inflate domestic prices? Not unless the move causes people to prefer
things to dollars because their confidence in dollars has been destroyed.
The new dollars would have more than 100 per cent gold coverage
because of reduction in the redeemable value of all the dollars now
issued. It seems extremely doubtful that there would be any
domestic effect to raise prices. Of course, there would be a tremen-
dous shock to confidence in such a wholesale act of outright repudia-
tion and the feeling that it might be repeated at any time. But,
passing over these conjectures and assuming that the attempt would
act as its proponents hope, there are some probable results.

The domestic prices of surplus export commodities are made
abroad by world competition. To make it simple, let us suppose
that a shilling is now worth 25 cents and that the Liverpool price of
wheat is $1 a bushel. - An Englishman must spend four of his shillings
to buy a bushel of wheat. But after a dollar is worth only about 20,
and not 26, grains- of gold, his shilling would exchange for 33% cents
of the new money instead of 25 cents of the old. While it would still
take 4s. to buy a bushel of wheat, when these shillings were changed
into dollars to pay the American farmer, they would be $1.33 in the
new money. In other words, theoretically, the price of wheat at
Liverpool, expressed in sterling, would still be 4s., but expressed in
dollars, it would increase 33% per cent. And since the Chicago price
generally follows Liverpool the argument is that the domestic price
of wheat would also rise, and so, theoretically, would the price of
cotton and other export products.

It is wrong to suppose that this would increase the buying power
of foreign countries for our surplus export commodities. It would
still take 4s. to buy a bushel of wheat, because the price of wheat is
made abroad in shillings and by world competition. Devaluation
of the dollar would not change these competitive conditions.

But there would certainly be a decrease in our buying power abroad.
For example, the British price of smoked rubber sheets would remain
the same in shillings and pence. But it would take 33} per cent more
of the new dollars to buy rubber. In other words, this is a proposal
(without any compensation to him whatever) to increase to the
American consumer by 33)% per cent the cost of his sugar, coffee, tea,
rubber, silk, imported wools, and other imported commodities, and
also the price of his cotton and wheat, and all other export commodi-
tieg, of which the price is made in foreign markets.

There would be an instantaneous harmful effect on our international
creditor position. The world owes us upwards of $20,000,000,000 on
which the interest payment of more than $1,000,000,000 is one of the
strongest elements of our economy. Foreign debtors pay that charge
in enough of their money to buy 26 grains of gold to the dollar or the
equivalent of that in goods. After a 25 per cent devaluation they
would pay only enough to buy 20 grains of gold. For instance, a pres-
ent debt charge of 25 francs would be reduced to less than 19 francs.
In other words, this proposal would certainly and instantly reduce all
debt payments to us by 25 per cent. But our citizens owe billions
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12 INVESTIGATION OF ECONOMIC PROBLEMS

abroad. If we suppose that $1 will now buy 4s. with which to pay an
obligation due in English currency, instantly, after & 25 per cent de-
valuation, it will take $1.33% to pay the same debt. In other words,
this proposal would certainly and instantly increase the cost of Ameri-
can debts due in foreign currencies by 33% per cent.

The Department of Commerce reports, for 1930, American
receipts of $838,000,000 and expenditures of $227,000,000 on long-
term international investment account, a net balance of $611,000,000.
We do not know how much of the sums sent abroad were for debts
in foreign currencies, but, if all were, and if devaluation were in
effect, that net balance would reduce to $325,000,000. It seems a
shocking proposal, to the benefit of nobody but foreign nations.

In the case of American manufactures where the price is made
in this country, as distinguished from export commodities where the
price is made abroad, there is an apparent benefit in export trade.
If an American plow is made to sell to the Argentine for $100 and
it now requires 7400 to pay for it in New York, then after a 25 per
cent devaluation it will take 300 and the Argentine can buy more
plows. Why is this true? Starting from the raw material, the bulk
of cost of that plow is the wages of labor and the reason it can be
sold for fewer pesos is that such devaluation has an insidious but
instant effect to cut those wages 25 per cent. To whatever degree
inflation by any plan increases export trade, it does so by the sacrifice
of our labor conditions and dissipation overseas of American assets.
‘A country can continue this sort of thing for only a limited time. I
cité the case of Russia, which has recently consecripted thousands of
working men to the northern forests for the purpose of producing
Lumber tlo sell abroad to create export credit out of the very lives of

er people.

But the effect of devaluation to reduce our creditor position is
urged as relief to foreign customers to permit them to buy more
of our goods. It is true that a creditor nation, especially one who
declines imports, can not expect continued vast export expansion.
For 10 years we neglected this fundamental and staged a fantastic
boom on the basis of an increased export financed entirely by unwise
foreign loans. The present argument for increasing exports by
relieving burdens on debtors at the expense of American labor is a
repetition of the same blind folly in a different guise. It would be
far better to cultivate our domestic market by increasing the buying
power of our own people.

So much for the wlolly destructive effect of inflation on our inter-
national relations. Let us examine the effect athome. Theproducers
of surplus export commodities would probably receive a higher price
in a lower dollar, and the price of imported products, principally food,
clothing, and other necessaries, would rise. But the price of other
things would not rise nearly so fast nor so far. Indeed, it is not certain
that they would rise at all, except in the panic event I have discussed.
When England went off the gold standard and the pound declined
more than 25 per cent, prices rose very little, and promptly declined
again and after nearly two years there is no marked effect on domestic
prices. Even suppose prices went up exactly as the inflationists hope,
who would be affected? Only a relatively small part would at once
feel any benefit. Some, but by no means all, farmers would get a
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INVESTIGATION OF ECONOMIC PROBLEMS i3

and not in the open market. They would vise slowly if at all. The
laborer’s dollar, which yesterday bought 26 gold grains’ worth of
necessaries, would to-day buy only 20 grains’ worth. Labor, which
has already suffered a 40 per cent to 50 per cent reduction in income,
would suddenly find itself the vietim of a new and greater cut, not by
its employers, but by the very Government upon which it relies for
protection. And not labor alone. The same thing would happen to
every man who works for a salary, every professional man, and the
whole ““ white-collar’”’ class, and also to every insurance policy, savings
and bank account, investment, trust fund and endowment of colleges,
hospitals, and other public institutions. If a man has a $3,000 life
insurance policy which promises his widow about 78,000 grains of
gold, instantly about $750 of this protection would be whisked away as
effectively as though purloined from his widow’s pocketbook.

It is said that the effect would be to lighten debt and taxes by 25 per
cent. But, with the exception of a very limited class, the effect would
be greatly to increase the burden of both. Thus, while the farmer
might be able to pay taxes with fewer pounds of wheat, the wage or
salary earner would have to pay a greater share of his wages for neces-
saries and would have less to pay rent, debts, and taxes.

These things are true of every one of the inflation plans to what-
ever extent they prove effective. They pass a plane of cleavage
through our population and oppose class against class on the most
vital 1ssue of present human existence—the wherewithal to live and
support a family. On one side of that plane are the beneficiaries—
chiefly foreign nations (for whom alone is the benefit certain), and
the producers of some export products. But on the other side are
all those who work for wages and salaries, all pensioners, public
servants and employees, professional men and all those who still
retain any money or fixed-income securities from the wreckage of
this four years of national blundering.

It is said that this is a capital levy to redistribute wealth. Until
we can get buying power into the hands of our people we can not
expect recovery. But this proposal, by inflation, to clip salaries
and wages wherever they can be found will greatly curtail buying
power. It is not a levy at all because it does not appropriate any-
thing to the Government or to anybody else. It merely destroys
whatever it touches and puts it to no new ownership or use.

I regard the condition of this country as the most serious in its
history. It has been said to be like war. It is worse than war. In
war there is a definite enemy. We know what and where he is and
how to fight him. We can measure the necessary sacrifices and make
them Wit% certainty in their effect. But this enemy wears no uniform
and takes no position on any front. He is everywhere, even within
us. So far as I am concerned, there is no sacrifice I would not be
willing to make to fight this terror, no plan, however revolutionary
and bold, that I would not try if I could see in it an even chance of
success. If I did not know that there was nothing but destruction
to be derived from the project of inflation, I would be the first to
advocate its trial. But I am as certain as that we are sitting here
that the path proposed is the road to ruin.
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14 INVESTIGATION OF ECONOMIC PROBLEMS
V. THE FUNDAMENTAL OF RECOVERY—BALANCED BUupGETS

What are we then to do? To my mind the road is wide and certain.
There is one essential thing—to get people back to work. To do that,
we must make money work. To make money work, we must balance
the Budget. That should be accomplished first by reducing expenses.
If we can bring the expenditures in our National Budget under
$3,000,000,000.that in itself would result in a return of confidence and
therefore an increase in business and employment. That increase of
business would bring the Budget into full balance without further
taxation. A balanced budget and a sound money policy go hand in
hand. If those two things are done, there would be more sound money
flowing into activity than all the unsound money our inflationist
friends propose to coin.

Immediately the Government would be able to fund its already
unwieldy short-term obligations into long-term investments, which
would free the banks to take care of the business that must increase.

Balancing the Budget does not mean that there will not be plent;
of money for relief purposes of all kinds. Indeed, it means there wi
be more money available. The credit of the Government would be
increased and bonds could be issued and sold to almost any reasonable
extent for the purposes of relief for the needy and such public works
as would be deemed wise to undertake. But accompanying the issue
of those bonds there must be assessed sufficient taxation to take care
of the interest and amortization of the bonds issued for the above
purposes.

As a part of the general tax system, I think the ‘“beer tax’’ should
be included in order to bring the Budget nearer balance before you
assess new taxes for relief purposes. We should move immediately
toward repeal of the eighteenth amendment, not alone for relief of its
abuses but for the purpose of obtaining taxation which can be sub-
stituted for more onerous levies. The people of the country will
bear any tax burdens provided they can see hope of relief from them in
the future. We must preserve personal initiative. Taxation should
not be levied beyond the point where men will cease to work because
the tolls become too great and the profits too little.

With the Budget balanced, we can approach other problems with
more assurance of success. Without it, all must fail. That has been,
in my opinion, the reason why beneficent results have not flowed from
the Reconstruction Finance Corporation. We must realize that, if
our Budget had been balanced in the last three years, the Govern-
ment of the United States would not have accumulated a deficit of
five and one-half billion dollars, the interest upon which, at 4 per cent,
i1s $220,000,000 per year, and with a sinking fund of 1 per cent is
two hundred and seventy-five millions—a very large proportion of
our total cost of government. This can not go on, because there is &
limit even to the credit of the United States.

Finally, I think the Government should stop advancing money
to pay interest and principal on private debts of a doubtful nature.
It is & postponement and frustration of economic cure. I realize the
danger of wholesale receiverships and crash sales on sterile markets
but the way to avoid that is being blazed by the principles of the
La Guardia bill. After debts and capital structures are scaled down
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INVESTIGATION OF ECONOMIC PROBLEMS 15

to a realistic basis, I think the Government could aid—not by itself
assuming direct liability and not on any plan that requires it to raise
money, but by assuming only a contingent liability in guarantees of
interest to support the value of reorganized and scaled-down securities
in a manner which I shall definitely explain in the discussion of farm
debt. I have not yet worked out the extension of this plan to other
debts and do not know that I can do so, but I am quite sure that this
principle marks the limit to which we should go in the use of Govern-
iuent credit in this field.

To sum up this suggestion of fiscal policy: (a) $800,000,000 of
actual and certain saving; (b) $150,000,000 of new revenue from beer;
(¢)_all emergency appropriations to be covered by new revenue
sufficient for sinking fund and interest thereon; (d) abandonment of
the present Treasury method of financing the deficit; (e) restriction of
Government aid to debtors to immediate revision of the bankruptey
act and to a contingent liability on a guarantee of interest on scaled-
down debts to be applied only on prudent risks.

VI. Farm RELIEF

I began the study of the farm price problem in 1921 and have
devoted my thought and attention to this serious difficulty ever since.
I have studied every project that I have heard of for the stabilization
of farm prices because I regard the effect of our tariff system on our
agriculture as one of the most serious lapses in our domestic economy.

While I am in the fullest sympathy with the purposes of the farm
bill now before Congress, I believe that there is a better way to get at
them which I shall propose later. In order to discuss that way, it
will be necessary to criticize this bill. I always dislike very much to
criticize anybody unless I have something to offer. In doing that I
shall try, in what I shall propose, to offer a constructive suggestion for
every critcism.

The plan seeks to reduce production by curtailing acreage. Yet,
instead of subsidizing nonproduction, it pays a bounty on a certain
percentage of all included products which are marketed. This will
mcrease production per acre. The methods for doing this are man
and effective and unless the actual curtailment of acreage is bot
drastic and certain, these methods could frustrate the plan. The
incentive created by the bill is also to overstate the acreage previously
planted—and thus to upset the mathematical basis of curtailment—
and also to understate the acreage harvested and thus to avoid cur-
tailment. Since the bounty is to be paid on a percentage of each
man’s marketing, and since price plus bounty is nearly double price
alone and bounty is paid regardless of grade, the result will be to
bring in all seed and feed and farm-consumed product and also waste
grades even if farm requirements are at once repurchased. On wheat
alone this might be sufficient to frustrate the purpose of curtailment.
No matter what may be the price on grades full of sand, dirt, chaff,
stalks, and defects, the bounty is the same.

The plan assumes that the fund collected from the tax will be the
exact equivalent of the amounts earlier paid out as bounty. Every
human incentive of the taxed is to pay less—of the recipient of the
bounty to get more. The result will be a deficit charged to the
Treasury and it could run to very large figures. The percentage of
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16 INVESTIGATION OF ECONOMIC PROBLEMS

each farmer’s marketed production, which is to receive bounty, is
the ratio of the estimated domestic consumption to the estimated
total crop. But because of all the reasons just stated, the sum of the
parts of each farmer’s crop on which bounty is paid is sure to be larger
than the estimated total domestic consumption of the whole crop.
Also, the higher price of the favored crop will reduce the experienced
domestic consumption of it.

The plan is not self-policing because there is no quota to be appor-
tioned among each group. After the domestic percentage is once
estimated, every farmer gets a bounty on that percentage of all that
he sells. The incentive is not for the members of a community to
police each other; it is to abet each other.

Blanket authority is given the Secretary of Agriculture to set up
an organization and we can not say what the cost will be because the
bill does not visualize what the action will be. The plan also proposes
to put determination of & tax in the aggregate of nearly $1,000,000,-
000—or perhaps 40 per cent as much as the entire present Federal
revenue—in the discretion of a single administrative officer, and it is
a sales tax of as much as 100 per cent on necessaries of life. Finally,
it does not sufficiently consider the harm it will do to certain estab-
lished industries.

I shall submit my constructive suggestions at the end of my state-
ment.

VII. WorLp EconoMic AND DisarMAMENT CONFERENCES

Out of the depths of this gloom the hope of humanity is being
beckoned by two great councils of the coming year—on world eco-
nomics and disarmament, Though disillusioned by repeated failure
and bewildered by obscurity of purpose and principle, people will still
take from them the eternal human comfort that “all may yet be well.”
The current talk of agenda and protocol and similar abracadabra may
savor of priestly mummery, but the proper purpose here is as plain as
a pikestaff and the controlling principle is clear. With these attained,
all things are possible. Trifle with them, obscure them, try to get
by without them, and the world would better save its breath to cool
its scanty porridge.

What is it that men hope? A chance to earn their daily bread?
The commerce of the world is dying. The hope is to revive it.
Problems of prices, debts, employment, prosperity, and of stark
existence for some great governments all come to this—that the
nations shall trade again. This and nothing else is the proper
purpose in both of these conventions.

The controlling principle is no less clear. Why does commerce
languish? Notwithstanding a vast and dreary literature, there is not
a multifiplicity of reasons, there are not six nor two—there is only
one. You can’t buy goods with chaff.

Much of the money now proffered in the world’s markets in exchange
for things is like the fairy gold in children’s books—it may be coin
to-night and a handful of autumn leaves to-morrow. That is the
malign center of this blight. Economic barriers and armaments and

debts—all these are surface stigmata. Unsound money is the evil
to be crushed.
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When is a nation’s money unsound? Is a great deal of gold a
guaranty of soundness? There is not a tithe enough gold above
ground to support the monies of the world on that theory. There is
no mystery. A nation’s money is unsound when it continually spends
much more than it receives in revenue and makes up the difference
by using its debts for money—no matter how adroitly. This has been
true since the world began—not some of the time, not now and then,
not here and there, but everywhere, and all of the time, and without
one single exception.

We have reached a perilous point where triflers with these verities
in every nation have become enemies of their people. We can not
escape by palliatives. A nation’s money is simply its promise to pay.
No sophistry can change the rule that neither the paper promise of a
repudiator, nor the note-of-hand of a spendthrift living beyond his
means, nor sophisticated entries showing credits on the self-kept
ledgers of a desperate debtor, will ever pass at par in the markets of
the world.

No nation is living within its income now and the money of all is
unsound or suspect. That is the effective cause of continued misery,
and cure of that is the controlling principle for any council among
nations. There is no need for long agenda or complicated plans.
The program for both talk and action can be written on a calling
card. - “Balance the budgets of the world.” That is the bed-rock
purpose of these councils, The economic conference will say that
commerce is the exchange of money for goods. But sound commerce
can never be restored on unsound money. Why should we talk there
of forcing up commodity prices when the money to pay for them
remains unstable? Why should we then consider trade barriers when,
as obstacles to commerce, the most formidable of them compare as
molehills to mountains against the present demoralization of ex-
change? Money is the medium of trade and the very essence of the
economic problem is to make it usable again. If that is omitted, all
else is wasted effort. If that prevails, little more is needed.

At Geneva, men will talk of clippin% the power of offensive arma-
ment, of limiting the calibre of movable guns and the tonnage of air-
bombs, thus hoping to aggrandize defensive works. Geographically
we are not in a position of offense. We have no aggressive arms to lay
down. The chief reason we confer is our hope that there may be a
greater tendency toward peace and less toward war and thus Kurope
may spend less on armament., Here again the avowed purpose—at
least it should be—is to persuade frugality in aid of balanced budgets.

" Finally the debts: As I have said before, if we reduce every single
substantial argument for modification to its essence, we find it running
not to the injustice or even the expediency of the long-time burden,
but solely to the present difficulty in the transfer of funds, which is
to say to the unsoundness of the money of the debtor nations.

Thus at the heart of every subject for world conference, no matter
what form the surface takes, we find one single evil—that governments
refuse to balance budgets, and, as I have tried to show, it is no less
true with us.

Until these causes are frankly addressed and fairly settled, the
nations will arm on both the military and economic fronts and nothing
that we can do by way of debt concessions or sacrifices of the best
interests of our people will change the essential result. We may get
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18 INVESTIGATION OF ECONOMIC PROBLEMS

some superficial change in form but whenever T hear talk of a redue-
tion in the size of bombing planes or the calibre of a mobile gun, on the
theory that thus the power of the offensive may be reduced and defen-
sive arms lightened, I recall how we mounted heavy naval and even
seacoast artillery on railroad cars in preparation for the bombardment
of Metz. Nobody can foresee the kind of armament in the next war
any more than anybody foresaw the tanks and flames and mines
and gas and stabilized trench fighting of the World War.

Napoleon Bonaparte attempted to disarm Prussia and thought
he had done so but, by the simple expedient of running classes of
recruits rapidly through the skeletonized standing army, Scharnhorst
and Stein created the legions which overwhelmed and sent the
Emperor to St. Helena.

“You can not disarm a nation by shortening the length of its sword.
The real power of a nation is its resources of men, materials, money,
and morale. Armament is merely a facility for mobilization. Its
reduction is a worthy expedicnt for the reduction of expenses, but it is
not a means of reducing the probability of war or of making war less
horrible.. The only way you can do that is to remove the case of war.
We should concentrate our infleunce on that. For disarmament plus
amelioration of the cause of war we could afford great sacrifice but we
would be foolish to make any sacrifice at all for promises of dis-
armament alone,.

There is one alternative to world disaster. The nations must live
within their income. That achieved, all conferences may succeed
brilliantly. That failing, no amount of scenic bargaining and solemn
parley on superficial projects will avail. With the monotony and
persistence of old Cato, we should make one single and invariable
dictum the theme of every discourse:

‘“ Balance budgets. Stop spending money we haven’t got. Sacri-
fice for frugality and revenue. Cut governmental spending—cut it as
rations are cut in a siege. Tax—tax everybody for everything. But
take hungry men off the world’s pavements and let people smile again.”

If we can not enter these discussions with that as our purpose and
our guiding principle, we ought not to enter them at all.

In the economic conference there is only one other subject worth
considering—some international agreement on silver.

As to disarmament, both military and economic, the sole construc-
tive possibility seems to me to be the removal of the age-old causes for
world conflict. The Peace of Versailles was a peace dictated at the
point of a gun. Its sanctions are failing. The questions of the Sile-
sian Frontier, the Polish Corridor, the Saar, the Cordon Sanitaire
which France has negotiated around Germany, and many boundary
and ethnic questions left unsettled or badly settled at Versailles are
the real cause of the heavy armament under which the world is groan-
ing and, in my judgment, they are also the cause of most of the arti-
ficial trade barriers about which so much has been said.

I divide the farm problem into two things. One, the relief of the
huge debt that is crushing the workers on the farm and depriving
them of their homes, and the other is some definite, long-range plan
that will give them a larger profit in the production from their farms.

I proceed first to the farm debt relief. I understand that a bill
something similar to this is now under discussion. I do not know in
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Let me say this, that in every suggestion that I have seen, no

matter from what source it has come, it always has led back to the
public treasury—and a burden upon the taxpayer. Even the sug-
gested plan was made in New York to put up $10,000,000 on which
1t was proposed to borrow $100,000,000 from the Reconstruction
Finance Corporation, and that goes back to the Government. And
one of the ablest Senators has just introduced a bill for $500,000,000
from the Government. And so have many other bills made such
proposals. I am prefacing my remarks because I propose to use the
credit of the Government because I think we have to, because every-
thing leads back to that. If these farmers are permitted to lose their
farms and go upon the highways of the country they become charges
upon the people and the States can not help them. We must help
them-—the public treasury.
- Another -thing I think is important, not alone for the great social
question involved, of which you gentlemen all know better than I,
but I think it is important that we should keep a satisfied agriculture,
because every country which has permitted that to die has died itself.
And there may come a time, not far distant, if you permit the laissez
faire policy to go too far, as some want it to, when this country might
be faced with an under production—I mean the nation might be in
a position where it would have less to live on and less with which to
clothe itself.

POBTSCRIPT NO. 1.—FARM DEBT RELIEF

We have between nine and ten biilions of farm mortgages, created
largely on the land values of the Great Delusion. It is a waste of
money (which we do not have) to undertake the payment by Govern-
ment of interest or maturities on existing mortgages. There must be
a realistic reorganization of this structure. The principles of the
LaGuardia bill are the first step but that alone will not solve this
problem,

Let us create a corporation which shall be authorized to issue its
3 per cent tax-exempt, 30-year sinking fund bonds, callable by lot at
par. The interest only on these bonds will be unconditionally
guaranteed by the Government. This corporation will then offer to
exchange its bonds for existing farm mortgages at not to exceed 60 per
cent of the par of such mortgages and for as much less than 60 per
cent as the circumstances of individual cases seem to require. It will
then proceed to reform all the mortgages thus received in exchange for
its bonds on a basis of 3% per cent interest on the scaled-down princi-
pal, plus a graduated amortization charge which starts at zero the
first year, one-fourth of 1 per cent the second year, one-half of 1 per
cent the third year, 1% of 1 per cent the fourth year, and 2 per cent for
the fifth year.

The effect of this plan will be to write down existing farm mort-
gages by & minimum of 40 per cent or an average of perhaps 50 per
cent. It will write down the interest by a probable minimum of
about 66% per cent. Farmers receiving this very great aid should be
willing to agree in the new mortgage contract to comply with such
requirements of reduction in croppage as may from time to time be
prescribed by the government until their mortgage is repaid.

As a means of offsetting the possibility of loss to the Government, I
propose that there be collected under the provisions of the farm price
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relief plan (which I am about to propose) an annual fund of $30,000,-
000, which shall be paid into this corporation and any amount not
mneeded to offset the guaranty allowed to accumulate together with
the profits which I think will accrue for the purpose of the purchase
of marginal and other farm lands and their retirement from produe-
tion as may from time to time be required in the working out of a
permanent agrarian policy for the United States.

This plan should be limited to present, not future mortgages. This
glan does not mean that mortgages will be forced to take this new

ond. It is only a way out for the unsalable mortgages. Nothing
connected with this plan should infringe the right of foreclosure.

I am going into a little more detail here while we are on the subject.
The way this would work would be this. Just as a convenient form
we will say that the farmer had a mortgage for $10,000, Upon that
now he probably pays not less than $800 a year. The man who has
that mortgage can not sell it; even if he wants to foreclose it he can
not get any money for it, because nobody wants to buy the farm. Seo
he has got a dead asset on his hands, or 1t is held up by some govern-
mental action to suspend foreclosure, but he has got a dead asset on
his hands.

Now, if we could use this as, if I may use the term, as a kind of cur-
rency whereby negotiations depending upon the particular instance,
the assessed value of the land, the congition of the mortgage, we could
negotiate with the mortgagee $5,000- of these bonds. That would
clear him out. The farm mortgage would then be $5,000. His other
$5,000 was wiped off. Upon that $5,000 he pays 3 per cent. Itisreally
3¥% per cent, but for the purpose of convenience of figuring it mathe-
matically let us use the figure 3 per cent. We will say he would pay
3 per cent on that, plus an amortization charge, which would be, of
course, lessening the principal amount of his debt which has been cut
in hali—an amortization charge of 2} per cent, making 5% per cent
on $5,000. That makes $275 a year against $800 a year.

Now, that is a use of the Government credit, but the Government
does not go out and unbalance its budget by selling a bond against
current issues in the market. What it is doing is, it is replacing an
inflated mortgage with this deflated mortgage, which goes to the
benefit of the mortgagor. It benefits the mortgagee also because he
has got something, whereas before he had nothing,

Now that is in essence the plan, and we will come back to that later
for such questions as you wish to ask.

I want to add to the top of this first paragraph of postseript No. 2,
farm surplus control, at the beginning of the paragraph, the following:

“If it 1s deemed absolutely necessary for the Government to curtail
surplus,” and then proceed with the paragraph, ‘I propose,”’ and s0
forth. And I must say I have taken the idea from the allotment
plan and rather made 1t different or reversed its proposals, and no
doubt there are many objections can be made to this plan, but I give
it to you for what it is worth.

POSTSCRIPT NO. 2.—FARM-SURPLUS CONTROL

If it is deemed absolutely essential for the Government to curtail
surplus, I propose that the Secretary of Agriculture shall determine

the amount by which total acreage of corn, cotton, wheat, and tobacco
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shall be reducéd, and, for the first year that the reduction be drastic
to consume the present overwhelming surplus.

Quotas of reduetion should be allotted to States and then to counties
and greater reductions should be made in surplus-producing States
than in States where production is not equal to the State consumption.

Then the Government should actually lease, from each farmer
who wishes to participate in the plan, not to exceed the percentage of
his acreage which has been allotted to his county, on condition that
he does not crop more than his now planted or last harvested acreage,
minus the total acreage reduced from each crop in respect of which
acreage is to be reduced. This is for the purpose of insuring that
production of substitute crops is not increased. The rental to be paid
should be an amount slightly larger than the profit that could be made
on the reduced crops at farm prices in their pre-war relations to
general commodity prices. Rough computations indicate that the
average rental would be somewhere around $3 an acre, being higher
near primary markets and lower in more distant places.

The cost of this plan has been estimated at around $160,000,000,
but in order to provide the $30,000,000 I have mentioned as a guar-
anty fund in the farm mortgage plan, we should figure on raising
about $200,000,000. That amount can be raised by a tax on the pro-
cessing not of wheat alone but on all processed cereals, not on cotton
alone but on all textiles, not on hogs alone but on all meat products.
Unless this is done we will reduce the consumption of the particular
product and frustrate the plan. .

By substituting this plan for the plan now before Congress, which I
understand has been changed, the tax would be reduced from the
present project to tax wheat 100 per cent of the present price to a tax
between 6 and 7 cents on all processed cereals, the tax on pork would
be reduced from about 3% cents to about one-half a cent on meats,
and the tax on cotton cloth from 6 cents a pound to about one-half a

‘cent on textiles, Such taxation is bearable and, if assessed in this way,

will not disturb the present relation of consumption of the various
commodities. From such conversations as I have had with leading
processors, we can get their cooperation rather than their opposition.
They recognize, as well as any of the rest of us, the absolute necessity
of affirmative action. o

From the farmer’s standpoint, while the initial distribution of
money may be smaller, undoubtedly will be, it is the opinion of
commodity experts whom I have consulted that such a plan would be
really effective in reducing production. While I do not wish to
conjecture a definite result, it seems to be quite generally believed
that the effect would be very promptly to raise the price of the
managed crops-to the prewar level and to carry other farm prices up
sympathetically. There are obvious objections that may be made to
any plan but in this emergency which is like the emergency of war,
we must take some chances and while I deplore all statutory arti-
ficialities, I think we should make this attempt. Many think that all
raw materials can be produced here by American labor and exported
in the shape of manufactured goods, but I have not been able to see
that through to its end.

Gentlemen, -I would like to add this statement. I do not know
whether the picture that I presented to you was a gloomy one or not,
but I would like to say this, after most definite thought on this
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subject, if we but do these things there will lie before us opportunities
for service, for fame, for fortune, and for the younger and coming
generations, who are more interested in this than theyjthink, such as
have not existed at least in my lifetime, and that covers 60 years—
I can not speak before my time—1I believe there are great opportun-
ities, and that this is not a time for gloom, if we will but see the stark
necessities and face them.

Now I will be glad to submit to questions, and when we get into the
details of the farm problem I am going to ask General Johnson here
who has been trying to put it down on a drawing board, and who is
anorql familiar with it than I am, to answer it with respect to the

etalis.

The CuAIRMAN. Perhaps it would be just as well to have Mr.
Johnson submit what he has to submit at this time,

Mr. Barvucn. If it is not clear, why we will clarify it.

General Jounson. There is not anything more to submit.

The CHAIRMAN. Any questions that may be asked or may b
submitted at this time then.

Senator ConnaLLY. Let us take one witness at the time, before we
forget what he says. :

The CuarrmaN. That is what I say; if you have any questions to
ask the present witness.

Senator CoNNaLLY. Being a junior member of the committee I
will wait until the senior members have interrogated him.

The CuairMAN. You may proceed, Senator.

Senator ConnarLy. May I proceed?.

The Cuairman. Certainly.

Senator ConnaLry. Mr. Baruch, I want to ask you a few questions
about your views on the so-called inflation, particularly with reference
to the gold content of the dollar. You stated, I believe, that if they
reduced the amount of the gold in the dollar it would not have any
appreciable effect on raising prices, did you not?

Mr. Baruca. It would have the effect of cutting the price in the
new dollars, and there would be a flight from the dollar if there was a
loss of confidence.

Senator ConnaLLy. What is that?

Mr. Baruca. It would have an effect in cutting the price in the
new dollars, and it would also have an effect of raising it very, very
high if there was a reduction in the amount of gold in the dollar and
confidence in the new dollar was lost, because there would be a flight
from the dollar.

Senator Connarny. If you are going to predicate everything back
on the confidence, why I can not get very far.

Mr. BarvcH. What page are you now on?

Senator ConNaLLy. I am on page 17. You say: “There are now
approximately 26 grains of gold in the dollar. If we cut that by 25
per cent to about 20 grains, we at least have a mathematical formula,”
and so on. A little later you say that there would be a rush for gold.
Of course, if the Government suspended payment in gold there would
probably be a rush for the actual gold. But now you state down
below: ‘It seems extremely doubtful that there would be any do-
mestic effect to raise prices.” Is that your attitude?

Mr. Barucn. I have not followed you, Senator.
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Senator ConnaLLy. I followed you, and I think you ought to
follow me a little.

Mr. Barvucs. I am trying to do it, Senator.

Senator ConnaLLy. Page 17, about two-thirds down the page.

Mr. BarucH. Yes, sir.  “It seems extremely doubtful that there
would be any domestic effect to raise prices.”

Senator CoNnNaLLy. ““It seems extremely doubtful that there would
be any domestic effect to raise prices.” Is that correct?

Mr. BarucH. Yes, sir.

Senator ConnarLy. All right. Why do you say a little later that
salaries would fall and wages would fall, if prices do not rise? How
would wages fall and salaries fall?

Mr. Baruch. Because we are talking in new dollars.

Senator ConnarLLy. Oh, 1 know.

Mr. Baruca. And the new dollars would not buy as much as they
did before. The prices of products would go up to the percentage of
33Y per cent. .

Senator ConnaLLy. Well, they would go up then, would they not?

Mr. BarvcH. Yes, they would.

- Senator ConnALLY. Well then, your statement that there would
not be any influence in raising prices is not correct, is it?

Mr. Barocn. Well, it is doubtful, because it did not happen in
England, but as an arithmetical proposition you are right,.

Senator ConnaLLy. Well, that is what we are talking about.

Mr. BarucH. But it is doubtful from the results; that it has not
occurred.

Sensator ConnaLLY. Wait a minute. You say it has not raised
prices in England?

Mr. Barvcra. Yes, sir.

Senator ConNaLLY. And that is because England is on the pound
basis, which is paper money, is it not?

Mr. BarucH. Yes, sir. It takes more shillings to buy gold.

Senator ConnaLLY. To buy gold.

Mr, BarucH. Yes.

Senator ConnaLLy. Certainly. And in the world market the
English prices of production have gone down, and the result is that
she is out-selling us all over the world?

Mr. Barvucs. That is quite true in the export markets of the world.

Senator ConnarLLy. In the export markets of the world. If
England, instead of being on the paper standard had devaluated her
pound at the present paper value of the pound, prices would have
risen in the world markets, would they not?

Mr. Barucs. If they had done what, Senator?

Senator ConnarLry. If England were now in the gold basis but had
devaluated her pound at the same price that the pound is selling for,
the paper pound is selling for, prices would increase in England?

ltllh" BarucH. Prices would be the same in gold value that they are
to-day.

Serf;tor ConNaLLy. And the price would be in gold, the pound?

Mr. BarvucH. Yes.

Senator ConNALLY. The same would be true in our country?

Mr. Barucr. We would have a better result in our country if we
balanced our budget and had a gold standard.
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Senator ConnaLLY. Devaluating the gold dollar keeps you on the
gold standard, no question about that.

Mr. Baruca. Do you mean it keeps you on the gold standard if
you devaluate the gold dollar?

Senator ConnaLLY. We can take that up when we get to it. We
can certainly suspend gold payments.

Mr. Barucn, If you start talking about that you would not have
a nickel’s worth oty gold in the Federal reserve system day after
to-morrow.

Senator ConnaLLy. If the Government did not pay it out it would.

Mr. BarucH. It would have to pay that on demand.

Senator ConnaLLy. Of course we have to pay it on demand.

Mr. BarucH. If you start to tak about it or there is any threat
to do so that would be the result.

1Sena,tor ConnaLLy. Let us get back to these propositions about
value.

Mr. BARUCH. Yes.

Senator CoNNALLY. You say it would then raise the values 33%
per cent in dollars all over the country? Would it not?

Mr, BarucH. Are you talking now about internal prices?

Senator CoNNALLY. Yes.

Mr. BaArvucH. Well; export prices in the new dollaxs would rise,
and domestic prices are doubtful. It might have the effect that you
say.

Senator ConnaLLY. Well, do you not think that it would?

Mr. BarvucH. 1 have my doubts about it.

Senator ConnaLLy. If the export prices would rise why would not
the domestic prices rise?

Mr. BarucH. No, these are export prices in new dollars.

Senator ConnaLLy. I know. I am talking about export prices in
new dollars.

Mr. BarucH. And if they took enough out they would have that
tendency to raise prices internally. And even, if they took enough
out, Senator, they would rise above present gold prices.

Senator ConnaLLy, All right. No matter what we take out, they
will rise in proportion to what we take out, will they not?

Mr. BarucH. Not unless you take no more out than you are taking
out now.

Senator ConnaLny. All right. If export prices rise domestic
prices will have to rise with them, will they not?

Mr. Baruch. Only if you took enough. Yes; export prices.

Senator ConNaLLY. I mean

Mr. BarucH. I see what you mean. If export prices rise in the
new dollars they will rise inside?

Senator CoNnNaLLy. Certainly.

Mr. Baruca. I think that is probable; yes.

Senator CoNNaLLY. Is it not true?

Mr. Baruca. They may not rise a great deal, Senator, but they
may rise some.

Senator ConNALLY. If a man can get more abroad for a bale of
cotton he is going to ship his cotton abroad, unless somebody paid
him an equal price internally?

Mr. BarucH. Yes.
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Senator CoNNALLY. So they will rise domestically and abroad,
will they not?

Mr. BarucH. Yes.

Senator Conwarry. All right. You say among the results that
we ought to obtain are those that would be obtained through the
LaGuardia bill.

Mr. BarucH, Through what?

Senator ConNarnLy. The LaGuardia bill; that is a bankruptey bill.

Mr. BarucH. Well, I am talking about the principle of the
LaGuardia bill, yes.

Senator Connarny. All right. Your plan there is to devaluate
all these people that are owed money through the process of bank-
ruptcey, is it not?

Mr. Baruca, Yes.

Senator ConnarLLy. What is the difference in devaluating them
through the courts and devaluating the money in which they are to
be paid? The effect is the same, is it not?

Mr. Baryucs. I do not know. I think it is very different, sir.

Senator ConnarLy. Very different?

Mzr. BarucH, Yes.

Senator Connarry. Well, you are depriving the creditor of some-
thing when you let the corporation

Mr. BarucH (interposing). I am depriving the creditor of some-
thing that he can not get anyhow.

Senator ConnarLy. Certainly. And that is what you are trying
to do. The LaGuardia bill would authorize these big corporations
and industrial concerns to seek refuge in the Federal courts and hold
their creditors off their backs until they could effect a reorganization
and a scaling down of their indebtedness. That is what is back of the
LaGuardia bill, is it not?

Mr. BarucH. It is a quickening of a process that is going ta take
place anyhow.

Senator ConnarLry. Well, is not that process going to take place
with everybody if we do not do something?

Mr. Barven. If you want to go on the road to a place you had
better go there right away.

Senator ConnaLLy. I agree with you.

Mr. BarvucH. But the history of the world has shown this, that
whenever we have taken that road we have had to come back and
retrace our steps. I will admit, Senator, we have already gone very
far on it, and the methods that have been adopted and carried on by
the Treasury are not very different from those that have been already
suggested.

Senator ConNarLy. All right. But the process that you propose
now is to let corporations and industrial concerns scale their debts
by taking refuge in the Federal courts and effecting reorganizations
and pay less on the dollar that they owe. That is right, is it not?
But you object to giving the benefit of that to everybody by de-
valuating the dollar and letting everybody have the advantage of that?

Mzr. BarucH. You are doing it by a different method.

Senator ConNaLLy. Certainly, butit has the same result, hasit not?

Mr. BarvcuH. Well, there would be the same result, but not to
everybody. The only person you are benefiting is the man that has
a mortgage; he can not possibly get it and he is not entitled to it.
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Senator ConNaALLY. Whyis henot? He has got a farm.

Mr. Barucr. Well, yes; because he has bought something, a
mortgage or loan, at an unwise time and at a price that is not fair.

Senator ConnaLLy. That is why I say that it is fair to put this
dollar down back to the commodity level and let the debtor pay
that creditor in the same relative values as the debt was incurred, and
that is your proposition, is it not?

Mr. BarucH. My proposition under this natural process, yes.

Senator K1ina. Senator, will you pardon me just & moment?

Senator ConNNALLY. Yes.

Senator King. Is the LaGuardia bill limited to corporations?

Senator ConnaLLy. No, I do not think so.

Senator Kina. I think it is extended to farmers as well as the
individuals, so it is not for the benefit of corporations only, but it is
for the liquidation, according to the plan of the bill, of the indebted-
ness of individuals as well as corporations,

Senator ConnaLLy. Well, everybody knows, of course, that they
would put a little tail on for individuals, but you know an individual
when he goes bankrupt comes out with nothing. A corporation that
goes into bankruptcy and reorganizes and scales down its debts, its
stockholders have something left.

Mr. BarucH. I do not know the details. I am talking of the prin-
ciple of it, and that is to permit debtors and-creditors to get together
quickly on some agreement.

Senator CoNnaLLY. You and I are not really in disagreement as to
results, but we are favoring different methods of reaching the results.
In the farm mortgage situation you say that your plan would be to
make them take 60 per cent?

Mr. Barucu. No, not make them.

Senator ConnarLy. Well, but you are going to persuade them?

Mr. Barvcu, Here is what I meant by this. That a mortgagee has
got a mortgage for $10,000. He can not foreclose it. If he does go
through and forecloses or sells out he is in the farming business and
the farmers are out on the highway. So I propose that, and I put &
imit of 60 per cent, that if the Government’s credit is going to be used
you are going to give the mortgagee something that he can not get
now, and he can put in his books, and have a value.

. Senator ConnaLLY. You propose that the Government will issue
ltsl ovgn bonds and take up farm mortgages at 60 per cent of their
value

Mr. Barvuca: I am just taking that as a figure.

Senator CoNNALLY. What is the difference between doing that and
revah‘l?ing the dollar at 60 per cent and letting them pay their mort-
gages

r. BarucH. This is a voluntary agreement between the debtor
3nﬁ the creditor, and the other is not, when you begin to revalue the
ollar,

Senator CoNNaLLY. Your plan would work this way: A man that
had a gold mortgage that was worth 100 per cent would not agree to
this, and he would get his 100 per cent. The fellow that had 2
mortgage that was not worth 100 per cent would agree, and get the
benefit of this.
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Mr. Barvcn. The man that was running the thing would use
Wlsgom In running it. I would assume some intelligence would be
used.

Senator ConvaLLy. But a man that had a bond worth 100 per
cent would not take 60 per cent?

Mr. Barvcr. No.

Senator ConvaLLY. Or a mortgage?

Mzr. Barucs. No.

Senator ConnaLLY. He would get his 100 per cent?

Mr. BarucH. Yes.

Senator CoNnNaLLY. A man that had a bond worth 20 per cent
woul?d be glad to exchange it for a Government bond and get 60 per
cent

Mr. BarvceH. Or whatever it would be worth. I am sure, Senator,
if anybody of intelligence were running that they would use wisdom
in running 1t.

Senator CoNNALLY. You have already indicated that the Recon-
struction Finance Corporation has made a fizzle and used a lot of
guesswork, and it is supposed to have intelligence.

1 say, in your statement, Mr. Baruch

Mr. BarvucH. I heard you the first time, Senator.

Senator ConNaLLY. You heard me the first time?

Mr. BarucH. It is not necessary for you to make a comment upon
that, I do not think.

Senator ConnaLLy. Well, good natured.

Mr. BarvcH. Certainly; I understand that, Senator.

Senator CoNNaALLY. You talked about revaluation of the dollar,
cutting down the value of it, would ruin all the insurance companies,
the policies, did you not, a while ago?

Mr. BarucH. I said that it would affect the holdings of every one
of them, yes.

- Senator CoxnnaLLy. How about your cutting down farm mortgages
60 per cent, in which all the life insurance companies have got their
money invested?

Mr. BarucH. There is a very great difference, Senator.

Senator ConNaLLYy. Would that not impair them

Mr. BarucH. There is a loss there already in that farm mortgage.

Senator ConNALLY. To be sure, but if the farm mortgage holder
has got a mortgage that he can not collect for 100 per cent, and by
devaluating the dollar you let the debtor pay 60 cents on the dollar,
what is the difference between that and your plan?

Mzr. Baruvcs. I will tell you exactly. It is just as plain to me as it
can be, Senator. It apparently is not plain to you.

Senator ConNaLLy. No. I am pretty dumb.

Mr. Baruca. No, you are not. We will take an insurance com-
pany which has got a mortgage now of $10,000, and it is an unwise
one; they can keep it if they want to, but if they go to sell out they
will be in the farm business. We will provide a currency in the form
of all these mortgages, something that they can not possibly get
themselves, and it is a voluntary thing with them, and they are only
taking something which is already wiped off from the market. Insur-
ance companies have got those loans, whatever they are, and we can
talk about them as much as we want, they will only buy just so much
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in the markets of the world. But those who own the things will buy
less in the markets of the world.

Senator ConnaLLy. Well, an ounce of gold has an international.
value, has it not?

Mr. BarvucH. Yes, sir.

Senator CoNNALLY. And it means the same everywhere?

Mr. BarucH. Yes, sir.

Senator ConNaLLy. Well, if you cut down the content of the gold
dollar by two-thirds inevitably in gold the values would have to rise,
would they not?

Mr. Barvucn. Yes; but you are only going to get two-thirds in the
value of the things that you buy.

Senator ConnaLLy. That is true, but answer my question: Will it
rise or go down? Will the prices rise? They will rise, will they not?

Mr. Barvca. Yes; they will rise, but they will rise to the extent so
that that new dollar will not buy any more things than it did before.

Senator ConnarrLy. It will pay more on your farm mortgages and
more on your debts, will it not?

Mr. Baruca. That it will do.

Senator CoNNaLLY. Yes.

Mr. Barucu. Senator, without & doubt a farmer who owes money
and has got something to sell will be advantaged,

Senator ConnaLLy. Certainly.

Mr. BarvucH. In the selling side. There is no doubt about that.
You can do even better for him by printing paper.

Senator ConnaLLy. Well, let us stay on the gold a while now.

Mr. Barucn. All right.

Senator ConnarLy. I am not advocating paper.

Mr. Baruca. I understand that.

Senator Coxnarry. I am talking about gold.

Mr. Baruvcs., Yes.

Senator ConnaLLy. I am talking about something that you folks
understand in New York—gold.

Senator Kina. Well, Senator, does not your proposition contem-
plate that notwithstanding an obligation may be to pay so many
grains of gold according to the present weight and fineness, that
Congress would have the power to modify or rescind that contract
and compel the contracting parties to change the contract and
accept less grains of gold?

Mr. Baruvca. Well, that is a legal question.

Senator Kina., Well, it is a constitutional question.

Senator CoNNALLY. Mr. Baruch is not a lawyer and I do not want
to get into a legal discussion with him.

Mr. BarucH. I think I can answer that.

Senator CoNnNaLLy. All right.

Mr. BarvucH. The question is this: If you could find a legal method
or a scheme whereby if a man demanded payment under a contract
which was payable in gold, to tax him a certain percentage. In that
way you could wipe off that debt.

Senator ConNaLLy. Your idea then is that by the taxing power
we could stop that?

Mr. Barvuca. I do not know whether it is constitutional or not,
but you could do that.
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Senator Gore. You have to do it by the rule of apportionment.

Mr. BarucH. I say that is the scheme. I do not know whether it
1s constitutional or not.

Senator ConNaLLY. Senator Gore, you wish to ask something?

Senator Gore. I just remarked that it would have to be done by
the rule of apportionment, if done.

Senator ConNALLY. But we would treat them all alike, of course.

Senator Gore. It would have to be apportioned among the States.

Senator ConnaLLy. Let us stay on this gold question, Mr. Baruch.
You are talking about gold. And you know all about it, I understand.

Senator REEp. Mr. chairman, lest that suggestion go by unchal-
lenged—it seems to me very clear that the Supreme Court has held
that our taxing power can not be used to take away from a vested
right of that sort. They held it in the case of the application of income
tax to judicial salaries, for example. I am quite sure that they would
hold the same thing if we tried to tax these gold-standard contracts.

Senator ConNALLY. Mr. chairman, I am not suggesting that.
I am not going to argue it with Mr. Baruch or the Senator from
Pennsylvania either at this time. We are trying to find out the
economic effects of this thing right now, and of course if it comes up
to the legal question that is another proposition. I might suggest,
however, that Senators who are interested might read the%egal tender
cases in which the Supreme Court held that contracts made payable
in dollars at the time when there were no other kinds of dollars except
gold and silver dollars, were subsequently under acts of Congress
made payable in paper money that had no redeemability whatever,
but were merely a promise of the Government to pay some time in the
future. That might be persuasive.

Senator BarkLEY. But that would not have any bearing on the
actual value of a smaller gold dollar in comparison with one bigger.

Senator Gore. The Supreme Court held that contracts made
payable in gold dollars are payable in gold dollars.

Senator ConnaLnLy. It does not say how big.

Senator Gore. Of the same standard weight and fineness.

Mr. BarucH. Gold dollars of the present weight and fineness,
I believe.

Senator ConnarLLy. That is why I did not want to discuss this.
point at this time, because I knew it would provoke a good deal of
discussion among us, and I did not want to talk about the legal part
of it at this time because I did not think Mr. Baruch cared to engage
in that. That can be raised when we come to it. There is no case in
which the Supreme Court has ever handed down a decision where
Congress undertook to fix or regulate the weight of money. Conse-
quently the cases that the Senators are referring to are purely dicta.

You said a while ago in your statement, Mr. Baruch, that reducing
the value, or reducing the amount of gold in the dollar would not in-
crease the buying power of our people. It would in the terms of new
dollars, would it not?

Mr. Barvcn. Well, you would have more dollars to buy things
with, and if the things did not rise why you would be able to buy
more things. If they rose in proportion you would be only sble to
buy the same amount of things, with the exception of one man, the
farmer who has a debt, or any man who has a debt and produces
something to sell.
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Senator ConnaLLy. Certainly. That is the fellow I am looking
at now.

Mr. Barucn. I believe you are right. )

Senator ConNaLLY. But it is not confined to the farmer. It applies
to the gentlemen in New York that owe debts too, who would have
the advantage of it. )

Mr. BarucH. If they owe money they would be in clover.

Senator ConNaLLy. Everybody owes debts, do they not?

Mr. BarucH. Or the fellow who has many obligations.

Senator ConnaLLy. Do you know anybody that has got any actual
gold now? .

Mr. BarvcH. Somebody must have it.

Senator ConnaLLy. But you do not know where it is?

Mr. BarucH. No.

Senator CoNNaLLy. Let me ask you this, Mr. Baruch: You talk
about salaries and wages. Salaries are not fixed by law, are they?

Mr. Baruch. No, sir.

Senator ConnaLLy. They go up or down according to prosperity,
do they not?

Mr. Baruvca. They go up slower and down faster.

Senator ConnaLry. Well, do they go up or not with prosperity?

Mr. Barucu. They do, sir.

Senator ConnaLLy, They go up with prosperity and come down
with hard times, do they not?

Mr. BarucH. Yes, sir.

Senator ConnaLLy. During this depression salaries of all kinds
have been radically decreased, have they not?

Mr. Barucu. Right, sir.

Senator ConnaLLy. Why? Not because we passed any law, but
because times were hard and people could not make it. Now any-
thing that will have a tendency to improve business and improve
_activi‘t?y will have a tendency to raise wages and raise salaries, will
1t not?

Mr. Baruca. Unquestionably.

Senator Convarry. All right.

Mr. Barucs. If there is enough confidence it will improve things.

Senator ConnarLy. Did you see a statement a few days ago by a
professor of McGill University advocating the revaluation of the-
Canadian dollar, which is exactly our dollar, to 70 cents in the dollar?
Have you had that called to your attention?

Mr. BarvcH. No, sir.

Senator ConnNaLLy. He is the economist in McGill University.
I ff(ilo not recall his name for the moment. I have his name in my
office.

Mr. Baruca. There is a heap of them around, Senator.

Senator ConnaLLy. What is that?

Mr. BarucH. There is a heap of them around. I do not mean to
detract from this gentelman, nor do I want to put my judgment
up against his.

Senator ConnvaLLy. You said in your testimony here that we had
to scale down debts to get back to prosperity.

Mr. BarvcHa. Yes.
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Senator ConnaLLy. How are you going to scale them down any
better way than to get money so people can pay them? How are
you going to force people to scale debt?

Mr. Baruca. They will come down themselves, Senator. They
are coming down every day. And all that I am suggesting is not to
interfere with them by any process of law, but in anything that is
done a machinery set up that will aid them and accelerate them,
not extend them.

Senator ConnaLLy. You will admit that since 1929 the price of
practically every commodity in the United States measured in terms
of gold has declined radically, will you not? That is true of your
securities in New York, is it not?

Mr. BarucH. Yes, sir.

Senator ConNaLLy. That is true of your farm mortgages, is it not?

Mr. Barven. Yes, sir,

Senator ConnaLLy. That is true of railroads, is it not?

Mr. BarvcH. Yes, sir.

Senator ConnaLLy. That is true of the farmers’ prices, is it not?

Mr. BarucH. Yes, sir. I think the farmers started before that,
but they did decline since 1929; that is quite correct, yes, sir.

Senator ConnaLLy. Is it not true that the effect of what you advo-
cate and most other people advocate is to devise some legislative
process whereby you lift these values back up into the neighborhood
of where they were on a gold basis? If that be true, why would it not
be fairer and more reasonable instead of a dozen processes of raising
up the railroads, of raising up the farmer and raising up everybody—
why would it not be better to have one process, to bring the gold dollar
down and put it on a commodity level with other commodities?

Mr, Barvcn. If I thought you could do it that way I would say
““God bless you; go to it!”

Senator ConnaLLy. If it can be done that way will you favor it?

Mr. Baruca. Oh, yes; if it can be done that way, yes.

Senator ConnaLLy. Well, if we can work out & plan then whereby
we can actually devaluate the dollar and make it level with other
commodities you would favor it?

Mr. BarvucH. Yes; if you can do it I certainly would.

Senator ConnaLLy. Well, we can not do it unless we try, can we?

Mr. Barvcn. No, sir.

Senator Reep. Will you permit me to ask a question here?

Mr. Barucn. Yes, sir.

Senator Reep. Mr. Baruch, England made her decision to go off
the gold standard between Saturday afternoon and Monday morning
in September, 1931.. The people woke up on Monday morning to find
that they were off the gold standard. There was not an opportunity
for a panic. But in this country we would require congressional
action to authorize such a step to be taken. And that congressional
action could scarcely be accomplished in less than a week. What
would happen in commerce during that week?

Mr, Barucu. Well, what would happen is there would not be a
nickel’s worth of gold left in the Federal reserve system to get behind
the devalued dollar. I said to the Senator if he could do it it is all
right, but I think that if this were discussed, if it was even thought—
I mean if there were discussions today about doing it, that you would
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have a run on the gold. Of course if there were such a power some-
where to say this afternoon that before the opening of the Federal
reserve system they would take that gold and impound it and get this
thing rearranged as the Senator suggests, that might be another thing.
But the mere discussion of it I think would destroy the possibility of
anything being accomplished.

Senator REEp. In other words, we would have a panic and an
outburst of hoarding that might take every particle of gold available?

Mr. Baruch. Yes; or as an old negro is said to have remarked on
an occasion: If you do that you aint seen nothing yet.

Senator ConNaLLY. Senator Reed, are you going to examine Mr,
Baruch at length? I was just about through with my questions.

Senator Reep. I beg pardon, Senator Connally. You may go
ahead. But I am not able to come back this afternoon, and I have
one or two questions I should like to put to Mr. Baruch. However,
I won’t do it if you desire to go ahead.

Senator CoxnNaLLY. Oh,no; I just thoughtif you had a number of
questions to propound maybe I had better conclude mine first.

Senator Reep. Certainly.

Senator La ForLerre. Might I ask you, Senator Reed, whether
you do not overlook certain wartime statutes, enacted to protect
certain gold reserves of the United States, which have not been re-
pealed so far as I know. :

Senator Rexp. Oh, so far as that is concerned, under the war-
time laws we could prohibit the export of gold. But I do not believe
they gave anyone power to suspend specie payment.

Senator La Forrerre. I have not looked at it recently. And it
is only a vague recollection I have, that there were certain broad
statutory powers given to the President during the World War,
which even went so far as to forbid the issuance of gold, to prohibit
transactions in gold, without a license issued by the executive branch
of the Government. I may be wrong about that, but I wanted to
inject that thought into the discussion.

Mr. Baruca. To carry out that thought, we also made it so we
could not export gold during war time. But I do not know whether
that could be done in peace time.

Senator ReEp. One more question—and I am responsible for the
unfinished business on the floor, and we are in recess, so that I must
be in the Senate at 12 o’clock. Mr. Baruch, there would be a row
between lawyers, evidently, as to whether gold-standard contracts
were or were not subject to impairment by congressional action. In
other words, there would likely be a lawsuit as to whether the Gov-
ernment’s promise in its bonds to pay in gold coin of the present
standard of value could be changed, whether that obliged the Federal
Government to pay, as its certificates come due, in dollars of the pres-
ent value or in dollars of depreciated value, And it might take two
or three years to settle that litigation finally, What would happen to
Government credit in the meantime?

Mr. Baruca. Idonot want to say, Senator Reed. You know what
would happen.

. Sepadtor Rerp. Well, I think that is a factor that ought to be borne
in mind.

Mr. Barvucn. In other words, your credit would disappear.
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Senator REED. So that we have these two perils to apprehend:
First, an instant hoarding of gold the moment the country thought
Congress was seriously considering this scheme; and, second, a disap-
pearance of Government credit, certainly during that period when the
value of its promise remained in doubt.

Mr. BarvucHa. Unquestionably.

Senator REEp. I thank you.

Senator Warson (presiding). Senator King, and other members of
the committee, do you want to continue longer? Itisnow 12 o’clock.

Senator ConnarLy. I will be through in & minute.

Senator Warson (presiding). All right.

Senator ConvarLLy. Nobody is proposing, so far as I know at least,
repudiating the Federal debt, I will say to the Senator from Pennsyl-
vania. In discussing this matter in the Senate I distinctly said I had
no disposition to interfere with Government bonds already contracted;
in fact, I doubt if we could do it legally because it is the Government’s
own act. But

Mr. BarucH (interposing). Your idea, Senator Connally, as I
understand

Senator ConnarLLy. How is that?

Mr, Baruce. Let me get that clear, because it has a bearing upon
the whole situation. And I will say that ,

Senator CoNNALLY (continuing). As to the outstanding Govern-
ment bonds, payable in gold at the present standard of weight and
fineness, I would not advocate repudiating those bonds.

Mr. Baruca. But what would happen to eorporation bonds which
have the equivalent provision written into them, of being payable in
gold coin of the then standard of weight and fineness?

Senator ConnarLrLy. That is what I waived a while ago. I do not
want to get into that legal discussion. But the contention is that
under the constitutional power of Congress to coin mere money and
to regulate the value thereof.

Mr. Baruca. They have that right.

Senator ConnaLLy. And what does that power mean but to move
the value of the dollar? It does not mean to stand still forever.
It means to regulate it and change it from time to time. My con-
tention is that any contract that calls for dollars as such can not
be qualified by any such clause as present weight and fineness, because
you are dealing in dollars and tlge Congress has the right to make
those payable in gold dollars of a new value. As to commodity con-
tracts, if you have a contract calling for so many ounces of gold it
is like so many bales of cotton, But I do not want to argue that.

Mr. Baruca. That is a very important part of it.

Senator ConnaLrLy. To be sure, that is an important part. But
{'ou are not an attorney, Mr. Baruch, and I am a very poor one, 80

do not think we could get very far on that. But you are afraid
somebody will withdraw all the gold, that they will hoard gold. As
far as that is concerned they are hoarding gold to-day, aren’t they?

Mr. BarucH. Hoarding money and credit.
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Senator ConNeELLY. It could not be hoarded much more than is
being done now, could it?

Mr. BarucH. Oh, yes.

Senator ConnaLLy. It could?

Mr. BarucH. Yes, sir. ]

Senator Connarny. All right. The Secretary of the Treasury is a
member of the President’s Cabinet, and is subject to the President’s
orders, is he not?

Mr. BarucH. Yes, sir.

Senator ConnarLy. If the President ordered the Secretary of the
Treasury, as has been done in similar cases in the past, to suspend

aying any gold out of the Treasury, do you suppose it would so
appen that he could not stop it instantly?
r. BArucH. If he were bold enough to try to do that, and could
get the Congress to back him up. .

Senator ConNaLLY. But you say the present is an emergency that
is greater than war. I do not expect to see it cured by Christian
Science or pink pills. But the President could stop the payment over
night of gold dollars; the Secretary of the Treasury could suspend the
paying of gold dollars over night. And you say that something
radical must be done,

Mr. Barucn. Yes, sir; but——

Senator ConnaLLY (continuing). That is all that I am proposing.
One other question and I am through: Mr. Baruch, you are talking
about reducing farm mortgages 60 per cent voluntarly. I just want
to emphasize what I said a while ago: Under that plan & man who had
a farm mortgage that is worth 100 cents would get it all.

Mr., BarvucH. But it is not worth 100 cents, and.

Senator CoNNALLY (continuing). It may be. But to put a hy-
pothetical case, if & man had a farm mortgage that was worth 100
cents on the dollar he would get it all.

Mr. BarucH. Yes, sir.

Senator ConnarLy. And if it was worth only 60 cents he might not
get more.

Mr. BarucH. He might not get even that much. He might only
get 10 cents on the dollar, and in some cases even less than that.

Senator Connavrry. That would all have to be voluntary.

Mr. BarucH. Yes, sir.

Senator ConnarLy. That is the case now, and we don’t need any
law to do that.

Mr. Barvuch. You do not need any law, but I am trying to show
you

Senator ConNaLLY (continuing). If you have a compromise that
can be done now.

. Mr. Barucr. But I am trying to provide something that will
induce mortgagees to take a new amount of money.

Senator CoNnaLLy. I believe that is all.

. Senator BarkLey. I should like to ask & question or two along the
line of this gold content proposition.

Senator WaLsn of Massachusetts. I do not believe we can con-
clude with Mr. Baruch this morning.
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Senator Warson (presiding). Is it the desire of the committee to
recess at this time?

Mr. Barucr. Might I make one statement before you recess, and
that is this: I think too much emphasis on the gold standard is laid
upon its value, and not enough on what I think is the more im-
portant one, and that is the restraining influence it has upon the
issuing of money and of credit.

Senator ConnNaLLy. My plan is just as much a gold standard as
yours. The only difference is in the amount of gold content, isn’t it?

Mr. BarvcH. If you can approach this proposition

Senator WarsoN. (presiding). Well, the committee desires to rise
at this time. Mzr. Baruech, we will ask you to come back this after-
noon. The committee will now rise until 2 o’clock this afternoon.

(Thereupon, at 12.03 p. m., Monday, February 13, 1933, the com-
mittee recessed until 2 o’clock p. m., the same day.)

AFTER RECESS

The committee resumed at 2 o’clock p. m. at the expiration of the
recess.

The CrairMAN. The committee will resume. I was not here at
the recess, Mr. Baruch. Had you concluded your statement?

Mr. Baruca. Oh, yes; Mr, Chairman. But I understood some
Senators wished to ask me some questions.

The Crarman. All right.

STATEMENT OF HON. B. M. BARUCH, NEW YORK CITY—Resumed

Senator SzorTrIDGE. Mr. Baruch, I did not have the benefit of
hearing your testimony given this morning. You may have covered
and considered this thought. I will put the question in this form: In
seeking for a solution of what might be called the farm problem may
we agsume that you have had in mind the debtor as well as the creditor

Mr. BarRUCH. Are you talking now about the matter of debt?

Senator SmorTRIDGE. Certainly.

Mr. BarucH. Yes;Idid.

Senator SnorTRIDGE. The thought has been suggested to me many
times that a local savings bank may be the debtor, and, we will say, a
farmeris the creditor. .

Mr. BarucH. Certainly.

Senator SHORTRIDGE. And we must consider the rights and the
necessities of both.

Mr. Barven. That is quite right, sir.

Senator SHORTRIDGE. Both the debtor and the creditor must be
considered. '

Mr. BarvcH. Yes, sir. But the only thing I suggested this
morning, Senator Shortridge, was this: That to try to anticipate the
inevitable we must have in mind that the value of the mortgage has
lessened. There is no salability for it. And I suggested a new form
of security, guaranteed by the Government, should be exchanged, on
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some basis satisfactory to mortgagor and mortgagee. It does not
remove the man’s right to foreclose, and if he wants to foreclose, if he
wants to take the property, he can do so. .

Senator SHORTRIDGE. Of course, it is the depressed price of farm
products that has caused the depression, so to speak, in the value of &
given mortgage. .

Mr. Baruch. Quite right, sir.

Senator SHORTRIDGE. And a rise in farm products, a return to
prosperity in the matter of farm prices, would of course restore the
mortgage, or presumably might do so.

Mr. Barucr. It would have that tendency at least. )

Senator SHorTRIDGE. The savings bank I take it generally speaking
contains the moneys of the people roundabout.

Mr. Baruen. Of you and I and everybody.

Senator SHORTRIDGE. Yes. Very little from me, but that is all
that I wished to ask. I merely wanted to bring that out.

The Cuairman. Mr. Baruch, I left before you got through at the
morning session. Taking those farm mortgages, or home mortgages,
and having the Government of the United States advance 60 per cent
of the mortgage, would the Government’s mortgage be a first lien as
against the original holder’s 40 per cent?

Mr. Barvch, Yes, sir.

The CrarMan. You did not say so in your testimony this morning,
and I merely wanted to bring that out.

Mr. Baruvcu. All right.

Senator Harrison, Mr. Baruch, you laid great stress on this
country balancing its budget.

Mr. Barvcn. Yes, sir.

. Senator HarrisonN. And stated, of course, the best way to do it
is by cutting down expenditures and coming within a $3,000,000,000
range if possible. Then in further speaking of the matter you talked
of balancing the budgets of other countries, and of stabilizing cur-
rencies, exchange, and so forth. Is it your opinion that if England,
France, and other countries, that are not to-day upon balanced bud-
gets, or maybe not to the extent that we are, should really soundly
balance their budgets, that that would have any very appreciable
effect upon the stabilization of exchanges?

Mr. Barvcrn. Unquestionably, provided they would continue to
be balanced.

Senator HArrIsON. Yes.

Mr. Barvuce. But that is the foundation stone of the stabilization
of exchanges, that the money of any particular country can only
remain good as long as it takes in more than it spends, or it has the
credit to go out and borrow the difference. When that ceases and
the budget becomes unbalanced, then much of the coin of to-day
beglt‘)}rlnesc.J the chaff oi/};o-morrow.

¢ CHAIRMAN. Mr. Baruch, the answer you have just given to
the Senator from Mississippi, does that take into cons]idem%ion the
fact that some countries are off the gold standard?

Mr. Barucn. Well, the only way that the 1d
gold standard would be to balance tl):-lreir budge{s.cou got back on the
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The CrairMAN. Yes, But I wanted to know your views on this.
Unless they get back on the gold standard could they arrive at the
conclusions that you suggested in your answer to the Senator from
Mississippi.

Mr. Barucn. No, sir.

Senator SHORTRIDGE. Frankly, I do not understand that answer.
Suppose & given nation is on a silver basis, or on a bimetal basis,
couldn’t they balance their budget? Couldn’t such a nation balance
its budget if 1t used both gold and silver at a certain ratio?

Mr. BarucH. I do not believe any particular nation can have both,
because history has shown that the Gresham law works to the end
that cheap money drives out sound money.

Senator SHORTRIDGE. What is the current money of India to-day?

Mr. Barucs. India is supposed to be on the gold basis.

Senator Kine. On a gold exchange basis to-day.

) l\l/fr. BarucH. Yes. And you doubtless know what the situation
18 there.

The CraiRmMan. India uses more silver for ordinary circulation
than any other country according to population.

Mr. Barucs. I think that India’s position is a little different in
this respect. It is hard to get them gold-minded after all the cen-
turies of having been silver-minded. It is a rather difficult problem.
I think it is not quite on all fours with other white races. For in-
stance, your question, and I do not know whether I made myself
clear on this question or not, assumes that you propose the Govern-
ment will advance 60 per cent of the money, yes. But what I meant
was mortgages. My idea is to prevent the Government going out and
selling anything, but just exchanging this new bond for the old mort-
gage. You have that quite clear, have you?

The CrarrMAN. Yes, :

Senator King. Mr. Baruch, in your testimony this morning you
incidentally mentioned silver. Have you any suggestions to make
as to the course which might safely and wisely be taken with respect
to the rehabilitation of silver other than an international agreement,
which might result in the stabilization of silver at a certain ratio with
reference to gold?

Mr. Barvcn. My theory is that it ought to be done, but I do not
considec myself an expert on the subject; I think it ought to be done
through some international agreement, especially if you were to take
some particular basis like has been discussed.

Senator Kine. What do you think would be the effect of a measure
something like this: Authorizing the Secretary of the Treasury to
purchase, say, 5 per cent of our gold reserves in silvec. That 1s to
say, in its present value, going into the market and buying silver up
to the amount of 5 per cent of our gold reserves held by the Federal
reserve banks, and then for a law to be enacted authorizing the
utilization of that 5 per cent as a part of our metallic reserves. So
that silver might be given a sort of primary monetary status to the
extent of 5 per cent of our reserves. And may I say before you
answer that question, if you will permit me, the view of some persons
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who have given attention to this subject is that it would, first,
relieve the tension of gold; and, secondly, that it would direct atten-
tion to the importance of silver as an accretion to our gold reserve’
to our metallic or primary basis; and, third, that it would invite
other nations to give it consideration, or that the psychological effect
would be important in that other nations would say: If the United
States as a gold-standard nation is willing to use silver as a part of
her metallic reserves may we not also do so, and thus relieve the
tension on gold in other countries, increase the demand for silver,
and thus increase the price of silver, until as it goes higher and
higher, it would lead to a period when the nations of the world
would with greater willingness establish a ratio and make silver a
primary money.

Mr. BarvcH. I should like to answer those questions seriatim if
I may.

Senator Kixc. All right.

Mr. Barucna. Your first question would be, what would be the
effect of a purchase of 5 per cent of our gold reserves in silver?

Senator Kin¢. Issuing silver certificates for the purchase, of course.

Mr. BaruvcH. But not at a ratio, but at whatever the price may be.

Senator Kine. Yes.

Mr. Baruch. Of course, that is sounder than some ratio. Then it
would always depend on how far you would go. It is just like the
other things we are discussing, the trouble is when you start out on the
road they never stop. And it would depend upon the condition of our
Federal Treasury more than anything else. When in sound condition
it could stand almost anything, or at least could stand a good deal.
It is just like the edging of the camel’s nose into the door; if a small
amount it would probably have no effect, but at the present I think it
would have a bad effect. My thoughts have always been running
along the line that we ought to do it through some international
agreement. I think we ought to go at it very gently and wisely, be-
cause with the great hoards of silver, and every Chinaman has a shoe
of silver, when we come to the place where there is no international
proportionate share we might became the international fat boy.

Senator Kixe. There is one other question I should like to ask you
in view of your testimony of this morning: Do you see any real ground
for analogy or comparison in the matter of issuing bonds, between the
condition during the World War and the present time? You will
recall that when we issued enormous quantities of bonds and unloaded
them upon the public. They were used as the basis of paper credit or
of bank credits, and billions of dollars of bank credit were thus made
available for everyone. That resulted in increased prices of all com-
modities, labor, and so forth. Suppose the same policy were pursued
now, what about 1t?

Mr. Barucu. Well, I think I referred to what I called the evils
of that inflationary method. But you had something then that we
do not have now. The condition of war meant that there was a de-
mand for everything. You had a buyer for everything. There was
no question then of how much there was but how little there was.
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Senator Kine. What I wanted you to explain, Mr. Baruch, is this:
That there could not be a perfeet comparison between the situation
then and now.

Mr. Barvcsn. No, sir.

Senator SHORTRIDGE, But the bonds that were issued during the
war period are good to-day.

Mr. BarvcH. Yes, sir.

Senator SmorTRIDGE. Uncle Sam isn’t talking about repudiating
those bonds.

Mr. BarucsH. Not that I have heard.

Senator SHORTRIDGE. Nor of canceling them.

Mr.BarvucH. No, sir.

Senator Xing. But the Government could issue too many bonds,

Mr. Baruca. But the Senator did not ask me that question. I
kept off that question. I wanted to stick to the question in making
my answer.,

Senator King. This morning you made that very clear. But there
might come a time when a superabundant issue of bonds might mean
a diflerent condition,

Mr. Barvcu. Yes; and I think Secretary of the Treasury Mills
made that clear.

Senator BargLEY. Mr. Baruch, I should like to get back to your
discussion of this morning of the so-called inflation, with special refer-
ence to the revaluation of gold. My association with money has not
been sufficient to make me very intimate with it except theoretically.
But somebody is responsible for the fact that I am getting about a
hundred letters a day, and I think in the last two weeks 1 have re-
ceived about 1,200 letters, almost all from one community, urging a
revaluation of the gold ounce, the gold dollar, and so forth. It has
rather whetted my appetite to learn more about this so-called remedy,
if it is that, and T am not using the term ‘‘so-called”’ as any reflection
on it. I want to find out if it is to be wisely considered for the pur-
pose of helping us. I understand that we have now in eirculation
about a billion dollars more than we had in 1929, in money. Theoreti-
cally it is in circulation, although as a matter of fact it is not. But
the total amount of money outstanding——

Mr. BarucH (interposing). Do you mean, Senator Barkley

The Cuairman (interposing). Senator Barkley, do you mean gold?

Senator BarkLry. No. I am talking about money now.

Mr. Barvcu. Do you men Federal reserve and bank notes?

Senator BArkLeY. I mean all kinds of circulation at this time
amounts to about $5,700,000,000, and in 1929 I think it was about
$4,700,000,000.

Mr. BarvcH. Yes, sir.

Senator BARKLEY. So that we have now a billion dollars more in
circulation than we had in 1929. Of course, that money is not
actually in circulation in the sense that it is working all the time, and
working as you call it. There is a lot of it in banks, and some of it
is hoarded in lock boxes and one place and another. I saw the other
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day where more than 50 per cent of all the bank deposits, outside of
savings banks, was now in the vaults of 100 banks of the United States.
If we were to take all the gold that we have, including all the gold
dollars, the gold eagles and $20 gold pieces and all the bullion that we
have, and coin it into money, it would amount to about $4,000,000,000
under the present valuation and the present size of the gold dollar.
If we were to revalue that gold, to evaluate it or revaluate it, so as to
coin about a fourth as much more

Mr. BarucH. About a third as much more.

Senator Barxrey. Well, if you reduce it 25 per cent.

Mr. BarucH. You would then have 1.33.

Senator BARKLEY. So that instead of having $4,000,000,000 gold
actually now in the present gold dollar, say, we would have $5,000,-
000,000.

Mr. BarvcH. It would then be $5,300,000,000.

Senator BargLeY. And if everybody who had any gold dollars
would have to turn them in to the mint and have them melted into
bullion and recoined into this new dollar, we would have a billion
dollars more of them after we got them out than we have now. But
we would not have any more gold. We would have the same amount
of gold that we have now. Under the Federal reserve act and under
the Glass-Steagall bill which we passed a year or so ago, I am informed
there is already the basis for an increase In our circulating medium of
about $4,000,000,000 which is not used now, or is not called for
because of lack of demand, the banks won’t loan money in the present
state of confidence. Now, if we were to take all this gold and reduce
the size of the dollar, and coin out of the present supply a billion
dollars more than we have now, would the tendency be, so long as
there is the same lack of confidence and the same lack of business
demand that there is at present, is it probable that that extra billion
dollars would find its way to the same place where the money now is,
in hiding, either in banks or in vaults or in socks or wherever it is,
or would there be an increase in the amount of money actually in
circulation?

Mr. Barveon. Your question is, whether if instead of a reserve of
$4,000,000,000 we would have a reserve of $5,300,000,000 against
currency, and therefore really a larger percentage of gold against the
circulating medium, that would have an effect upon prices?

Senator BarkLey. What effect would it have upon the work-
ability of the money, the actual circulation of the money in business,
which is necessary in order to expand business?

Mr. Barucr. It would depend first of all whether people would
have confidence then in the dollar and in the Government. If they
have confidence, they will proceed to invest it in some enterprise; but
if they haven’t got any more confidence then than they have now,
they wouldn’t invest it. A mere increase of the medium in my
opinion won’t do anything.

Senator Barkrry. That is the thing that has worried me about all
these remedies. If we have a billion dollars more in circulation now
than in 1929, when everything was booming, but the most of that
money has been withdrawn from actual use because of lack of con-

fidence, won’t the same thing happen to any additional amount that
we might either coin or print?
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Mr. BarucH. Well, certain things will take place. For instance,
as Senator Connally brought out this morning, a man who is in debt,
like the farmer, and has something to sell, he will benefit. But you
must remember ——

Senator BaArkLeY (interposing). He will benefit in the sale of his
wheat, for instance.

Mr. BaArucH. Yes. And he can pay off his mortgage, perhaps, and
he will then be free of his mortgage.

Senator BArRkLEY. Well, let us assume that a farmer has 1,000
bushels of wheat now, and that it is worth a dollar a bushel, which
it is not, but let us, for the sake of the argument consider that price.
He will sell that 1,000 bushels of wheat and get $1,000 in the shape
of the present dollar. But suppose we reduce the amount of gold
in a dollar, so that instead of getting $1,000, he will get $1,250.
When he turns around to use that $1,250, instead of $1,000, to
buy machinery or fertilizer or anything else for which he must pay
money, has he obtained really any benefit from the transaction?
Doesn’t he have to pay more dollars for what he buys than under
the present situation? So in the long run has he really been
benefited?

Mr. BarvucH. I think in the long run he will be benefited if he
gets more dollars for his stuff, unless his mortgage is made payable
in gold of the present weight and fineness and that can be enforced.
But answering the other part of your question, the trouble is that
it will not take effect and cause the rise in prices hoped for, unless
thglre is a loss of confidence in the dollar, and then you get all the
evils

Senator BARKLEY (interposing). I know, but suppose there is no
loss of confidence in the dollar. This remedy has got to work both
ways if it works at all. .

Mr. Baruca. If people will believe that they won’t repeat this
performance, and if you still have your gold reserve, which we take
for granted, I can not see any great evil effect from it. But I think
you will be ruined before you get into it. .

Senator BarkreY. Probably you did not get my point. Leave
out the question of debt for the moment. I realize if a farmer
has 1,000 bushels of wheat, and instead of getting $1,000 for it
he can get $1,250, and he can pay off $1,250 of debts with that
$1,250, whereas he could only have paid $1,000 of his $1,250 debt
before, he would be benefited. But laying aside any question of
debt, and assuming that he is going to take these new dollars and
exchange them for something that he has to buy, what about that?

Mr. BarucH. If his wheat goes up then other things will go up.

Senator BARkLEY. Exactly. He does not get any more if he takes
his $1,250 and buys something that the original $1,000 would buy.

Mr. BarucH. No. The only question is, if they can go up to-
gether, then all right. But if they do not, and for instance take the
matter of wages, then he is in a bad way. .

Senator BArkLEY, But you can not figure that a change in the
value of the dollar would produce an increase in the price of two or
three things without going all the way along the line.

Mr. BarucH. No, sir.,
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Senator BArkLEY. So that the question is whether after the trans-
.action has occurred, on the theory as they say on the stock market,
for the long pull, the people at large have been benefited.

Mr. BarvcH. I do not think so.

The CrarrMan. And if it would work with 10 per cent it ought to
work with 50 per cent. )

Senator BarxLey. Mr. Baruch, in your su%gestion of a farm bill
& while ago I think you said, and we were talking about a so-called
moratorium or stopping of foreclosures as I believe it was under your
suggestion, would there be any encouragement in your plan if it were
carried out, to those who now hold mortgages and are not foreclosing
because there is nobody to buy, and because they do not want them-
selves to buy and take over land, would your scheme produce such a
situation as would make a lot of mortgagees feel that it might run
the value of land up and therefore they would go ahead and foreclose
and buy the land in during this 2-year period or any other period, in
the hope that they might sell at a profit later on?

Mr. BarucH. 1 think it would have a tendency to stabilize farm
values because there would be some value placed upon it. But it
would not be all of one value, but & value depending upon the assessed
valuation at the time, and other things that would come into the
revaluation of that mortgage.

Senator BArRkLEY. Of course, an eagerness of somebody to buy
that farm, even the mortgagee, might tend to elevate prices generally
above the present value or present level, I might say, for farm land.

Mr. Barvucu. Well, it might have that tendency. I know it
would have a tendency to stabilize it. But I think the net result of
it would be that it would help many farmers to retain their farms
under less onerous conditions than they have now. That was the
idea I had back of it. Of course, there are & lot of men who if they
have & good mortgage would not take the new obligation but would
take the land.

Senator BArkLey. Mr. Baruch, with reference to your emphasis
on the question of balancing the budget, which has been, as T happen
to know, one of your themes for some time,

Mr. BarucH. And always will be, Senstor Barkley, until it is done.

Senator BARKLEY. Yes.

Mr. BarucH. And I think you have taken too much time to do it.

Senator BARRLEY. Let us take the situation as it is. We have
about $1,250,000,000 of annual charge on account of the public
debt, interest, and annual payments to the sinking fund. The only
way we can reduce that is to reduce the interest on these outstanding
Liberty bonds, which might be done to the extent of a couple of
hundred million dollars if the bond market were favorable, but under
present, conditions we may not be able to do that. So we will put
that $1,250,000,000 on the shelf for the moment. Then we have
about $900,000,000 as & charge at the present for veterans, hospitali-
zation, benefits, and all that. That, we will say, is $2,150,000,000.
Then we have the Army and the Navy costing another $700,000,000.
There: you have about $2,800,000,000, leaving, out of a possible
$4,000,000,000 annual expenditures, about $1,200,000,000 for the
ordinary running expenses of the Government out of which we can
effect any economies. Are you prepared to make specific recommen-
dations as to how to get the annual expenditures of the Federal
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Government down below the $3,000,000,000 that you suggested this
morning?

Mr. Barvuch. Yes, sir. I will say that I have had some figures
made down here at Washington and I have not had time to go over
them in detail. Ihad them prepared by I think a very able man, with
the idea of showing what we would do if we had to do it. And you
gentlemen understand it is not a question of what we want to do.
Nobody wants to cut down any Government expenditure, and I
myself do not want to do it, but they have got to be cut down unless
we are to have other conditions. If the budget remains unbalanced
we can not pay, and that is all there is to it. If you put down
2,800,000,000 dollars as sacrosanct, and say that you can not touch
that—and I do not care to assume that

Senator BARKLEY (interposing). Well, that is for llustrative pur-
poses.

Mr. BarucH. When you do that, and then say that we can not
touch the Army or the Navy, or the veterans, and all these other
things, and then if you go on with the fact that on account of this
unbalanced budget we have already accumulated 4 per cent and 1 per
cent amortization, or if you say 3 per cent and 1 per cent ainortization,
over $100,000,000 a year that we have to look after, and if you keep
on with that, why, it can not be done. And if you go on with another
$1,000,000,000 or $2,000,0600,000, then you will get another million
dollars at 4 per cent. Well, I feel that in this veterans’ drive that we
have, to cut out what are generally called the abuses of the Veterans’
Bureau, I think we are laying too much emphasis on that alone,
There are other things that could be done. There are a lot of other
things hiding behind that citadel of letting the veterans make the
fight. Take the Army and the Navy, and the comparisons of the
sums of money, that if given a dollar to-day it would certainly be
more than the dollar last year. But I know the difficulties of the
situation, and when you lay aside certain amounts as sacrosanct then
you are up against it and the only time when you will change it is
when you go into bankruptey, if you say: “We can not get our
Government expenditures down below a certain amount.” Last year
I thought we ought not to have had more than $3,500,000,000 and I
do not think this Government can vote more than $3,000,000,000
now. We just haven’t got the money.

Senator Barkrry. I appreciate fu{Iy that situation, Mr. Baruch.
The other day I offered a few figures over there on the floor, figures
that startled me when one compares them. We have in this country
iIn the last three years reduced our total net income from about
$85,000,000,000 to $40,000,000,000.

Senator Kina. It is less than that, really.

Senator Barkrey. Well, I will use $40,000,000,000 as it is an easy
figure to remember. The total cost of government in this country is
$15,000,000,000. That includes all kinds of government—State,
county, city, and national. The total interest charge on what we
owe in this country is $8,000,000,000, and out of $40,000,000,000 we
are spending $23,000,000,000 for government raised by way of taxes,
leaving about $17,000,000,000 to operate business and agriculture and
the corporate and individual activities of all the people.. Itis perfectly
apparent that we can not stand that sort of basis. We can not spend
more than 50 per cent of our annual income in unproductive enter-
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prises, which we might say is represented roughly by government and
interest on what we owe. Now, assume that we balance the Budget
of the National Government by lopping off a billion dollars of the
$23,000,000,000 that we are paying out now for government and
interest, how far is that really going toward solving the economic
problem which confronts the whole country?

Mr. BarucH. In my opinion it goes right to the root of it. I hear
this question asked so many times, not by one person, nor 20 persons,
but by all of the innumerable persons in all walks of life in which I
move: I have some money. What shall I do with it?

Senator BArkLEY. And what do you tell them?

Mr. Baruch. I say, I don’t know. That is the answer. Some
fellow may say: If you don’t know what can I know? I reply: I am
serious, I don’t know what to do with it. Then I say: If I could get
everybody who has money—and somebody owns all this money in the
banks, and I do not know what the deposits are—but I say: Our
objective ought to be to get that money to work, and by doing that
we will get people back to work, and then you will have a money
turnover, and then with the turnover, and even with the enormous
debt and taxes, if we can get activity in business, say, of 20 per cent,
we will be over the top ofg the hill. Therefore, I say confidence goes
to the root of the thing. If you can get the man who has money to
say: I am going to put it into this venture or that venture, I am going
to lend it, I am going to do something because I know my money is
all right, you will have started the wheels going. Things are going
down like this [indicating] now, and you want to stop that, and to
start them going up.

Senator BARKLEY. I agree with you, Mr. Baruch, entirely on the
matter of balancing the Budget, but I think it ought to be done by
reducing expenses instead of increasing taxes. But I am not quite
able to go along with you in saying that is the magic wand that will
start things back, that as soon as we quit spending more in the
Government that will of itself turn the wheels.

Mr. BarucH. The first thing that will happen if you have your
Budget in balance, of the huge amounts of bonds carried in the banks
to give them a hiding place, they can be sold to the people, to investors,
and that would start the wheels going, and get people to putting money
mto Investments instead of hiding places. Then, after they are
satisfied with that, they will turn round to something else.

Senator Kine. Mr. Baruch, isn’t this really one of the primary
considerations that would result from a balancing of the Budget, or
rather failing to do it, if we do not balance the Budget there will be
this continued and increased apprehension that the credit of the
Government itself, including State and municipal governments, will
soon be impaired and Government securities can not be sold? If we
%oxatmlie Gto increase deﬁ(iifts andba lolading up with bonds, then the

ederal Government itself may be plunged into the abys i
business with it. y be pung Y8, CArtying

-Mr. BarucH. I think that is what goes to the root of the matter,
and whether justified or not it is still there.

Senator BArkLEY. I do not know whether you would want to
answer this question or not: Our total indebtedness in this country
1s $154,000,000,000, including all kinds of governmental debts, all
kinds of corporate debts, all agricultural debts, all personal debts;
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1t amounts to $154,000,000,000, which is more than half of our total
wealth. In fact, we do not know what our total wealth is just now.
When we were on the upgrade, two or three years ago, we were esti-
mated to be worth about $350,000,000,000, not net but gross. Would
you want to give an opinion as to whether this country can ever lift
itself out of that enormous burden of debt without a considerable
s_caﬁing down? And if you do not want to answer that question, all
right.

Mr. BarucH. My personal opinion is that it can not.

Senator Kine. Might I suggest right there, would the ——

Mr. BArucH (continuing). And already that indebtedness is
really wiped out in the markets. Take railroad bonds, where you have
a market, and you gentlemen understand that

Senator Kina (interposing). Yes; they are scaled down all right,
because the man who bought a bond or a stock at $100 four years
ago may have had to sell it for $25.

Mr. BarucH. Yes, Senator King, and you can get a good many
witnesses to that.

Senator King. He scales it down but holds it against the corpora-~
tion that issued the bonds. That is not a scaling down brought about
by legislation.

Mr. Baruce. No, sir.

Senator King, It is, of course, a voluntary scaling down, like all
scaling down must be voluntary, unless it goes through the bank-
ruptcy courts.

Senator Gorg. It is not a scaling down so far as the corporation is
concerned.

Senator BArrLEY. No. Now, to get to the farm situation

Senator Kina (interposing). Isn’t it a fact, however, that notwith-
standing this large indebtedness to which Senator Barkley referred—
and, by the way, Prof. Irving Fisher says it is $230,000,000,000 in-
stead of $154,000,000,000.

; Mﬁ Barucr. Oh, well, what are a few billion dollars as between
riends.

Senator King. Isn’t it a fact that much of that would wash itself
out if it were in active business? The aggregate may be a maximum
of $230,000,000,000, but if you start $1 out at work, and A gets it,
and A pays it to B, and B pays it to C, the debt being domestic in-
stead of foreign, much of this debt would be wiped out. It would be
a bookkeeping transaction in the course of a year or two if we had
active business.

Mr. BarucH. Yes; because earning capacity behind an indebted-
ness increases the value of the indebtedness.

Senator BarkLEY. If we could get our annual income back to
$85,000,000,000 it would be different. Now, Mr. Baruch, let us take
the case of the farmer: Do you think the bankruptey law offers any
remedy for the farmer?

Mr. BarucH. So far as the farmer is concerned 1 was trying to
apply this if certain processes have set in. If the farmer can not sell
then he can not pay off his mortgage, and the fellow who has the
mortgage can not sell it. Now, if he could establish some relationship
whereby there could be an exchange of some new bond for that present
indebtedness, on a basis that gives the use of Government credit, if
we could establish that as a means of reducing his fixed obligation,
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and therefore his interest charges, he would be helped, and the man
who holds the mortgage could be helped, because he can not sell it
now.

Senator Bargrey. I think you have in mind some agency probably
of a kind of Government set up to bring about accommodation
between debtor and creditor. The word “bankrupt” is odious to the
average farmer. Many of them would rather, lose their farms than
to go into a bankrupt court. What I had in mind was: Do _you
think farmers as o class, and I am not attempting to put them above
anybody else, but they are not skilled in the intricactes of the bank-
ruptcy {aw, and it is a last resort, and in the most extreme case at
that when the farmer will go into a bankruptcy court to get relief
from his debts

Mr. BarucH (interposing). There is no question about that. In
the reconstruction days I lived in South Carolina, when nobody had
anything, but the last thing anyone wanted to do was to leave his
debts unpaid.

Senator BarkLey. I have thought that any bankruptcy law we
might pass offers to agriculture no remedy or relief. What do you
think about that, Mr. Baruch?

Mr. Barucs. I think you have two things mixed up a little bit.
What I had in mind about this LaGuardia bill was to make it possible
to shorten bankruptcies and not permit a small amount of private
claims, either against an individual or a corporation, to hold up a
settlement when a large majority of the claims against an individual,
we will say, agree. That very frequently happens in court. Some-
times you have to pay one man 100 cents on the dollar when the other
75 per cent are willing to (/give up. That is happening all through the
country. In New York City we have mortgages, and they are making
adjustments at, say, 75 per cent, and are reducing the interest to 4
per cent.

Senator La ForLerTe. Mr. Chairman, might I now ask a few
questions that occur to me?

The CuAIRMAN. Yes.

Senator La ForLerTE. I will try to be as brief as possible. Mr.
Baruch, on page 2 of your statement you said:

It seems to be agreed that costs of Government have risen to about 33% per
cent of national income.

Have you in mind what percentage of cost of Government is Fed-
eral as distinguished from State and local?

Mr. Baruch. Senator Barkley just stated that, but his figures are
larger than mine.

The Cratryvan. Do you mean of the United States Government, or
the States and cities and counties?

Senator Lia FoLLerTE. I asked Mr. Baruch what percentage of the
total cost of Government was chargeable to the Federal Government.

%‘lhe gHAIRMANN And %ha.t (ilncludezs1 State, county, and city.

Mr. BARUCH. No; as I understan ou are onl i
United States Government. & y asking as to the

Senator Lia FoLLeTTE. Yes.

Senator BARKLEY. About 33% per cent.

Mr. BarvcH. Noj; not for the United States Government.
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Senator BARKLEY. The annusal expenditures of the United States
Government are nearly one-third of the total of the Government
charges of the country.

Senator Lia FoLLeTTE. That is higher than the figure I have seen
usually quoted. It is placed somewhere between one-fourth and one-
fifth of the total cost of Government. The point I wanted to bring
out was this: You could not, Mr. Baruch, accomplish the results
which you seek to obtain and hope for as flowing from a balancing of
the budget of the Federal Government, by merely doing that snd
stopping there. Balancing budgets is to be the next objective toward
remedying economic conditions, as I took it from your statement you
believe necessary, but the problem does not stop with the balancing of
the Federal Budget. There is also the problem of the larger govern-
mental expeaditures of States and counties and cities and munici-
palities, which in the aggregate is much larger than the Federal
Government’s expenditures.

Mr. Barucu. That is right, siv.

Senator La ForLerTe. Then also I wish to bring out, or to get
your idea, as to whether or not there is not a great deal of money of
the Federal Government spent for services which we would otherwise
have to maintain regardless of whether carried on by the Federal
Government or not. I have in mind such items as national defense,
and the other items which must, I think, or almost anyone would
admit, are necessary in any event, and that statement brings me to
another question: In another part of your statement as I understood
it, Mr. Baruch, you said that $800,000,000 should be cut out of the
Federal Budget. Is that right?

Mr. Barucs. If you want to bring it down,

Senator La FoLLeTrTE. Could you tell us where to make the cuts?

Mr. BarvucuH. Well, of course that is & moot question. I can show
you flifgures that have been made up and which I have not studied
myself.

Senator Lia FoLLeTTE. I wanted to get your suggestions, if you
had any, as to how that could be accomplished, because that seems
to be where even the most ardent Budget balancers fall into dis-
agreement among themselves when they start in to carry out their
proposition that we should cut and slash.

Mr. Barvcu. Well, I base that upon this, first: That I believe if
we did that there would be enough revival in business to bring up
the receipts of the Government so that the Budget would be prac-
tically in balance. If you did it only to 3% billions of dollars it would
not do that. But if you bring it down by a cut of $800,000,000 it
would bring it to $2,800,000,000. Then I believe there would be
such a restoration of confidence that it would bring up the receipts.

Senator Lo FoLLeTTE. That is & mathematical calculation.

Mr. BarucH. Yes, sir.

Senator La ForLerTE. But the problem that confronts both the
executive and the legislative branches of the Government is: Where
are you going to start with those cuts? And when you start with it
then those who have been most ardent about the matter are opposed
to your cutting the thing which they .think, or a particular group
happens to regard, as a particular service of the Government.

Mr. Baruce. Now, let us take the Army and the Navy. I have
from the figures I have had presented to me at different times, and I
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believe we could gct just as effective ones, that this money if spent
in a different way: . ) . .

Senator SHORTRIDGE (interposing). That is the point. Will it be
as efficient?

Mr. BarucH. Yes; I think it would be. After all, Senator, we
have to cut our cloth accordingly. If you have not the money you
can not do certain things, and then it will be a question of the best
judgment of where that cut ought to be. )

Senator La Forrerre. That is where the difficulty comes in. The
minute you start in to find out where to cut $800,000,000 you find a
great divergence of opinion, not only in the Senate, but among the
very groups out in the business world, coming from those who have
been very active in their condemnation, or very vociferous in their
condemnation of Congress because it does not proceed to make cuts.
I am not going to point out any specific example because I think
it is a very human reaction, but I get letters in one mail from business
men in my own State urging me to join in the economic drive. Then
when the Appropriations Committee cuts off some activity of a bureau,
or some activity that they are interested in, they immediately write
me and tell me to get up and fight that particular proposal. All I
am trying to point out is that it is easy enough to make an arithmetical
calculation as to how much should be cut out of the budget in order
to bring it more nearly into balance, but when you get down to the
practical proposition as to where the cuts are going to fall, it is a much
more difficult problem.

Mr. BarucH. In other words, & man is willing to cooperate as long
as you do all the cooperating.

Senator Lo FoLLETTE. Yes, sir.

The CrAIRMAN. We can save $400,000,000 here in one place. But
we won't do it. We have not the votes.

Senator SHorTRIDGE. And what is that place?

Senator Kina. The Veterans’ Bureau.

The CHAIRMAN. In the Veterans’ Bureau.

Senator SHORTRIDGE. Just for the record I wanted that stated.

The CralrMAN. The Veterans’ Bureau, where we are paying men
who were thousands of miles from the scene of war, and who never
saw a gun fired, and who are just as healthy as you are, and more so.

Senator SuorTrIDGE. I doubt it.

The CHAIRMAN. And they are drawing $400,000,000 from the
Government.

Senator La FoLLETTE. I do not wish to get into anything that is
going to be a miniature Senate debate here. I wanted to bring that

question out. Now, Mr. Baruch, another point: On page 4 of your
statement you say: '

I am not speaking of overproduction which is a mere correlative of under-
consumption. I mean excess productive capacity.

. As a matter of fact do you really believe that with very few excep-
tions taking the world as a whole there is no real overproduction?
Isn’t it a matter of inability to consume? You go forward to mention
certain raw materials of which there is an excess of production, but
if we were to envision a high enough standard of living for the peoples

of the world there would not be as a matter of overproduction with
very few exceptions.

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



INVESTIGATION OF ECONOMIC PROBLEMS 49

Mr. Baruch. If we could possibly see in front of us enough demand
to consume all these things, why, you would have a different story.
But we have not yet been able to envision that.

Senator LA ForLerre. My only point is that for the long pull
perhaps you can over emphasize an attempt to regulate, curtail and
restrict production to meet the failing ability to consume, whereas
if we were ever to establish economic stability 1t has always seemed to
me we should not overlook the fact of lifting the capacity to consume
to more nearly equal the capacity to produce.

Mr. Barvch. I tried to suggest that thought, that we had gone from
the delusion of grandeur to the delusion of poverty. I think there is
a good deal in the mental condition of the poeple. If it were possible
to lift this up in the way I suggested, that that was the only practical
one. There would be a reconsumption of goods that might change the
whole picture.

Senator LA FoLLerre. Mr. Baruch, you spoke in one place of
phantom values which we have been struggling to maintain. TFrom
that do you mean present commodity prices and values of real estate,
and other essential values, are now at normal?

Mr. BarucH. No; my opinion is that it is subnormal. You must
see it is subnormal from what I have been suggesting. Present
values are due not alone to fear of what has been but of what is and
what might happen over this country, and we are coming to feel our-
selves hopeless with the reflection of the prices of commodities as you
have referred to them.

Senator La ForrerTe. On page 8 you said:

First and foremost, make adequate provision against human suffering,

Of course I agree with you absolutely about that. But it leads me
to ask this question: Do you believe that the mouney necessary to
prevent human suffering i this country may be borrowed, either
directly or indirectly, as a means of providing it rather than attempting
to carry it as a current item of expenditure In the budget?

Mr. Barvuch. I tried to show you what I thought should be done,
whatever money you need to use there are additional taxes, and you
have g large field, if you have an excise tax, and you can widen that
field, and put on ad(ﬁtional taxation. That will be for interest and
amortization of that loan in a certain length of time, and you can use
that money.

Senator Lia FoLLerre, But you see no objection to carrying items
of that kind outside the current budget, provided you set up the means
for their amortization and retirement?

Mr. BarvcH. Idonot. I tried to make that plain, Senator.

Senator SHorTRIDGE. Mr. Baruch, for the record

Senator La FoLLeTTE (interposing). One minute, pleace.

Senator SHORTRIDGE. I beg pardon; I thought you were through.

Senator BARkLEY. Mr. Baruch, do you make the same answer to
the inquiry as to whether all this vast construction program of the
Government should be carried as current expense, or would you
charge that to capital investment and provide for its gradual amortiza-
tion after a period of years instead? . )

Mr. Barucn. Yes; plus this fact, that where you put in a capital
investment on what I term a self-liquidating enterprise. And by that
I mean something that we have, like a bridge in New York City, on
which they will charge tolls, and those tolls ought to be impounded
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and come back to the Government and start to pay interest and
amortization, and you would amortize the bonds and draw them down,
and as things started to improve your indebtedness would gradually
come down. . ]

Senator La FoLLerte. Even a budget of a corporation, which, of
course, I do not agree is entirely analogous to a governmental budget
which has the taxing power behind it; even the budget of a corporation
would not charge off capital expenditures for increased plant capacity
as & current operating item. )

Mr. BarucH. Yes, sir; they ought to pay it every year.

Senator La FoLLeTTE. Well, you mean to charge off the debt
service on it? o

Mr. Barvcr. Do you mean interest on debt and amortization?

Senator La Forurrre. But you would not find, for instance, in a
statement of the United States Steel Corporation, when they were
going to spend $5,000,000, let us say, this year for new plant, they
would not set that up and try to charge it off out of revenues for the
current year.

Mr. Barven. Yes; for depreciation.

Senator La ForrertE. I understand that.

Mzr. Barucu. They must charge that off.

Senator Lia FoLLeTrTE., But we are carrying in this Federal Budget
an item for capital expenditures as though it had to be provided for
out of this year’s revenue.

Mr. BarucH. As I said, if you have to spend a billion dollars for
some purpose, or for relief; if you would issue a billion of dollars worth
of bonds, and pay interest and amortization through taxation, that
ought to be carried as capital.

Senator La FoLLETTE. And that applies, as Senator Barkley sug-
gested, as a capital expenditure, for public works.

Mr. BarvcH. If you provide for interest and amortization, I think
it is sound.

Senator BARkLEY. Take all this public buildings program started
here two or three years ago, for which we provided $500,000,000.
Of course those buildings take the place of private buildings upon
which the Government pays enormous rents, and it was of course
inaugurated as employment relief also. Presumably those buildings
are to benefit the people for 50 years. The question in my mind is
whether they ought to be charged off against revenues of one year, as
if they were going to be torn down at the end of the year, or if they
ought to be a capital investment paid for by taxes, of course, but
spread out a period of 15 or 20 years, so that you do not have to con-
sider them in your annual budget, except interest and amortization.

Mr. Baruch. Interest and amortization to the extent of replacing
the old ones, yes.

Senator Lia FoLLerre. Mr. Baruch, you spoke of the danger of our
losing gold. Do you happen to have in mind the amount of claims
which foreigners have on gold in the United States?

Mr. Baruca. No, and I do not think anybody has that.

Senator Lia FoLLerTe. You do not think those figures are available?

Mr. Barucr. They may be available through the Federal reserve
system, or they might make a good guess at it. But I do not know.

Senator La FoLLETTE. Have you any idea what the holding of
American securities abroad is?
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Mr. Baruca. No; but the best guess that has been made is that,
including the debts owed by the allied governments, it is over 20
billion dollars. Those are the figures that are generally used, and
I have never heard them disputed.

The CrarrmaN. Senator La Follette, Mr. Teague is here, and we
would like to get through with him this afternoon.

Senator La FoLLerTeE. One more question. Mr. Baruch, you re-
ferred also to the fact that people sold goods to obtain money. As
a matter of fact, they are selling goods in order to exchange goods,
are they not?

Mr. Barucr. Do you mean to new barterers?

Senator Lia FoLLETTE. Yes.

Mr. BarucH. Yes.

Senator Lo FoLLETTE. Another thing, the most of the business
done to-day is being done at a loss, isn’t it?

Mr. Barvuca. T think so.

Senator LA FoLLuerTE. What causes that?

Mr. BaArucua. Well, a man has an establishment, and he wants to
keep it up, doesn’t want to discharge his employees, and it is always
a case of the hope of to-morrow.

Senator La ForLerre. Has banking policy anything to do with it?

Mr. BarucH. I do not think so.

Senator La ForLLerTe. You do not think that there has been any
pressure upon business from the banking community in order to
become liquid, which has forced the liquidation of goods and their
sale at g loss?

Mr. Barven. I would answer the question this way. Naturally,
if a concern owes money to the bank they are going to sell what they
cﬁn if the bank puts pressure upon them. There 1s no doubt about
that.

Senator La FoLLerTe. What I was trying to find out was whether
or not the banking policy had contributed anything to this forced
liquidation of goods and this decline in the price level.

r. BarvucH. Idonot thinkso. I think it did in the beginning, but
I do not think so now. Ixcept the natural pressure of a bank that is
owed money, they want to get the money.

Senator La ForLertE. That is just the point.

Mr. Barucu, That is always happening, Senator. When a concern
owes money to & bank and the bank wants the money, the concern
naturally will try to get the money to pay what it owes. Nobod
wants to go through bankruptcy, and the fellow will sell his shirt if
necessary to get the money.

Senator LA FoLLeTrTE. There has been a lot of that?

fMIg BarucH. Yes; a fellow is scared to death and wants to get out
of debt.

The CramrMAN. We notice in the sales that are made, the ones that
are cutting the prices more than any one else and leading in the price
reduction are the large stores that are not in trouble at all, but they
have got to keep up the volume of business in order to pay their ex-
penses, and that is the way they are doing it.

Mr. BarucH. That is quite true. I think it is a mixture of every-
thing. But I do not think there is an malicious endeavor, Senator,
on the part of
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Senator La Forierte. I am not_questioning anybody’s motives.
I do not think there is any profit in doing that. I am only interested
in getting your view as a very experienced man of business affairs as
to what some of the contributing factors to the situation are. You
mentioned one of the benefits to be derived from a balanced budget
the influx of gold into the United States. Is it not true that there
has been a considerable influx of gold during the last eight months?

Mr. BarucH. Yes, sir; but whenever you talk about balancing the
budget it flows in here. If we did this t{is would be the safest place
in tﬁe world for everybody and they would put their money here.

Senator La FoLLETTE. But have not the gold transfers resulted in
an increase over the last eight months, and I merely wish to point out
that it has not yet produced any of the beneficial results that you
anticipated? .

Mr. BarucH. And the only reason it has not is because it has not
come in sufficiently, because there is not sufficient confidence.

Senator BARKLEY. It does not stay when it does come?

Mr. BarucH. It will stay when we balance our budget. Thatismy
opinion. I get back to that all the time.

Senator BarkrLey. Up to what percentage?

Mr. BarucH. The people do not know which way to turn with
their money. They do not know how to put it to work.

Senator gHORTRIDGE. Mr. Baruch, you have mentioned the word
gold and the word silver, and necessarily repeated even the word
money. What is money? Will you for the record give us your
definition? What is money?

Mr. BarucH. Well, money is the medium which people are willing
to accept for the exchange of goods and services,

Senator SaorTRIDGE. Gold bullion is not money, is it?

Mr. BarucH. No. But gold is the basis of the

Senator SuorTRIDGE. No, but

Mr. Baruca. You asked the question and I would like to answer.

Senator SuorTRIDGE. You answered the question. Gold out in
the undeveloped mines of California is not money?

Mr. BarucH. No, sir; not until you get it out.

Senator SHorTRIDGE. No.

Mr. BarucH. Neither is anything else of value.

Senator SmorTrIDGE. All right. Silver bullion is not money any-
where, is it?

Mr. Baruch. No, sir.

. Senator SHOrRTRIDGE. When it is in the mines there undeveloped
in Utah. And I dare say they have vast quantities of that metal.
Now what is the transformation which turns gold bullion or gold in
the mines of Alaska, in the ledge, or in California, or the silver in
Utah—?what is the process that turns the bullion into what we call
money?

Mr. BarucH. Take the gold and carry it to the mi g
Jou $20 07 g Iy 1t to the mint and they give
no?gnator SuorTRIDGE. Oh, no, it is Government that makes it, is it
Mr. BARUCH. I'say when you take it there and they stamp it $20.67
Senator SHORTRIDGE. Yes. Governments, ¥ p16820.67.
Senator WaLss of Massachusetts. Government action does it.
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Senator SHORTRIDGE. I have an idea struggling to emerge. Gov-
ernments must then pass laws whereby certain metals are called or
turned into and regarded as money for the exchange of products?

Mr. BarucH. Yes, sir.

Senator SHORTRIDGE. Is that right?

Mr. BarvcH. Yes, sir,

Senator SHORTRIDGE. From the remotest periods the metal, gold,
has been by government made into money, has it not? And from
even remoter periods, far back yonder, in Egypt and India and Meso-
potamia, governments have turned the metal, silver, into money, have
they not? v

Mr. Baruca. Yes, sir.

Senator SHorTRIDGE. And through the ages, the centuries, the old
gray centuries, governments have turned those two metals into
money, is that right?

Mr. BarucH, Yes, sir.

Senator SHorTRIDGE. They could do it tomorrow, could they not,
on a ratio?

Mr. Barucn. Well, it all depends on what the ratio is.

Senator SHORTRIDGE, Why certainly. Certainly.

Mr. BarvucH. As long as you do not make—you are familiar, of
course, with Gresham’s law?

Senator SHorTRIDGE. I have read the book.

Mr. BarvcH. And as long as there is the cheaper money of course
that will always drive out the other money.

Senator SHORTRIDGE. Well, but that depends on the ratio.

Mr. Baruch. Yes. If silver were 25 cents as now and you made
it on the basis of 20 cents people would buy silver instead of gold.

Senator SHORTRIDGE. Precisely. But if governments would agree
that we need money—now we have not really had a definition of
money yet.

Senator King. Purchasing power.

Senator SHorTRIDGE. No. Well, pardon me, Senator.

Senator King. That is all there is to it. Purchasing power.

Senator SHORTRIDGE. It is a measure of human labor, is it not? Is
not that the idea of the value of money?

. é\([r. BarucH. Well, something that you will exchange for your
abor.

Senator SHORTRIDGE. Yes.

Mr. BarvcH. Instead of using barter, people take something in
exchange for it.

Senator SHORTRIDGE. Yes, truly. Shells in some countries were
used as money, were they not?

Mr. BarucH. Wampum was used in this country.

Senator SHORTRIDGE. Yes, certainly. And it represented human
labor, and that was used in lieu of an absolute barter of labor for
labor or coon skin for coon skin.

For future discussion I want to get your view on this further point.
When gold was discovered in the far West it had a very materially
beneficial effect on the business of the country, did it not? When
gold was discovered up in Alaska similarly there were beneficial
results? Isthat right? Now if capital could return into the develop-
ing of the mines of our own country, the gold mines, that would be
beneficial, would it not? By increasing the volume of what we call
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money? And would it not be so—and by putting the question Ido
not indicate my views; I want to develop the thought—if a metal as
bullion is pot money, if the metal which we call gold or the metal we
call silver is not money in its original state, and if governments can
turn it into money, why would it not be & wise thing to make use of
they metal, silver, since the quantity of gold is more or less limited?

Mr. Baruca. Well, of course if they could turn it into money and
the people will take it as money you are right.

Senator SHorTR1DGE. Well, they took it for about 1,900 years.

Mr. Baruch. Yes, sir. And they might take it again. But look
at the countries on the silver basis as compared with America on the
gold basis. Although that is not naturally a sequatur, I will admit
that. My remarks are not naturally a sequatur, I will admit that.

Senator SmHorTRIDGE. Of course we call a piece of paper money.
Is it money?

Mr. Barvcn. Well, if you can use it for money.

Senator SHORTRIDGE. Well, is it money?

Mr. BarucH. Yes, sir.

Senator SHorTRIDGE. Then gold is money?

Mr. Barvce. That is money as long as people will take it as such.

Senator SEORTRIDGE. 1 might pursue the matter, but I thank you
for your views.

Senator WarLsm of Massachusetts. May I ask you, Mr. Baruch, a
question? Calling your attention to what you said about the destruc-
tive effects of devaluation I want to read a sentence.

Mr, Baruca. What page is this?

Senator WaLse of Massachasetts. Page 20.

Labor, which has already suffered a 40 per cent to 50 per cent reduction in
income, would certainly find itself the victim of a new and greater cut—not by
its employers, but by the very government upon which it relies for protection.
And not labor alone.

Would you care to amplify that?

Mr. BarucH. Yes. What I mean by that is this, that what has
always occurred would occur. The extremes of this thing result in
this, that wages never move as fast as other things, sir. If the price
of things went up they would not raise the price of labor in proportion
to the other things. If everything rose together that would be all
right, but that is not the history.

_ Senator WarsH of Massachusetts. You base that on the experience
in the past in inflation movements?

Mr. BarucH. Yes, sir.

Senator WaLse of Massachusetts. VWhat has been the experience in
England?

Mr. Barucs. In England the things are just about where they
were when they put inflation into effect. That I could not answer.
What I had in mind more, of course, was the experience of a country
like Germany. -

Senator WarsH of Massachusetts. Where labor specially suffered?

Mr. BarucH. Yes. Finally everybody suffered.

Senator WaLsa of Massachusetts. Yes.

. Senator La Forirrte. On that very point, Mr. Baruch, you men-
tloned in your statement, and you just now mentioned again, the
fact that British prices did not rise after the country went off the
gold standard. But as a matter of fact prices fell elsewhere, and
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British prices on a weighted index rose about 2 per cent. So that
measured in what happened elsewhere their prices really have risen,
is that not true? For instance, prices here since England went off
the gold standard have fallen, according to the Federal Reserve
Bulletin, about 10 per cent. They have risen in England about 2
per cent. They have fallen in Germany about 14 per cent, and in
France about 13 per cent. So that as compared with what happened
elsewhere their prices have really risen substantially have they not?

Mr. Baruca. Well, that is like a good many post hoc arguments.
In the meantime, England has put on the tariff and the Empire
trading, and every one of these countries have shoved up their tariffs.
That complicates it very much.

Senator La ForLerre. I understand that, but it is not quite right
to say that the prices have not

Mr. BarvucE (interposing). I took these figures ‘rom—I haven’t got
them in front of me, but the statement I made is substantially correct,
Sir.

Senator Kinag. Well, it is worthy of comment, if T may be pardoned
for interrupting

St(alnator WavLsH of Massachusetts. Senator Gore wants to say a
word.

Senator Gore. 1 want to interject that gold prices have declined in
England 23 per cent since then; gold prices have declined in Germany
since that time 15 per cent, and in France 13 per cent. That is in
gold price.

Senator Kine. It is worthy of comment, however, that Mr. O’Brien,
the head of the Tariff Commission in the report which was sub-
mitted has stated that so far as it affecied our trade and commerce
or prices in the United States there was no disadvantage by reason of
England going off the gold standard, and that the imports into the
United States have been substantially the same, relatively, from those
countries operating on the gold standard and those that have gone off
of the gold standard. That is to say, there have been declines, but
the decline has been substantially the same, in the same ratio, whether
they were on the gold standard or off the gold standard. And he has
deduced from that that going off the gold standard has not affected
the imports into the United States.

Senator SHORTRIDGE. Senator, do you not think that depreciated
currency has resulted in increased imports?

Senator King. Idonot. Quite the reverse.

Senator LA ForrErre. Mr. Baruch, may I ask you one more
question?

Mr. Baruch. Certainly.,

Senator LA FoLrLeTTE. You anticipate that balancing the Budget
will help to start business in this country?

Mr. BarucH. Yes, sir.

Senator Lia FoLLeTTE. Are you relying largely on the psychologi-
cal factor?

Mzr. BarucH. Yes, sir, on the psychological factor. The dispellin
of the {ear in the man’s mind that the dollar is not going to be as goog
to-day as it was yesterday.

Senator LA FoLLETTE. It has been in balance some times early in
the depression and it did not seem to stop the depression. I wanted
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to bring out whether you felt it was the psychological factor that was
the chief thing. .

Mr. Barvcn. I think it is the thing that has been turning the
thing faster than it should have been. . .

Senator BArgLEY. Do you think the fact that prior to that it was
over-balanced had any effect on business.?

Mr. Barvcn. Whatis that?

Senator BArkLEY. The fact that the Budget was over-balanced?
That we had a surplus every year from $300,000,000 to $900,000,000
for four or five years prior to 1929—did that have a beneficial effect
on business? )

Mr. BarucH. Looking at the records: Retiring the Government
bonds and taking those out and making people get into other invest-
ments. And that was the period of our highest prices. Not entirely
because of that, but I think it was affected by the great amount of
retirements.

Senator BarkLey. The reverse effect probably would be true?

Mr. Barven. Undoubtedly. In my opinion 1t would be true.

Senator BARkLEY. The Government is spending more money than
it takes in. And that fact is from lack of confidence and the decline
in prices and the situation which confronts us. Reversely, the taking
in of more money than the Government spends and the consequent
improvement of its obligations would have the opposite effect.

Mr. BarucH. Yes.

Senator Barkrey. Thank you.

Senator Gore. On the point that Senator Connally was asking.
You state that if we should reduce the number of grains in the gold
dollar, or should take steps looking in that direction, it would result in
immediate withdrawal of all gold reserves from the Treasury, and from
the banks too, I take it?

Mr. BarucH. Yes. From the Federal Reserve System. They would
be the one that would have it taken from them.

Senator Gore. Would not the withdrawal be from the Federal
Treasury in the case of the greenbacks?

Mr. Barucn. No; from the Federal Reserve System.

Senator Gore. Not of the greenbacks.

_Mr. Barucs. No. I think some of them are only redeemable in
silver, and the bank notes are redeemable in something else. But
the Federal Reserve notes are the only ones redeemable in gold.

Senator Gore. But the old United States notes are redeemable in
gold at the Treasury.

Mr. BarvucH. Yes.

Senator Gore. Would that not cause a complete collapse of the
credit structure?

Mr. Barucg. Undoubtedly.

Senator Gore. Would it not also tend to draw gold from other
couhtries into this country and drain the gold reserves?

Mr. Barucr. Do you mean because people would want to buy it?

Senator Gore. No. Let us assume that we divide the number of
g;:_ms mTilalhi -gold1 ddgllm}') lhalﬁ ig {;WO. That makes the calculation

1er. at would double the ~payl i
of grains of gold? ebt-paying power of a given number

Mr. BarucH. Yes.
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Senator Gore. You would pay twice as much debts, and we would
assume they would have just as much purchasing power as debt pay-
ing power. Now if we double them, we, now having $4,000,000,000
of gold, would then have $8,000,000,000. That would be diminish-
ed weight and value, of course. Now that would be a gift to the
people who hoarded their gold of $4,000,000,000 would it not?

Mr. BarucH. Yes.

Senator Gore. A few would get nothing in return. Those that had
hoarded their gold could avail themselves of the law and double
their boarded gold, is that not true?

Mr. BarvucH. Yes, sir.

Senator Gore. Would that not tend to draw gold into this country
from other countries, where it could pay twice as much debt as it
could there?

Mr. BarvcH. Well, if we had any debts like the foreign debts, if
they were not payable in gold, the person that had borrowed would
be able to pay off their debts with the new dollar.

Senator Gore. Yes. And if foreign gold came in here its debt-
paying power and purchasing power would be doubled, when it got
In here? Because a less number of grains of gold would make an
American dollar?

Mr. BarvucH. If things did not go up, that is the point.

Senator Gore. Yes. I am coming to that.

Mr. Barucu. If they did not go up.

Senator Gore. I am coming to that. Tt would tend to drain gold
out of foreign countries, and 1n so far as it would drain the gold out
of foreign countries it would shrink their credit basis, would it not?

Mr. Baruvcu. Yes; if they did that, unquestionably.

Senator Gore. Would that not shrink their purchasing power?

Mr. Baruca. Yes.

Senator Gore. Would that not make them worse markets for our
surplus products than they are now?

Mr. BarucH. Yes.

Senator BarkLEy. Senator Gore, right on that point let me ask
this question. If this scheme or plan would drain our own gold
supply from the Treasury, {rom the Federal reserve system and the
places where it is now, and the same thing would drain the other
countries of all their gold, where would it go?

Senator Gore. To this country where it pays the debts.

Senator BaArkeLy. It would come into this country?

Senator Gore. Yes. It would double its value.

Senator BargLey. What would happen to it? What becomes of
the gold that is drained from the Treasury and the Federal reserve
gystem, leaving out all foreign gold? What happens to it if it is
going to be drained from the places where it is? .

Mr. Baruce. Well, what finally will happen, the gold will be used
to buy something with it.

Senator BARKLEY. Yes.

Mr. Barvcr. I mean, it is not going to disappear. You are not
going to eat it at all. It is still there.

Senator BARELEY. It might be withdrawn from the Treasury and
the Federal reserve system and hidden.

Senator Gore. Hidden. Twenty-five grains make a dollar now?

Mr. BarucH. Yes.
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Senator Gore. Suppose 12 and a fraction grains make a dollar
under that scheme; then these foreign countries can come in here
where they can pay with a gold dollar containing 12% grains a dollar
of debt that was contracted when we had the old dollar containing
25 grains, and they will come in here with the dollars containing
12% grains of gold to pay the debts. .

Now I will put the reverse side of it. Any scheme to take grains
of gold out of the gold dollar has reference to some fixed level of prices
at some given period of time, does it not?

Mr. BarucH. Yes. .

Senator Gore. Now, if when prices go down you take grains of gold
out of the gold dollar and they go down below your fixed standard of
price level, then when prices go above your fixed price level you have
got to put more grains in your gold dollar, haven’t you?

Mr. BarucH. You have got to pay more gold for it; that is so.

Senator Gore. That works both ways.

Mr. BarucH. That is if you change your standard, Senator. Is
that what you mean?

Senator Gore. Well, that is what we are doing. That is what we
have under consideration.

Mr. Baruch. Yes. True.

Senator Gore. When prices go down below our fixed price level,
whatever that may be—we will say it goes down one-half—then we
will say that 12% grains instead of 25 grains of gold make a dollar.
Now, suppose prices would go twice as high as your fixed level, then
you have got to put 50 grains of gold in your gold dollar. You have

_got to work this in both ways.

Mr. Barvcn. Certainly.

Senator Gore. Now, then, suppose you lived at-Buffalo and prices
went up above our fixed and chosen level, and Congress here is going
to put twice as many grains of gold in a dollar as now, do you not
think that anybody that has gold on the border would take it across
to Canada?

Mr. Baruch. Yes. In the meantime he would be so dizzy that
he would not know where he was with all these changes.

Senator ConnarLy. He would not be any dizzier than he is now.

_Mr. Barucs. He is pretty dizzy now, Senator, but it would make
him dizzier.

Senator Gore. Would not such a plan make it still more difficult
than now to establish and maintain any fixed standard of .value for
international trade?

Mr. BarucH. Yes, sir.

Senator Gore. Is not the lack of such a fixed standard one of the
most serious embarrassments now to world trade?

Mr. Barucr. Unquestionably.

Senator Gore. Nobody knows how to compute it; whether you are
going to gain or lose by contracts, because you can not tell whether
the exchange is going to go up or down. That would obstruct trade
and make recovery more difficult than it is now?

Mr. BarucH. Unquestionably, I tried to bring that out in my
statement.

Senator Gore. I did not hear all your statement. The variable
standard of international currencies discourage trade?

Mr. Baruca. Absolutely unquestionably.
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Senator GorEe. In relation to future contracts?

Mr. Barvcr. Unquestionably.

Senator Gore. We have got about $100,000,000,000 of indebted-
ness in this country that carry the gold clause. A great deal of that
is Government bonds. Thirty billion dollars of Government bonds of
some kind or another containing the gold clause, principal and interest
payable in gold.

Senator King. Of the present weight and fineness. .

Senator Gore. Yes. You said this plan would make it easier on
the taxpayer. It would for current expenses. But in order to pay
taxes to pay Government debts, principal and interest, he would have
to pay twice as much gold as he does now if you cut the number of
grains in the gold dollar down to half. He would have to get two of
these new dollars to pay a dollar of the old debt.

Mr. BarucH. The old debt. But if your taxes are in the new’
dollars he would have to pay the same amount of dollars.

Senator Gore. No. ‘

Mr. Baruca. But the Government would have to go out and get
twice as many dollars.

Senator Gore. That is the point.

Mr. Barucu. They would have to go out and get twice as many
dollars with which to pay their interest.

Senator Gore. Yes, to pay the debts that contain the gold clause,

Mr. Barvuch. Yes.

Senator Gore. The Government would have to go out and get out
of the taxpayers’ pocket twice as many of these new dollars as it
would the old dolars?

Mr. Barvuca. That is right, sir, because it is payable in gold.

Senator Connariy. They would have to get the same amount of
grains of gold, yes.

Senator Gore. That is the point. They would have to get the
same amount of gold. Now let me give this illustration, A year
ago Congress set aside 400,000 bales of cotton to manufacture into
cloth for the unemployed and the distressed and the naked. We just
recently set aside 400,000 more bales of cotton.

Senator King. 350,000.

Senator Gore. Well, I am taking the figures to keep them even,
Senator.

Senator Kina. All right.

Senator Gore. We recently set aside 400,000 more bales of cotton
to manufacture cloth for the unemployed, the distressed of the
nation, Would it not have been better had we cut the yardstick in
half? We would then have had twice as many yards of cloth and
could clothe twice as many people. Does it not come to that?

Mr. Barucs. 1 think so.

Senator ConNaLny. I just want to briefly summarize now. i
want to say that this morning I did not know Mr. Baruch was going
to touch on this, and I came in while he was reading a statement
about gold, and some of you know I have been making a little noise
about it, so I was not really prepared to interrogate him as I should,
but during the noon hour I %ave gone over the matter. I want to
very briefly swn up.

Mr. Baruch, you admit that a rise in commodity values generally
is desirable, do you not?
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Mr. BarucH. Yes, sir. ) .

Senator CoNNaLLY. And when commodity values are going up
people bring their money out and buy and engage 1n business, and
prosperity returns, does it not? ‘

. Mr. Baruch. Yes; because, I presume, they buy them because
they think they can make money. .

Senator ConnaLny. They are going up, and they think they can
make money. :

Mr. BarucH. Yes. . .

Senator ConNaLLy. Now on the other hand, is not one of the chief
causes of hoarding a falling commodity market? People hoard their
money because they do not want to spend it because they think
values are going lower, is that not true?

Mr. BarucH. To some extent, yes. I think maybe we have got the
cart before the horse. I think commodities are falling down because
people will not buy them. )

Senator ConnaLLY. Certainly. And the reason they will not buy
them is because they do not have any confidence in those values and
think they are probably going lower. It is the reverse of the other
proposition, that when they are going up people buy them because
they think they are going higher.” When they are going down they
will hoard their money.

Mr. Barvcs. They will not buy them because they think they can
not make a profit on them,

Senator ConNaLLYy. I think you and I are in agreément, on ‘some
points. I think you admitted this morning, and I agree with you,
that reducing the content of the gold dollar would cause domestic
prices to rise somewhat in the same relation?

Mr. ‘Barucu. I do not think they will rise as much as export
prices. I said in my statement ‘probably.”

Senator ConnaLLy. All right.

Mr. BarucH. Probably.

Senator ConNaLLY. It would have an effect of raising prices. And
of course it would increase the farmer’s purchasing power in terms of
dollars. I am not speaking in terms of gold ounces now but in terms
of increasing his buying power in terms of dollars.

Mr. BarucH. He would get more dollars.

Senator ConnNaLLY. And enable him to pay his debts.

Mr. BarucH. That is right. He would be benefited.

Senator ConNaLLy. You agreed awhile ago in answering Senator
Barkley that all values were now subnormal, did you not?

Mr. BarucH, I do, Senator.

Senator CoNNaALLY. You mean subnormal in terms of gold, do
you not?

Mr. Barvucn. Yes.

_ Senator ConNarLy. In other words, you mean that the gold dollar
is too high, or any kind of a dollar is too high?

Mr. Baruen. 1 think they are subnormal in their relation, sir, to
anything in human activity, and the only thing we have got to
measure them by is the dollar.

Senator ConnaLLy. Yes, the only thing we have got to measure
them by is the dollar; so all other values are now below what they
ought to be in relation to the dollar?
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Mr. BarucH. Let me add one thing to it. And they are down
there because people with money will not buy them.

Senator ConnaLLy. Well, no matter how they are down,

Mr. BarucH. That is very important, though. .

Senator ConvaLry. No matter how they got down there you admit
that they are now down below what they ought to be?

Mr. BarucH. Yes.

Senator ConnaLLy. In other words, you agree to the proposition
that the value of the dollar ought to be decreased if it can be done
legitimately?

Mr. Barvucu. Well, I can not agree with you there.

Senator ConnaLLy, How then are you going to get these commod-
ities back up to a level with money if you say money is too high and
too dear? '

Mr. BarucH. Because I think when the fear is removed from
people about their Government credit and the fear of what is going
to happen with these dollars they will buy things and go into business
activity.

Senator CoNNaLLY. You are simply talking about the process. I
am talking about the fact. You say that the price of the money is
too high and commodities are too low. You think that can be
accomplished by removing fear?

Mzr. BaruvcH. Yes.

Senator ConnatLy, Well, if we could pass a law abolishing fear
that would be fine.

Mr. BarvucH. If you can do that, if you can pess a law abolishing
fear, I am with you.

Senator ConNaLLY. I e¢m trying to see if we can find a way to do
that. You have already admitted that commodities are too low and
money is too high. Now you furthermore stated to Senator Barkley
that in view of the present volume of debts that they can not be paid
off unless they are scaled down, did you not?

Mr. BarucH. A great many of them; yes, sir.

Senator ConNaLLy. Well now, did you not say that taking the
whole volume?

Mr. Barucun. The whole volume; yes. But of course there are
exceptions.

Senator ConnaLLy. Well, I can not take up each farm mortgage
and discuss it.

Mr. Barucha. No.

Senator ConnarLry. I am talking about the whole debt, Federal,
State, county, and individual; that on the present volume of indebted-
ness it can not be paid off unless it is scaled down.

Mr. Barvcn. Unless it is sealed down.

Senator ConnaLLy. All right. Reducing the dollar would scale it
down, would it not?

Mr. Baruvcn. It would scale it down a lot.

Senator ConnaLLy. It would scale it down a lot.

Mr. Baruca. It might make it disappear.

Senator ConnaLLY. What is the other alternative? If you admit
that the present volume of indebtedness is so great that it can never
be paid without sceling down, the only other alternative to scaling
down is universal liquidation or bankruptey, is it not?

Mr. Baruch. Noj; not universal liquidation.
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Senator ConvaLLy. It has got to be scaled down, has it not?

Mr. Baruch. Senator, I know of no way that any man can pay
any of his debts except to go out and work and save his money. Now,
if he can not pay them the process he has always gone through is
that he has compromised with his creditors.

Senator Connarny. If he can not compromise it will mean he is
foreclosed and will have to go out?

Mr. BarucH. Yes; it may be that way. .

Senator ConnaLLY. In other words, he liquidates it either vol-
untarily or is forced.

Mr. BarucH. I think that has already taken place. It is simply
a question of adjusting with his creditors.

Senator CoNnNaLLY. Senator Gore made the statement that we
had $4,000,000,000 in gold, and if we increased that to $8,000,000,000
every man that had any gold in his possession would be given a gift
of double its value. Isit not true that international values are based
not on nominal value of so many grains in a dollar or in a pound
but in the actual weight of the gold?

Mr. BarucH. Actual weight of what? )

Senator ConnNaLLY. Actual weight of the gold in ounces?

Mr. Baruca. Yes. They are based on gold values.

Senator CoNNaLLY. An ounce of gold will buy the same every-
where in the world, will it not?

Mr, BaruvcH. Yes.

Senator ConNnaLLY. So if a man has actual gold, by cutting the
value of the dollar in two it would not either increase or decrease
the value of what he has? He would have still so many grains of
gold, would he not?

Mr. BarucH. Yes.

Senator ConnaLLY. In the nominal increase in the value he would
get 82 for $1 it is true, but those $2 under our whole theory would
still be simply in the same amount, but in dollars it would be twice
as much. He would still only get what he has got now—so many
grains of gold, and it would not be a gift to him of a cent. He would
be more fortunate, of course, than a man that had a mortgage that
would have to be discharged in those new dollars, but gold in itself
would still have the same value all over the world that it has got now.

Mr. Barvuca. That is ture.

. Senator ConnaLLy. The theory of this is that every other commod-
ity would always increase, is it not?

Mr. BarvucH. I do not think that it would increase relatively any
more than gold would.

Senator CoNNaLLY. Maybe not. If other commodities did in-
crease you would not be giving this man twice as much, because he
could not buy twice as many commodities with the same amount of
gold. Butif he has gold, and it is his property, and you would thereby
increase the value of all other property by increasing the commodity
values, why should not the man that got the gold get the same in-
crease in his gold as the man who hag silver, or the man who had
copper, or the man who had cotton, or the man who has a farm?

r. BarucH. The only difference is this, I think, that the man with
ﬁold would be able to buy twice as much, no matter what the price is,

ut the man with other commodities would have an inequality with
the other man,
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Senator CoNNaLLY. Stop right there, Mr. Baruch. You said the
man with gold would be able to buy twice as much with his dolars?

Mr. Baruca. If we cut them in half.

Senator ConNaLLY. Then commodities would double in value,
would they not? That is all I am trying to get you to admit,

Mr. Banucsa. It would have that tendency.

Senator ConNaLLy. No; you can not make the statement in one
breath that & man with gold would get twice as many commodities
and then deny that the other commodities would not go up twice.

Mr. Barvuca. That is right.

Senator ConnarLy. That is right, is it not?

Mr. Barvucu. Yes.

Senator ConnaLrLy. It has got to be hot or cold, one or the other,
It can not be both.

Mr. Barucu. No.

Senator ConNaLLy. So according to your formula, then, every other
commodity would double in value,

Senator BARKLEY. Senator, this man who gets his double amount
of dollars then could buy just as much with them, whatever it was, as
he could an hour before with the gold dollar.

Senator ConnNaLLY. Yes, and according to that theory it does not
matter how low it would go, because it would still buy the same
amount, of products. That contradicts Mr. Baruch’s other state-
ment that it was desirable to lift all commodity values. You want
them to be raised?

Mr. BarucH. I think they would have the same relationship as
they had before.

Senator ConnNaLLy. Increased commodity level is beneficial, is it
not? So it has that effect.

Now, one other point and I am through. After we have gotten
through here, the only difference is that you agreed this morning that
you would favor this process if it could be worked out in a practical
way.

Mr. Barucs. So I would, yes, sir, with any measure.

Senator ConnarLny. Yes; I am trying to help the man who pro-
duces and who can not now get values for his product. I am trying
to help the man who is in debt and who you say can never pay his
way out of debt because the burden is so great. I am trying to speak
for that man in order that we can scale it down, and in behalf of the
man who is producing at starvation wages and starvation prices at
this time, to try to bring about a liquidation, if you want to call it
that, by Government action rather than to leave him to the mercies
of the strong creditor who has got the advantage in the case where a
man is trying to adjust his debt with that man, the creditor has got
the advantage, he has a strong character and he has an aggressive
force and he is going to come out on top in any sort of adjustment
like that.

Senator Kine. One question on that. If the theory that has been
suggested by the able Senator from Texas were to prevail and would
be beneficial, why would it not be more beneficial instead of having
one-third go to cut it down to one one-hundredth part?

Senator ConnarLy. Oh, no, we want to get it to the fair figure, the
commodity figure. That is why I proposed it, to get it to the com-
modity level. One other question. You do not think that Europe
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can pay the debts that they owe.us on the present value, do you?
Did you say that?

Mr. Baruch. I do not know that I o o

Senator CoNNALLY. Isit not a fact that the depreciation of foreign
money has made it harder for Europe to pay us than it would be
otherwise?

Mr. BarucH. Yes; her unstabilized currency.

Senator CoxnarLy. Her unstabilized currency?

Mr. Baruce. Yes.

Senator CoNNaLLY. In other words, she would have to pay us two
or three times, measured in her commodities, more money than she
would when she incurred her debt?

Mr. Barvca. But the same in our own dollars.

Senator CoNNaLLY. Sir?

Mr. Barucu. But the same in our own dollars.

Senator ConnvaLLy. Yes; I understand; the same in our own dollars,

Mr. Barvuca. And the same kind of dollars our taxpayers have got
to pay. .

SPenator Coxwarny. 1 understand that. I am not arguing that.
Senator Gore brought out that you had to have a fixed amount of
gold to keep international balances on an even keel. Are they on an
even keel now?

Mr. BarucH. Are they on an even keel?

Senator ConNALLY. International exchanges and currencies and
their foreign trade, are they on an even keel now with our present
fixed standard of the gold dollar?

The Cuargrman. They are wherever gold is involved.

Mr. Barvuch. You can take it with anything. T know it is very
unstabilized and very uncertain.

Senator CoNNALLY. Senator Gore, though, seemed to make a poing
of the fact that if we changed the gold content of the dollar we would
ruin international exchanges and international trade.

_ Senator Gore. My point was that it would disturb it worse than
1t 1s.

Mr. Barvucn. I think it would be a wonderful thing for the other
nations if we do it.

Senator ConnaLLY. When England went off the gold standard was
not the effect of her action to devaluate the pound in terms of gold?
It amounted to a devaluation of the pound, did it not? '

Mr. Barucn. Yes, sir.

Senator CoNNaLLY. France after the war devaluated the franc.

Mr. Barucn. Eighty per cent.

Senator CoNNaLLY. And paid her debts off, and is she not about
the most prosperous country in Europe to-day?

Mr. BarucH. No, sir.

Senator ConnarLy. What is the most prosperous?

Senator Kina. No, indeed.

Mr. Barucn. France is almost as badly off with its budget and in
as bad trouble as we are.

Senator ConnNaLLy. Let us forget the budget.

Mr. Barucn. They have just gotten over their inflation.

Senator ConNaLLY. I know about the budget.

Mr. Barucn. She has just gotten over her inflation.
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Senator ConnarLLy. Is not France in good condition when com-
pared with other countries?

Senator SHorTRIDGE. Czechoslovakia is in much better condition.

Mr. BarvucH. Compared with which one, Senator?

Senator CoNnNALLY. Any one of them.

Mr. Barvcr. 1 think Germany is in better condition because she
has repudiated practically everything.

Senator SrorTRIDGE. Senator Connally, if you will be good enough
to give me your attention?

Senator ConnaLLy. I shall.

Senator SHORTRIDGE. The debts due and to become due us from
England, ¥France, Italy, and 8 or 10 of those Furopean nations are
severally payable in gold of present weight and fineness.

Senator ConNaLLY. Yes.

Senator SHORTRIDGE. Or, as you might otherwise express it, of
present value. Now does your plan contemplate by cutting up the
gold dollar that England, for example, or Italy, or Czechoslovakia may
pay us in these cut-up dollars?

Senator ConnaLLy. I will say to the Senator

Senator SHorTRIDGE. No, I am serious, and that is worthy of an
answer.

Senator ConnaLLy. I know, Senator, and I am going to answer
you if you will give me a chance.

Senator SHORTRIDGE. Yes.

Senator ConnNaLLy. I do not know what those contracts pro-
vide for.

Senator SHorTRIDGE. They do provide for the payment in gold,
Senator.

Senator ConnaLLy. Present standard weight?

Senator SHORTRIDGE. Yes.

Senator ConNaLLy. If they are, I would treat them like I would
treat every other kind of contract written in those terms. 1 admit
it is an open legal question. I am not prepared to say what the
Supreme Court would hold, nor can any other man say what they
would hold. I would treat them in the same way that I would treat
the others.

Mr. BarucH. I think the Senator was quite right in the statement
he made in which he said that every one of these contracts was
payable in gold coin of the present weight and fineness, and remained
payable as such.

Senator ConnaLLy, I said if it was a dollar contract, it would be
paid in dollars. I think that is all, Mr. Baruch.

Senator Warsa of Massachusetts. Mr. Baruch, let me ask you
this question: Is it not a fact that commodity prices are controlled
not merely by the volume of money but as well by the volume of
credit? And is it not a fact that a great deal of our volume of credit
has disappeared and our volume o? money has somewhat increased
at the present time?

Mr. BarucH. Yes.

Senator WaLsa of Massachusetts. I ask you, assuming that the
volume of credit is essential to raise commodity prices, what effect
will the inflation such as proposed here have upon increasing the
volume of credit?
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Mr. Baruvch. The first effect—if you can get over the first flush
of this thing—I think the first effect would be bad. Then if the
people get accustomed to it after a while, and we went through all of
the trials and tribulations, and people got confidence that they were
not going to make any other change, why we would work out of it,
because they would accept the conditions. ] )

Senator WaLsu of Massachusetts. The volume of credit during
our prosperous era was a large factor in increasing commodity prices,
and contributed to our prosperity, did it not? .

Mr. BarucH. I am not in agreement with that entirely. I do not
care what the volume of credit was. If there is a less supply than de-
mand prices will go up. And I think Senator La Follette brought out
very carefully that if you could get the demand for higher standards
of living the prices would go up.

Senator WarsH of Massachusetts. Regardless of the extent and
ease with which credit can be obtained?

Mr. Barvcn. No; I think we have got to have credit to put in
manufacturing and production for the commodities to be produced
and sold to the public.

Senator WaLsua of Massachusetts. Was not one of the chief ele-
ments of our prosperity the extent and ease with which credit could
be obtained?

Mr. Barucu. Yes.

Senator WaLsH of Massachusetts. And to come back to a period of
prosperity we have got to also have a period of easy credit?

Mr. BarucH. Yes.

Senator La ForLerTE. Do you agree with the statement of one
economist who said that credit was suspicion asleep?

Mr. BarucH. I think there is a great deal to that.

Senator BarkLey. Will not any artificial remedy that may be de-
vised in the change of our monetary system that affects advanta-
geously the seller, to a corresponding degree affect disadvantageously
the buyer, so as to affect his purchasing power which reversely operates
against the seller?

Mr. BarucH. Yes; but Senator Connally was assuming that the
purchasing power will go up with the dollars the same as the selling
price.

Senator BArRkLEY. Yes; I know that. But it seems to me that if
we were to draw a straight line and put all the sellers on the left and
all the buyers on the right, and say that this artificial increase in
money of the country is going to help the seller, it will correspondingly
injure the buyer. Because he will have to pay more dollars for what
he buys from the man on the other side of the line.

Mr. Baruca. He will be in a bad fix if he does not get many dollars.

Senator BarkLey. The first thing you know his purchasing power
will be reduced to the extent that he can not buy anything from the
man on the other side of the line, and therefore, on the whole, I am
unable to see how it benefits the general situation.

Senator ConnALLY. There is not anybody that is simply a buyer
and a seller. Everybody is both a buyer and a seller.

Senator BARKLEY. But you have got to treat the buying and the
Selll\lfg %s 8 dlfferia?t transaction.

I. BARUCH. li we can get more buyers through any such thine as
Senator La Follette suggested our trou{)les will d%sapp'gar. g
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The CrairMaN. We thank you, Mr. Baruch, for your testimony.

Mr. Teague will proceed with his statement. We have about 100
witnesses to appear here, and we will never get through with these
hearings unless we confine ourselves to the subject matter.

Mzr. Teague, will you proceed.

STATEMENT OF C. C. TEAGUE, SANTA PAULA, CALIF.

Mr. Teacve. Mr. Chairman and gentlemen. My name is C. C.
Teague, Santa Paula, Calif. For the purpose of identification, I
am president of the California State Chamber of Commerce, the Cal-
ifornia Fruit Growers Exchange, and the California Walnut Growers
Association.

Senator GOreE. You used to be on the Farm Board, Mr. Teague?

Mr. TracUE. Yes, sir. Gentlemen, in common, T presume, with
every good American who loves his country and hopes that our Gov-
ernment will be maintained, I have been thinking some of these prob-
lems, and out of my thinking I have evolved some plans which seem
to me might be helpful in the present depressed condition of this
country.

It seems to me that the fundamental cause of the depression is the
complete collapse of the credit structure of this country. Following
the period of inflation we had the stock market crash of 1919, followed
by bank failures, followed by hoarding by the people, followed by
hoarding of the bankers who were afraid there was going t0 be a line
in front of their banks the next day, and the result is that we had a
fear pS'irchology in the hearts of the people so that no one is operating
normally.

Theseybank failures have undoubtedly affected 10,000,000 of de-
positors. There are something like 10,000 banks that have failed,
and probably the total number of people that are affected are three
times the number of depositors.

The result of this fear psychology and this breakdown in the credit
structure of the country is that the 45 billion dollars of deposits of
the people are not operating in the credit structure. Confidence has
been completely destroyed. No one is acting normally. All values
are out of their proper relation to the value of the dollar. There is
no bottom to the market.

The question is: How can values be restored to their proper rela-
tion to the dollar? One school of thought says currency inflation (g)
by decreasing the number of grains of gold in the dollar, and (3)
remonetizing the silver, and (¢) the issue of fiat money. In my
opinion all of these proposals are unsound.

The other school of thought says: Inflate or restore credit by
restoring confidence in banks so that 45 billion of deposits will
operate in the credit structure. In my opinion this is the sound
procedure.

How can this be done? The Reconstruction Finance Corporation
was created for that purpose. It hasnot accomplished that result. It
has no doubt stopped many failures. It did not release bank credit.
It did not restore the confidence of the public in banks. It did not
restore the comfidence of bankers. Many loans to banks by the
Reconstruction Finance Corporation were used to increase the liquid-
ity of banks, but did not release credit.
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There can be no return to normalcy, in my opinion, until confidence
in banks is restored so that there will be a normal operation of credit.
With continuing bank. failures there is no hope for this confidence
returning. ..

How can this confidence be restored? In my opinion it can only
be done in time to meet the present emergency by emergency meas-
ures. 1 can see no hope except through some form of Federal guar--
antee of bank deposits. If the guarantee were only applicable to 75
per cent of the deposits of all banks it could be put into effect quickly
without the delays that would probably be necessary if there were a
100 per cent guarantee, as in the latter case it would be necessary to
examine all banks coming under the guarantee to be sure they were
solvent, and the delays that would be inherent to the reorganization
of banks that could not qualify would be great.

A small tax on banks would create a fund which, plus the 25 per
cent of deposits not under guarantee and plus the capital and surplus
of impaired banks should insure the Government against loss.

To avoid excessive losses through encouragement of unsound bank-
ing under the guarantee system there should be more strict limitation
of bank charters. National examination of banks should be tightened.
Branch banking should be extended, thus averaging the loans and
deposits over broader and more diversified industry. Clearing houses
could be used to investigate and make recommendation with reference
to complaints of banks practicing unfair competition by soliciting de-
posits by making unsound loans. If such practice were not corrected
they should be expelled from the guarantee.

If bankers do not set aside their pride of position and consent to
some form of guarantee of deposits we are headed straight for currency
inflation and the only stable thing we have left, the value of the dollar,
will disappear.

The second largest contributing factor to depression iz the low
buying power of the 30,000,000 people on the farms due to depressed
prices caused largely by surplus production.

I have a short memorandum here that I would like to read which
is devoted to that phase of the subject.

Senator King. Before you leave that, may I ask one question?

Mr. Teague. Yes.

Senator King. In your discussion about the guarantee of bank
deposits do you refer to State banks as well as national banks?

Mr, Teague. It seems to me they would all have to come under
the guarantee unless you would put off the time of going into effect
a sufficiently long time to permit of the reorganization of State banks
to come into the Federal structure. '

Senator Kine. Would you favor, assuming it is constitutional, the
contlpulslon of State banks to come within the periphery of the Federal.
system?

Mr. Teacuk. I do not think that compulsion would be necessar
because I think they would have to come in or close their doors if \ejé
had a Federal guarantee,

Senator Harrison. The House has already passed a Federal
guarantee bank bill, and there is another bill pending that applies to
time deposits.

Mr. Teacue. Yes. That is not law, however.

Senator Harrison. No.
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Mr. TeaguEe. It is generally conceded that the present depression
in agriculture is primarily due to an overproduction of agricultural
lands brought about by bringing into production, during the high
prices of the war, most of the agricultural lands capable of crop pro-
duction. There has been much discussion in recent years of some
plan looking to the control of surplus production, among them the
equalization fee plan, the debenture plan, and.later, domestic allot-
ment. Practically all of these plans have been condemned for the
reason that they only look to dealing with the surpluses on a few speci-
fied products in agriculture without looking to the fundamental thing
of removing the total agricultural surplus and because of almost
imrtl)‘ossible administration features.

here is an increasing school of thought that this question must be
approached from a broader point of view which looks to the control
of the total surplus.of agriculture, and bringing up the general level
of all agricultural prices by some method of taking out of production
the acres of land that are producing the surplus. The most practical
plan in this direction that has been suggested is some plan of leasing
the surplus acres, and it is to that suggestion that this memorandum
is directed.

It is proposed that there shall be by Federal legislation a board or
commission created with power of taxation which would be empowered
to levy either a manufacturers’ excise tax or a tax upon the products
of all of the annual crop land that pass through the hands of the orig-
inal handlers, the amount of this tax to be determined by an investi-
gation as to the number-of acres of land that would have to be taken
out of production to raise the general level of agricultural prices to
some predetermined level, and the taxing, therefore, be flexible enough
to permit of the raising or lowering of the tax so as to take out addi-
tional acres or to release them as the need becomes apparent to main-
tain the level of prices determined upon.

Senator WawLsH of Massachusetts. Would you tax all manufactured
products or only those products that are the result of agriculture?

Mr. Teacue. My thought is that the tax should apply to the prod-
ucts of the annual crop lands.

Senator WaLsH of Massachusetts. Such as textiles and cereals, and
so forth?

Mr. Teacur. Yes,

Senator Kine. All sorts of fruits, tomatoes, peaches, apples, decid-
uous fruits, oranges?

Mr. Teacue. Well, that is a question for determination. I reach
that question a little later when I speak of what is proposed in regard
to orchard lands.

The commission, then, through the established agencies of the
Government would determine the quantity of land that should be
taken out of production in the various States, and allot to the States
for leasing this quantity of land. The commission would then adver-
tise for bids to lease lands from the owners of each State requiring that
every bidder specify under oath the number of acres that he offered
for lease, its location, the crop to which it had been planted, the
average production of said land for the past three years, and the price
at which he would be willing to lease. The commission would then
have in its possession a picture of what this surplus land had been
producing, and then could award leases in such manner as to tske
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out of production the required number of acres to establish a proper
balance between supply and demand.

Senator WaLsH of Massachusetts. The award would be by mutual
consent?

Mr, Teague. Yes, sir.

This plan should be in effect for at least five years. It would prob-
ably be advisable to lease a certain percentage of the land for five
years, as there is no probability that all of the products of all of the
agricultural lands will be needed in that length of time. A certain
percentage of the land would be leased on annual leases, so as to permit
of flexibility in the balancing of production, and so_that it could be
released if there were evidences of the price structure getting too high.

Advantages of the bidding system are that there would be a natural
grading of the productive value of the lands in the price that the vari-
ous applicants would place upon their leases. It would not require
a large army of men to contact all of the farmers and bargain for
leases. It would not require policing as the land could be posted,
and no man would dare to plant leased land to crops because he would
know that the crop would be taken away from him.

The advantage of the plan is that it does not look to benefiting
some particular class in agriculture at the expense of other classes.

Assuming that it might be necessary to remove 15 per cent of the
total lands in agricultural production by the lease system it would
only be necessary to contact with that percentage of the producers—
owners of the surplus acres—inasmuch as the selections of the leased
land would probably be largely made from the large owners, so as to
leave the small producers on the farm, it would only be necessary to
contact a still smaller percentage of the farmers.

Assuming that there are 300,000,000 acres devoted to the produc-
tion of annual crops, and assuming that it was necessary to withdraw
15 per cent of these acres from production, the number of acres
withdrawn, if they were of average production, would be 45,000,000
acres. 'This land could probably be leased at from $100 up, based on
its productive value. A tax levy of $150,000,000 to $200,000,000
would probably withdraw all of the land necessary to balance pro-
duction and demand.

Senator Gore. Right at that point let me ask you a question,
Mzr. Teague.

Mr. Teacug. Yes.

Senator Gore. Qur textile mills, cotton and woolen mills, are
capable of producing more than the requirements of the country at
present. Would you lease this surplus?

Mzr. TEAGUE. Lease the mills?

Senator Gork. Yes.

gfir. '{EAgUE. No. 1 zla.&n czlgly dealinglwith acres of land.

enator SHORTRIDGE. Mr. Teague, could I interr
Mr. Teague. All right, = torruptyourstatement?

Senator SHORTRIDGE. May I ask vou thi ti i ?

R y y 18 question right here?

Senator_SHORTRmGE. What would become of the land taken out
of production?

Mr. TEAGUE. I will reach that in a moment, Senator.
Senator SHORTRIDGE. Very well.
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This 150,000,000 to 200,000,000 is a bagatelle compared with the
present value of agricultural crops of something like $5,000,000,000
and $10,000,000,000 to $12,000,000,000 in normal times, and com-
pared with the enormous sums of money that the Government is
spending in its relief programs.

After the total surplus acres were removed, the producers would be
free to plant the balance of the land to any crop that they desire to
produce, relying on the proper adjustment between producers as to
the crops they would produce, based upon the differential that would,
of course, be inherent upon the higher level of prices established.

It might be advisable to insert a clause in leases pledging the
owner not to increase his production from any other acres from which
he was not then producing. Leases could proviae that owner could
occupy any buildings on the premises; also that the owner would
have the right to fal%ow land to keep down weeds, and grow no crops.

The CrarrmMan. Would you make a penalty for violation of that?

Mr. Teacue. For growing no crops?

The Cuairman. For growing no more than they had agreed.

Mr. Teague. The land would be under lease to the Government,
and the Government could step in and take the crop at any time.
There would be no need of a penalty.

Senator Warsu of Massachusetts. Do you think you could get
all this amount of leased land on an average basis of $4.50 an acre?

Mr. Teacue. I think so, without any question.

Senator Warsa of Massachusetts. That is about what it would
amount to?

Mr. TeaGue. Yes.

Senator SEORTRIDGE. Of course that could not apply to walnut
erops?

l\I/}r. Teacur. No; I will reach that in a moment, Senator.

The livestock and dairying industry would be benefited because a
large percentage of the livestock and dairy products are produced on
the highly developed lands where the feed comes from the production
of such land, or from the lands under rotation, and the taking out of
surplus acres would probably proportionately reduce the livestock
and dairy cattle on said farms.

This plan, by bringing up the general price level of this large section
of the agricultural producers, should very materially affect the general
economic conditions of the country as every one recognizes that the
depressed condition of agriculture and the low buying power of the
farmer is a very important factor in the present depression. It would
not be feasible to attempt to deal by this plan with the agricultural
lands planted to orchards for the reason that the orchard must be
taken care of, cultivated, sprayed and pruned, and the crop will be
produced in any event; and it would be difficult to police it so as to
keep it out of production. The orchardists could rely upon a very
substantial benefit coming from the general improvement in the
economic situation by reason of the increased buying power of the
farmer and the improved economic condition.

Just two very short suggestions in addition, Mr, Chairman, There
must be a lowering of taxes through severe cuts in the cost of govern-
ment, Federal, State, county, and municipal, and budget plans, along
the lines of that which has been done in the State of Mississippi where
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the budget was cut, I understand, about 30 per cent, and the Govern-
ment operated within the budget. . .

1 might add that the tax bill of the farmer is greater than his interest
bill. So the question of taxation is very important.

Senator SHORTRIDGE. Just say that again, please.

Mr. Teacue. The tax bill of the farmer is very much greater than
his interest bill. i

Some way should be found of reestablishing foreign trade through
stabilizing foreign exchange on a gold standard basis.

Senators, that is all I have to present.

Senator ConNaLLY. Right there: How are you going to do that?

Mr. Teacue. I think it would be possible in many ways. By
perhaps some form of international agreement, or perhaps the
formation of some gold pool by the principal countries operating on
the gold standard. It would not take anything like the quantity of
gold under a gold pool and agreement, with the combined gold stand-
ards of all participating countries, that it does separately

Senator SONNALLY. % think we have done about as much advancing
of gold to Europe as we want to do.

Senator King. I take it from your last observation that you are
in favor of this means that seems to have a rather continental char-
acter, of cutting off our trade with foreign nations. You believe in
international trade?

Mr. Teacus. 1 think, so far as it can be maintained, that it cer-
tainly should be. Nevertheless, I do not think it should be main-
tained at the expense of sacrificing our domestic markets which take
90 per cent of all of the things we produce.

Senator King. Assume that our exports exceed by between
$300,000,000 and $500.000,000 our imports: Would you favor an
embargo established to keep out the rest of the imports?

Mr. Teacue. I do not think an embargo would be necessary, if
{ou- can establish your foreign exchange on a stabilized exchange

asis.

Senator Kine. You do believe that we are a part of the world and
that we can profit by shipping our surplus products abroad?

Mr. Teacue. 1 do, certainly, as far as we can do it without opening
up our markets and getting the worst of it in the trade.

Senator Kine. You do not assume we could ship our goods abroad
unless we received some in return, do you?

Mr. Tracug. Oh, no; we certainly would receive some things in
return. It is unthinkable that we would close up our markets entirely
to trade with the whole world. I think it is extremely desirable that
we trade; but I do not see how we can do it unless we do reestablish our
foreign exchange, because we are going to get into a barrier situation
against each other.

Senator SHORTRIDGE. Mr. Teague, I just want to emphasize the
thought that you expressed, with which I unqualifiedly agree. Inter-
state trade among 48 States, with one hundred and twenty odd mil-
lions of people, is far more important than our foreign trade, however
important that may he?

Mr. Teacue. Yes.

Senator SHORTRIDGE. And we must not surrender our home market
to the cheap goods coming from certain foreign countries?
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Mr, TeacuE. I would not think anybody would quarrel with that
principle, Senator. I do not see how they could.

Senator SHORTRIDGE. There was a time when I was scoffed at and
sneered at and ridiculed by the newspapers of this country because I
stood up for adequate tariff protection. It was said that I was
erecting a barrier around America, a Chinese wall around America.
Now I perceive, however, that certain of my ecritics and calumniators
are out-Heroding Herod—are now demanding that we buy in America,
with which I agree.

Senator HarrisoN. I resent the statement that the Senator from
California was ever scoffed at.

Senator SnorTrRIDGE. Yes, I was; by some of these unconvicted
newspaper boys. I have defended more of them in the Senate than
any other Senator.

The CrnarmMan, Have you any further statement to make, Mr.
Teague?

Mr. Teague. Thatisall, Mr. Chairman.

Senator Gore. Oklahoma was the first State to initiate such a
system as you have mentioned, Mr. Teague, but it failed. I do not
think that necessarily condemns the system, however. I have given
it a great deal of thought, and the principle that occurs to me is this,
that there should be some system that will guarantee deposits, that
will not treat the honest and the dishonest bankers as though they
were the same.

Mr. Teacue. Of course, Senator, I am not proposing that you
shall guarantee the capital and surplus of a bank; I am merely pro-
posing that you guarantee the deposits of the people in that bank.

Senator Gore. I understand that.

Mr. Teacue. Do you want the people to suffer because of some
banker that you say is dishonest in his conducting of banking?
Check him in another way.

Senator GorE. Here is what I am getting at. A dishonest bank
fails. The banker defrauds his depositors. The honest banker has
got to guarantee the dishonest banker. That is the point that occurs
tome. There are 45,000,000,000 bank deposits in this country to-day?

Mr. TEAGUE. Yes.

Senator Gore. That means that the banks owe $45,000,000,000
to their depositors?

Mr. Treagur. Yes, sir. .

Senator Gore. The system of guaranteeing deposits takes the
president of each bank by the hand and makes him ‘“sign on the
dotted line” and say, “I undertake to pay $45,000,000,000 of other
banks’ debts.” That is the thing that gives me pause.

Mr. Teague. You spoke. of these experiments in other States. I
do not think that they necessarily form a precedent, for the reason
that

Senator Gore. I do not think so either. )

Mr. TeAacuE. It covers one particular territory, and it probably
was established after the banks had gotten unsound.

Senator Gore. You know that a great many people have gotten
into trouble by going on other people’s notes and having them to pay?

Mr. TeAGUE. Yes. . .

Senator Gore. Even when they exercised their own discretion and
judgment as to whether they should go on those notes or not. You
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propose passing a law which makes every banker in the United States
sign a note of every other banker in the United States, just like he
signed his name on a promissory note, agreeing to pay $45,000,000,000
of debts to their depositors. .

Mr. TeagoE. Oh, no; I do not think that.

Senator Gore. . Would it make sll banks secure or unsecure?

Mr. Teacue. No; I say we would levy a tax on all banks that
would be estimated to pay any losses that might be incurred

Senator Gore. I understand your proposition.

Mr, TEague. Well, all right. o )

Senator Gonrg. In the last two years the deposits in these failed
banks amounted to something like $4,500,000,000. All the capital of
all the national banks in the United States is $1,500,000,000. Their
capital and surplus is $3,000,000,000. The deposits in those failed
banks are about $1,500,000,000 more than the entire capital stock
and surplus of every national bank in the United States.

Mr. Teacue. And why did they fail? Because the people all
demanded their money at once; and no banker can meet that condi-
tion..

Senator Gore. Oh, no. A good many failed because of the fact
that they had frozen assets and could not carry on.

Senator BArkLEY. One of the biggést banks in western Kentucky
failed, to the surprise of everyone. There had been no run and no
suspicion.

Mr. TeacuE. I do not think that is an invariable rule. Many of
them have failed, you know, because of runs.

Senator Gore. There is a large bank in Texag which enjoyed univer-
sal confidence, and yet it failed, and the president is now in the peni-
tentiary. Are you going to make a banker out in Salt Lake City pay
for his crookedness? It is that point that I want to find some way of
getting around.

The Caairman. It may be that the bank did not have a run on it,
but you will find it more than likely that there was a steady with-
?;islmwal for months and months, and that is what brought about the

ure.

Mr. Teague. Yes. If there had been confidence, Senator, and the
people had transacted their business with those banks, they would not
have failed.

Senator Gore. The president of the bank under the law could have
borrowed $55,000. He had borrowed $300,000 in one way or another.
He was crooked.

Senator SHORTRIDGE, He is in jail now, is he not?

Senator Gore. Yes; but that does not help the depositors. Should
honest bankers be made to pay for his crookedness?

Mr. TeacuE. Here is what is bothering me, Senator—some way
of protecting the people. There are nearly a third of our population
affected on account of these failed banks, and we are making Bol-
sheviks of them, and if we do not do something to protect them I do
not know where we are going.

Senator GOre. One third of the banks have failed. I appreciate
the gravity of the problem.

Senator ConnaLLy. With regard to this farm matter, you say
they pay a rent on the credit that will be liberated?
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Mr. Teacue. I say, what you do would be to lease the land at
s fixed rental basis established by the owners themselves, based upon
their productive value.

Senator ConNarLy. I understood you to say that the remainder
of the land that was leased he could do with as he pleased?

Mr. Teacug. The remainder of the land not under lease he could
do what he pleased with.

Senator Convarvy. That is all.

The CrarrmaNn. The committee will adjourn now until 10 o’clock
t0-morrow morning.

(Whereupon, at 4.20 o’clock p. m., the committee adjourned until
to-morrow, Tuesday, February 14, 1933, at 10 o’clock a. m.)

159450—33——6
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INVESTIGATION OF ECONOMIC PROBLEMS

TUESDAY, FEBRUARY 14, 1933

UNITED STATES SENATE,
CoMMITTEE ON FINANCE,
Waskington, D. C.

The committee met at 10 o’clock a. m., pursuant to adjournment
on Monday, February 13, 1933, in room 335 Senate Office Building,
Senator Reed Smoot presiding.

Present: Senators Smoot (chairman), Reed, Shortridge, Couzens,
La Follette, Harrison, King, George, Walsh of Massachusetts, Barkley,
Connally, and Gore.

Also present: Senator Coolidge.

The Cramrman. The conumittee will come to order. We will first
hear this morning Mr. Paul Block.

STATEMENT OF PAUL BLOCK, NEW YORK CITY

The CratrmaN. Mr. Block, you may proceed now with whatever
statement you desire to make, but make 1t as brief as possible.

Mr. Brock. Mine will take 10 minutes, Senator.

The CrARMAN. Mr. Block, whom do you represent?

Mr. Brock. Myself.

The CHAIRMAN, Proceed.

Mr. Brock. Mr. Chairman and gentlemen, a great deal of study
has been given on how to get out of this depression; what we need
now is prompt but constructive action.

There are some basic things which have been under discussion for
some time, and I wish to express my viewpoints on these.

First in importance is the balancing of our budget. To accomplish
this. I favor immediate drastic reduction in the cost of government
and a small manufactuers’ sales tax which may be eliminated once
repeal of the Eighteenth Amendment is adopted. We could cut cost
of government very materially if Congress and the President would,
among other things, provide for a reduction in bonus payments now
being made to veterans of the World War. No one has greater
respect or sentiment for our veterans than I have, but our country
can not afford bonuses and pensions to those who either never went
overseas or were not injured in actual service. Congress would be
doing not only its duty In providing for such a reduction, but would
help a vast majority of the people by using this means of cutting down
the terrific burden of taxation. Later I will speak of a method of
providing help for these veterans. )

Next in importance, is for the Government to remain on a gold
basis and for the new administration to make it clear to all of our
citizenship, and to the entire world, that we are firm in our determin-
ation not to debase our currency, and that there will be no change
from it, because if our people and the peole of the world were to lose
confidnence in the American dollar, the withdrawal of invested money
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and the hoarding of gold would be so great it would bring chaos to
our financial system. Credit would be further restricted, deflation
would be accelerated, unemployment would be increased, the standard
of living would belowered, and such business as still is profitable, in
my opinion, would virtually stop.

Another vital factor, at least according to my views, is the settle-
ment of the foreign debts. Perhaps, as has been suggested, these
debts should be reduced & certain percentage for each mllion dollars
spent with us by the debtor nations. Possibly a further percentage
of discount should- be given for each million dollars of armament
reduction made by the debtor country. We should seek agreements
with foreign nations which are now off the gold standard to return to
it so that all of us would be on a more nearly equal basis in interna-
tional trade.

I do not pretend to be able to judge just how much further
reduction we should give to our debtor nations for a final settlement;
but whatever agreement is made, I believe it should definitely include
concessions either in trade or disarmament, or both, and their return
to the gold standard. I do not claim that it is just for our foreign
debtors to request these further reductions, but it is my best judgment
that the great majority of them will never be in sny position to
meet their obligations to us in full. I believe that clearing up this
debt situation will, in the long run, be both beneficial and profitable
to us.

The repeal of the eighteenth amendment should be hurried because
of the large excise tax this would bring to our treasury, which would
permit us to reduce many of our present-day taxes, including, perhaps,
the manufacturers’ sales tax, if adopted. It is not necessary to ad
how much the repeal of this amendment would also mean to the
morale of our entire citizenship.

I would suggest a coalition cabinet, but I fear that our 2-party
political system is in the way of this, and more is the pity. In these
days of anxiety and despair politics should be forgotten. Perhaps an
active advisory board having certain defined power could be appointed
by the President, to include a half & dozen of our leading citizens, no
matter what their political affiliations may be, but whose names
would bring confidence to our people and who would confer with the
President and the cabinet, as well as with the chairmen of various
committees in Congress, to devise ways and means to obtain measures
which would be helpful to all the country.

I regard it as imperative to undertake public works on a large scale
to provide a way for a general revival of business and to expand the
credit of the country. I believe that the money which thousands of
people are now hoarding and that some of the money which is now
almost overburdening our savings banks, which are unable to employ
it profitably, would be released for the purchase of 10 or 20 year
bonds yielding a moderate interest, possibly 2% per cent or 3 per cent
at the outside, Such funds would be put into circulation immediately
and they would not, in my opinion, affect investment in good muni-
cipal, real estate, or business issues.  Further, such a bond issue which
could be sold the same way we marketed Liberty bonds, would help
to stop the agitation for inflation of the currency, which is too danger-
ous to be attempted. Commercial banking houses, however, should
not have the privilege, if it is possible to withhold it from them, of
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purchasing these bonds except for customers. Otherwise, they might
invest in this issue funds which they should loan to business. I
believe the Government is entirely justified in issuing such bonds at
this time. During the war we did not hesitate to float bonds, which
the people bought readily, to pursue the war. I consider the present
emergency just as great as in war time. The Government debt is now
less than it was at the end of the war. Qur resources are greater than
they were then. We are, I believe, justified in increasing our national
debt to help regain prosperity for our people.

A way should be provided to help the unemployed veterans, and
T would suggest that this be done through giving them preference on
Federal public works.

I have no doubt that there are some reductions that should be made
in our tariff schedules, but I am very much opposed to changes being
considered except with nations which are definitely on a gold basis,
In fact, I consider it necessary to raise tariffs against the products of
countries which use depreciated currencies.

A way should be found to reduce the number of working days and
working hours. I do not know whether this can or should be
done by Federal action, but until more work is staggered there will
always remain a large percentage of unemployed people, due to
improved methods of machine production.

A plan must, of course, be found to help the farmers; but I donot
believe in a dole system for them or for anyone. I am not enough of a
student of agricultural economics to suggest what particular system
would be best to help the men and women of the agricultural districts.
However, moratoriums for farm mortgages, it seems to me, are
essential. I believe also that the creditors of farmers should adjust
their claims on a basis more in keeping with the present value of farm
lands. I believe it will be necessary to fix lower interest rates on farm
mortgages, and the same considerations should be given to small home
owners everywhere,

As to prices of agricultural produects, if a legal way could be found
to limit the production of wheat and cotton and to place a minimum
price on them that could be successfully worked out, without Federal
subsidy, and without too great cost for administration, this may be
the method to pursue. Other farm products would benefit indirectly
if the plan succeeded.

In conclusion, I would like to add just this word. These are
desperate and discouraging days. Mere talk and more talk will not
help; only action, prompt action—to-day and not to-morrow—will
meet the situation.

Senator Kixg. Mr. Block, may I ask you a question?

Mr. Brock. Yes, sir. .

Senator King. You suggested the importance of getting nations
back on to the gold standard. Evidently you believe that there
shmllld be a metaﬁic base to support the currencies and credits of the
world?

Mr. Brock. A gold base. .

Senator Kinc. In view of the fact that silver for many years, in-
deed for centuries, was a part of the metallic base, that it was primary
money the same as gold, do you not think that if the nations by inter-
national agreement should remonetize silver or agree upon a ratio
between gold and silver and should coin silver bullion or gold bullion
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upon the ratio agreed upon that that might stabilize prices and give
greater stability to the monetary systems of the world?

Mr. Brock. Personally I do not think so. Silver is used for so
many purposes, and its value keeps changing so that I fear that it
will all be turned into gold as quickiy as gold can be bought with it,
and the gold would be hoarded and we would go into an inflation
which would eventually bring chaos to our monetary and business
system. That is my best viewpoint.

Senator Kine. When silver was a part of the monetary system of
the world the danger which you presage did not occur.

Mr. Brock. The conditions, I do not believe, existed that exist
to-day. I am speaking of the present day and the immediate future
which I see ahead of me.

Senator Kina. You do not believe, do you, that $11,000,000,000 of
gold for monetary purposes for all the world is adequate, do you?

Mr. Brock. I do, yes. Because it is there as a safeguard, and it is
plenlfiy for the purposes for which it remains in the treasuries of the
world.

Senator Kinc. Would you regard it as a disaster if by some freak
of nature or by some providential act a great gold deposit amounting
to billions of dollars were uncovered and that golden treasury poured
into trade and commerce?

Mr. Brock. Well, I would not be able to answer that, Senator, T
can not answer that. . .

Senator King. Another question. You suggest that additional
bonds might be issued by the Government. And you refer to the
fact that during the war we issued more bonds than are presently
outstanding. The facts are that we have approximately forty
billion of bonds outstanding, that is Federal, State, and their political
subdivisions. Do you not think that by a persistent or a constant
issue of bonds aggregating billions of dollars we might ultimately
impair the credit of the country and reduce the value of the bonds in
the market?

Mr. Brock. Not for the amount of bonds which I would issue had
I the power to issue them. I do not think three, four, five, six billion
dollars worth of bonds would impair our country. As I say, our
F}:}deral Government is in better condition to-day than it was after
the war.

Senator Kine. We have issued approximately five billion of bonds
to meet deficits during the past three years, and in addition the cities
and counties and States have issued bonds, and the Federal Govern-
ment now is the only purchaser of the Reconstruction Finance Corpo-
ration debentures which are issued, and is the only purchaser of the
bonds which are issued by the home loan bank and by the Federal
farm bank, so that we are under obligation, apparently, to purchase
from organizations created by the Federal Government not millions
but possibly billions of bonds. Do you not think that with this
tremendous outpouring of bonds, of securities by the Federal Govern--
ment, by tbe Reconstruetion Finance Corporation, and the other
organizations to which I have referred, that there may be a time when.
the credit of the Government may be impaired?

Mr. BLock. There is not any question there may come a time, but
1 do not think it is here if you will balance your budgets and if you will
cut the cost of administration not only in Federal Government but
in States and counties and cities that you mentioned, and pass the-
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repeal bill so that we will take in taxes which now the Government
does not get, and in this way reduce other taxes, all of which will be
helpful to business.

Senator Kine. You regard.it as indispensable, however, for the
maintenance of the credit of the Government in view of this prodigious
bond issue which will continue, that we balance the Budget?

Mr. Brock. That we balance the Budget.

Senator King. Yes?

Mr. Brock. That should come first.

Senator GEorGE. Mr. Block, I assume that you hold to what we
know as the quantitative theory of money? I judge you do by in-
sisting on gold and gold alone.

Mr. Brock. Ido not know that I understand, Senator, the question
of the quantitative money. Meaning that we should all have a lot of
money?

Senator GEorge. No, meaning that we should not have very much
money for fear that the governments may be tempted to overissue.
In other words, that the price of your money is limited necessarily by
the amount of gold in the world; is that your theory?

Mr. Brock. No.

Senator GEORGE. And as long as that base is maintained that you
can not run to excessive issues?

Mr. Brock. You can not run to excessive issues if you do not bal-
ance your budget, if you are continuously spending more money than
you are taking in.

Senator GEORGE. I am speaking of the money theory. You in-
sisted, that there be but one metallic base, and that is gold?

Mr. Brock. Yes.

Senator GEorGE. Just what is your idea in insisting that you just
have gold?

Mr. Brock. Because I fear that an inflation would occur which
would bring chaos. ,

. Seg’mtor Groree. In other words, you are looking for a limited
ase?

Mr. Brock. Well, let me call it the present gold limit base.

Senator GEOrGE. Yes. That is what I had in mind.

Mr. Brock. Yes.

Senator GEorGE. That is what 1 apprehended was back of your
statement. Of course, you do not think that the Lord made money?

Mr. Brock. Some people—

Senator Georce. You know it is purely the creature of law?

Mr. Brock. Yes; I agree in that.

Senator GEorGE. Absolutely.

Mr. Brock. I believe that.

Senator GEorGE. And so far as money is concerned, there would
not be any better money than paper money if you always hold that
issue within bounds?

Mr. Brock. And if you could not get it through other channels.

Senator GeorGe. Yes. That is what I mean. If you could not
start the printing presses. So your idea is— .

Mr. Brock (continuing). And could not use it for a million other:
purposes, thereby changing the value all the time.

Senator GEoRrGE. Well, you do not think that the value of gold
changes like other commodities also? Not so rapidly?

Mr. Brock. No, sir; I do not.
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Senator GEoraE. Not so widely?

Mzr. Brock. I do not think so; no, sir.

Senator GEORGE. You do not have an idea at all that perhaps our
monetary system may be partially responsible for the value of gold
at this moment? .

Mr. Brock. I do not think so. I do not pretend to be so wise that
I know it all, but I do not think so. )

Senator GEorGE. You do not go back to the old theory of the in-
trinsic value of gold, do you, Mr. Block? )

Mr. Brock. 1 have studied it and I am giving you my best judgment
in my statement. . .

Senator George. Yes; I am curious-to know, though, just what is
back of it, because everybody that comes, of course, 1s going to say
that we must not get off the gold standard, and personally I agree with
you, but then I haven’t any such idea as a great many other of the
witnesses no doubt are going to express here from time to time. I do
not see any reason for saying that there should be but one metallic
base unless you go farther back and say that you can not have two
standards. But the real value of gold is a base, and as long as you
maintain reserves and have a proper relation to the currency that is
tied to it, that will prevent, of course, any undue inflation. It will
prevent you from just simply setting your printing presses in use and
working if you have got a paper currency altogether.

Mr. Brock. The value of silver, according to my mind, will change
no matter what the Government may say about it, because it is used
for so many other purposes besides money.

Senator George. Well, undoubtedly it will change more than gold.

Mr. Brock. Yes.

Senator GEorGE. I grant you that, because it has a wider com-
mercial use.

Mr. Brock. Yes, that is right; and that is the danger.

Senator George. Yes.

The CHARMAN. We thank you.

Mr. Brock. Thank you.

The CrarrMAN. Dr. Herman F. Arendtaz.

STATEMENT OF DR. HERMAN F, ARENDTZ, ECONOMIST OF THE
UNITED BUSINESS SERVICE, BOSTON, MASS.

The CrarrMAN. You may proceed, Doctor.

Doctor Arenprz. In treating the current depression it has been
my belief that we are dealing with two depressions, one superimposed
upon the other.

Senator BarkrLey. Mr. Chairman, might we know the identity of
the witness?

Senator Kina. Doctor Arendtz, of Harvard.

" Doczor Arenprz. Economist of the United Business Service at
resent.

The first is the familiar credit crisis that we have had in this country
again and again resulting from the collapse of overextended credit.
The second is a long and grinding world depression caused by falling
world prices. The first struck us in the stock market. When we
seemed to be getting over that in the spring of 1930 the heavy weight
of the world depression bore down on it, and since then we have
suffered in common with the world from that.
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As to the first, it is due to the money credit system which we have.
We talk about the United States being on a gold standard. Actually
it is & managed credit system with a gold fagade. The reason I say
that is this, because the chief instruments of conducting transactions
are bank deposits subject to check. Eighty-five to ninety per cent
of all transactions are done with checks normally. Probably some-
what less now because so many banks have failed that people use more
currency. The question of whether you peel a note off a roll, as they
ao in Europe, and pay a bill, or whether you write a check against
your bank account, is merely a matter of method. The actual volume
of currency includes not only ordinary paper and coin, and so forth,
but bank deposits subject to check.

Now, if you figure that way—and I do—the actual gold cover in
1929 was not the 60 or 70 per cent that the Federal reserve gold ratio
reports, but against the whole of that currency was only 18 and a
fraction per cent. And to-day it is about 21.6 per cent. I do not
think that is too much gold. It is so little that the value of gold does
not determine it. It is the expansion and contraction of credit that
does it and carries the gold with it.

Now we expanded credit steadily in 1927, 1928, and 1929, in fact
really since 1922, and then the thing got so top heavy it just collapsed.

As to the world depression, the whole debt situation was built up
during and following the war to a point where it could not stand any
more debt inflation of any sort. And then we got a series of years
in which the gold output was steadily increased at a steadily smaller
percentage than the normal volume of goods and services produced
for sale, That would have caused a gradual decline in world prices
if it had not been for the credit expansion here and the tremendous
investments of Americans in foreign securities which overflowed this
credit expansion here out into the rest of the world and filled up the
gap that failing gold production had left. Then when we broke down
and failed the whole thing came down together.

The CuairMaN. Approximately $10,000,000,000 of foreign invest-
ments held by Americans.

Doctor ArRenDTZ. Yes; I should say. And as that went on year
by year it filled up the gap that the failing gold production had left
and prevented a decline in world prices which would have come other-
wise, and then when we failed, when American investment and credit
expansion collapsed the whole thing came together—crashed at once.

Now, that at least is the theory that I believe to be sound with
regard to the primary underlying causes. I have here, for instance,
Doctor Harwood’s book on ““Cause and Control of Business Cyecles,”
in which he treats the credit expansion side in the United States
alone. But I do not think that is adequate, because the world
depression arising from the other cause I mentioned ultimately
became more important, and still is. )

Remedies one can divide into two or three groups. First is imme-
diate. Immediate relief is obviously necessary. Relief to prevent
the banks from collapsing, relief to prevent insurance companies from
collapsing, to keep railroads functioning, and to keep people from starv-
ing. Those things are absolutely necessary. Apparently the greater
part of that has got to be done on Federal credit, on Federal Govern-
ment credit one way or another. It would look so.

Senator Kina. Not State or municipal?
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Doctor ArennTz. Yes; State too. But I think perhaps the
greater part of it has to be Federal. I may be wrong there, but
certainly a very large part of it has got to be done on Federal Govern-
ment credit one way or the other.

Senator Couzens. May I ask a question at that point?

Doctor ArENDTZ. Yes.

Senator Couzens. Do you believe that in keeping the railroads
functioning and the banks functioning that you have got to main-
tain an unstable capital structure?

Doctor Arenprz. Temporarily maybe you have.

Senator Couzens. What is the use of doing it temporarily if it
later collapses? .

Doctor ArEnpTz. Well, the only hope is that if you do it temporaril
you may in the meantime be able to create better conditions so it will
not collapse.

Senator Couvzens. Well, we have been doing that in Detroit for a
long time and the State of Michigan has collapsed.

Doctor Arexprz. Well, that is the danger, but relief is principally
necessary. Can Federal credit stand it or will that collapse? That
is one way of putting %our question, is it not?

Senator Couzens. That is what I am asking you.

Doctor ArEnNDTZ, Yes. o )

Senator Couzens. Whether Federal credit can maintain this un-
substantial credit structure that now exists?

Doctor ArEnpTz. Nobody in the world, I think, can answer that.
It depends on how much of it becomes necessary. Ultimately if it
has to go on and on even Federal credit will collapse too, without any
question.

Senator Couzens. Would you be willing to take the hazard of
Federal credit collapsing so as to maintain an unsubstantial credit
thitt n?ow exists in private concerns and State and railroads, and
others?

Doctor ArenpTz. I would try to avoid that by every possibility.

Senator Couzens. Yes. Butimmediate action is necessary. Iam
trying to get your experienced judgment as to how far we should go
In trying to maintain an excessive overcapital structure.

Doctor ARENDTz. The capital structure has got to be reduced, and
I think that the bankruptey bill now pending is useful to that end,
and I think that ought to be done to meke every effort to make the
Federal relief as small as possible.

Senator Couzens. Well, assume that that could not be done in the
next few months, would you suggest that the Government continue
to extend its credit and hazard its credit to maintain that structure?

Doctor ARENDTZ. What is the alternative? Let them all go?

Senator Couzens. I am asking you.

Doctor ArRENDTZ. The alternative seems to be to let them sll go,
and since there is no reasonable hope of reforming the structure and
making it sound without complete chaos and a general collapse, my
answer would be, * Yes, I would.”

The Cuarrmax. In other words, if the Government did not assist
at this time the collapse would come quicker than if it did?

Doctor ArRENDTZ. Precisely.

Senator Couzens. What is the use of sustaining it if it is going to
go anyway? The Senator from Utah says that to sustain it you
prevent it from going earlier.
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The Cramrman. I said, “if*” Senator Couzens. I did not say that
it will. But my question was “if.” I did not say that it will go.
But I think perhaps the only way to prevent it from going would
be through the Government assistance. I do not believe it ever will.

Senator Couzens. Do the Senator and the economist mean that
the Government should sustain it without any plan of reducing the
structure?

Doctor ARENDTZ. No; I do not mean that by any means.

The CuarmaN. No; I would not think of that at all.

Senator CouzeNs. What are you going to do if Congress does not
adopt effective ways of reducing and strenghtening the structure?
Are you going to take the hazard of jeopardizing Federal credit?

Doctor ARENDTZ. I see nothing else possible. If the temporary
relief is let ride as that and nothing else, and nothing else is done,
-your collapse will coine anyhLow.

Senator CouzeEns. What effect is that going to have on the Federal
credit any differently than a failure to exactly balance the Budget at
this time? In other words, how can the Federal Budget be balanced
if you are going to extend this aid to the present capital structure and
count it in as an effective pressure upon Government credit?

Doctor Arenprz. 1 was coming to that in just a minute.

Senator Couzens. All right. I beg your pardon.

Doctor Arenprz. Next to the matter of immediate relief it seems
to me comes the question of balancing budgets, not only Federal but
State, municipal, business, and every kind. There has got to be a
readjustment. I do not think there is any reasonable possibility by
any practicable method of restoring the price level all the way. Now
I will speak more about that. But there has got to be a readjustment.

Government is costing the people more than they can afford to pay.
‘With a nstional income of $85,000,000,000 in 1929 1t might be possible,
and was, to support it, but with that cut from $85,000,000,G30 to
$37,500,000,000 we can not afford to pay the price for Government
that we pald when we had $85,000,000,000. And that means that
there have got to be cuts. And the budget should be balanced by
cutting expense. Not by putting new taxes on an impoverished peo-
ple. I think that plan of increasing taxation on an impoverished
people is one that would shame an oriental despotism. I do not
think it is possible. .

Senator Covzens. Have you analyzed the Treasury bookkeeping
system?

Doctor ArexpTz. Not closely. I have seen the Budget and those
estimates, but I have not analyzed the bookkeeping system as such.

Senator Couzens. Then you have not discriminated between the
Government advancing $500,000,000 to the Reconstruction Finance
Corporation and the $125,000,000 more to the Federal land banks
and some more to a liquidating banking corporation being placed in
Government expenditures?

Doctor ArENDTZ. Yes; I have faced that one,

Senator CouzeNns. And you believe that with the present system
of bookkeeping then that should be balanced each year? o

Doctor Arenprz. I do not think it is possible to balance it this
year. But we should aim to balance it just as quickly as possible.

Senator Couzens. Yes. Well, of course everybody agrees with
that. But do you mean that we should attempt to raise out of
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taxation or reduce other expenses to the point where we can balance
expenditures like $500,000,000 to the Reconstruction Finance Corpo-
ration in one year or two years? ) ) )

Doctor ArEnpTz. As I say, I do not think that 1s ppss1ble, but I
think that we should come as near to it as we can, and in every case
should provide in the budget for interest on any new loans sinking
funds on it.

Senator CousEns. Yes, and in the meantime you should prefer
to cut wages and dismiss employees and cut expenses so as to pay
intercst on the money which we borrow to put into the Reconstruction
Finance Corporation? .

Doctor ArENDTz. I am not very strong for dismissing too many
employees, but I am for cutting wages and salaries of Government
employees from the President down, well, somewhat in proportion—
perhaps not quite as much, but somewhat in proportion to the extent
to which they have been slashed in private industry.

Seanator Cousens. So that in effect we may pay the interest on
some billion dollars that we put into the stock investments to maintain
the capital structure of the country?

Doctor Arenprz. I think that is necessary.

Senator BArkLEY. Aside from any money put into the capital
investment for reconstruction, or for the Reconstruction Finance
Corporation, or for any other of these extra governmental activities,
at the present rate of income and outgo we would have to reduce the
expenses about o billion dollars to balance the budget now if we do
not pay out any more for any of these things.

Doctor Arenprz. Well, do you want me to suggest possibilities in
that respect?

Senator BarkrLey. If you have possibilities.

Doctor Arexprz. Well, here is one. It happens that when I was
16 years old I went in the Massachusetts Naval Reserve in the
Spanish War, and as T understand the matter I am entitled to free
hospitalization. All T did was get some good training and have a good
time and paid what I was worth forit. Now I do not see any sense in
that. I think that veterans’ remunerations for sickness or injuries
not connected with war service should be cut off. That is one thing.
. Then I think that all pensions can properly and should be reduced
in this way. The purchasing power of the dollar is much higher than
1t was in 1929. Now if a pension of so many dollars was adequate in
1929 & smaller one will have the same purchasing power to-day and
does not represent any real reduction.

Senator BARKLEY. You are going on the assumption that whatever
allowance was made to veterans was an exact justice to them at the
time and that therefore it is more than justice to them now?

Doctor Arenprz. No. I would not say that. I am goiiw on the
assumption that whatever was made to them at the time was then
considered reasonably adequate—without raising the question of too
precise justice—was considered reasonably adequate. And it would
be equally reasonablyradequute if it were reduced.

Senator BArxLEY. Those allowances were not based upon the cost
gg i)l:;me%r nig‘gey Wel.'g. basetgl upon the proportion of a man’s injuries
capacities, of co 1 :
pod i norIx)nal Wa’ges. urse assuming that he was normal and

Doctor ArEnDTz. Very well. His earning capacity has declined.
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Senator BArRkLEY. Of course the earning capacity with everybody
has declined, whether he was in the service or out of it, and regardless
of his degree of disability for any cause.

Senator King. Senator, that would not be true of pensions because
pensions were granted in many instances without any disability at all.

Senator BARrLEY. Yes, service pensions.

The CraIRMAN. There are $400,000,000 of that kind of pensions
paid to-day.

Senator BarkLeEY. Well, I do not care to go into a detailed discus-
sion of that. But what other item have you?

Doctor ARExpTZ. General reduction of salaries, as I suggested,
somewhat like the reductions that have been made in private
industry.

Senator Kinc. And States and counties?

Doctor ArenDTZ. I think if the Federal Government set the ex-
ample the local pressure on the States would make the States and
municipalities follow suit pretty rapidly.

Senator King. Do you not think the States and municipalities are
setting the precedent for the Government?

Doctor Arexprz. In fact they are.

Senator BARKLEY. Is it not a fact that public offices of municipali-
ties and counties and States are much closer to the people and are much
more immediately responsive to them than those in the Federal
Government, and if there is any example to be set the States and coun-
ties and municipalities should not sit around waiting for the Federal
Government to set the example; they ought to set 1t themselves?

Doctor Arenprz. Well, they are in some places.

Senator Covuzens. I assume then on your theory that the purchasing
power is much greater, that we ought to cut also all the interest charges
on our securities, because they are getting the same interest rates that
they did previously and they are getting much more purchasing
power?

Doctor Arexnprz. Is that possible?

Senator Couzens. Well, I think it is just as possible as it is to take
the food out of babies’ mouths.

Doctor Arenprz. With a lower purchasing power the lower wages
do not do that.

Senator Covzens. It would not do it with the man who was re-
ceiving interest on bonds either, would it?

Doctor ArexpTz. Quite so. I am not questioning the matter of
abstract justice in the matter. I think you areright. But practically
it may not be possible, that is all. i

Senator Kina. However, Senator Couzens, interest rates have
fallen during the past years. .

Senator CouzeNs. I am talking about the securities that were
issued

Senator GEorGE. Fixed rates. .

Senator CouzeNs (continuing). During the prosperous periods.
And the securities that the Government now has are drawing 4 and
4% per cent, which were sold at what we might call inflationary
periods, and if those salaries and compensations to veterans were
fixed at that time it is assumed that they were all fixed on the rela-
tive value of things. If you are going to take it out of one group
then take it out of all groups.
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Senator King. What do you sa(}:Jr as to the effect upon the ability
of municipalities, States, and the Government to issue securities and
find a market for them if it is understood that there will be a con-
stant reduction in the interest rates if there should be a decline in
business and in prices?

Senator Couzens. Why treat dollars different from what you do
individuals?

Senator King. I am just asking the question.

Senator Couzens. I do not know. I do not think you can treat
them any different.

The Crairman. I think, however, that there is hardly a city or
county or a State but what has borrowed up to the limit now. If
tlﬁey do anything they ought to reduce them rather than increase
them.

Senator Couzens. The Senator from Utah has said what I have
in mind. That every agency that can come to the F. R. C. is in-
creasing their indebtedness, snd I am opposed to it.

Senator King. Hear! Hear!

Senator Couzens. It is time now for the Federal Government to
stop trying to maintain excessive and ridiculous capital structures
and paying the interest to a special group and at the same time
urging and campaigning with all sorts of propaganda to balance the
Budget out of the hides of veterans and employees. There is no
justice in that. If the Government is going to be just it ought to
treat all alike. You can not do it any other legal way. If you can
not reduce legally, as the witness says, interest on bonds, why, let us
default.

The CratrMAN. Proceed.

Doctor ARENDTz. That covers the first point; that is the matter of
cutting down cost of Government to the price level which exists.

The second line of attack is that of building up the price level more
toward-—it will not be built back to it in any case, but more toward
the level which it was. That is largely a world problem. I mean to
say that to build the price level up in this country alone, if it could
be done, would simply result in making this country a wonderful
place to sell goods in and a velg poor place to buy them in, with a
resulting draining out of the gold in payments for a surplus of imports.
until the price level was brought down.

The CralrMaN. And that would be the natural result.

Doctor ArexpTz. Yes; the plans for building up the price level are
generally those of inflation in some form, Now inflation is wanted
primarily in order to furnish more purchasing power. Purchasing
power 1s what is down. It is not overproduction, it has been pretty
well shown, that lies back of this depression, but decline in demand.
It is not overproduction in the sense of a sudden and great excess of
production. It is overproduction in the sense that more is produced
than can be sold at a profit, but that is because the demand has
fallen, not because the increase in supply is so great.

. Senator Couzens. Does the witness intend to imply that at no
tml‘)‘f’ during the period around 1929 was there any excess production?
octor ARENDTZ. In 1929 there was a comparatively small excess

in production, but nothing that
n production, o g would account for any such collapse
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Senator Covzens. That is perhaps true, but was there not a con-
stant desire on the part of every one to increase production by capital
expenditures?

Doctor ArENDTZ. Yes; but in spite of that the figures of industrial
production, of crops and so forth, as I brought out in my little book
there, did not show any extraordinary increases. They do in a few
items. There are a few items that do. The rest did not. Rather
steady normal increase, one might say. It is the purchasing power
that collapsed rather than the sudden outburst of supply.

1Slenatgr Couzens. Well, what caused the purchasing power to
collapse?

Doctor ArReNDTZ. The fundamental reason I believe to be the fact
that gold production proceeded at a rate of less than 2 per cent through
a number of years, while the production of goods and services for
sale increased at the rate of over 3 per cent. Now most economists
agree that is a normal rate.

Senator BArRkLEY. Is that an annual increase you speak of?

Doctor AreENDTz. Yes; and that, most economists agree, is & nor-
mal rate. Of course had it been possible to constantly increase the
credit money structure it might have moved them on that, but it was
not done except in this country.

Senator Covzens. I will agree with you that the increase was not
so substantial, but if you will watch the graph of the increase in
manufactures, and then if you compare that with the graph of the
rise in credits and debts you will find it is enormous.

Doctor ArReNDTz. I am speaking of credit money. Of cdebts you
are right. But of credit money I am speaking.

Senator Covzens. What 1 was getting at, though, was this:
What effect do you think the fact that the manufacturing graph shows
along like that, a very gradual increase, and the debts up like this,
almost twice as much? 1 ask you what effect the increase in the
debt structure had upon the purchasing power and the welfare of the
country as a whole?

Doctor ArenDTz. The Increase in the debt structure—that is so
far as it was interest-bearing debt—would not have direct effect
except so far as those securities became the basis for loans which
would go into bank deposits subject to check, and therefore into
actual purchases. .

Senator Couzens. Of course that is a rather complicated answer
for a layman to get. .

Doctor Arenprz. I know it. I agree with you.

Senator Couzens. But at the same time it was certainly taking out
of the purchasing power an enormous amount for interest charges
which went back, if you please, into bank deposits and otherwheres,
but not into consumption, .

Doctor ARENDTz. I am not so sure about that not going into
consumption,

Senator Couzens. Well, I am quite sure about that.

Doctor AReNDTz. When people get interest they have to do some-
thing with it. They do not bury it in the ground. It works out
somewhere. .

Senator Couzens. Oh, they get it back and put it into more invest-
ments, put it into more debts, and more interest is the result. )

Doctor Arenprz. All of which creates a very top-heavy speculative

structure.
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Senator Covzens. Now you have come to the point.

Doctor ArunpTz, Quite so,

Senator Couvzens. That is just what I wanted to develop. So that
in effect the whole situation, at least a great percentage of it, is due
to the absurdity of building up & debt structure such as we did during
the period referred to.

Doctor AreEnprz. Well, I will have to come back to my original
distinction between the two depressions, the one characteristically
American, which is what you say, the expansion of speculation on
credit, and the other the long world depression, which is not primarily
connected with that at all. Now so far as this country goes you are
absolutely right. It is that speculative pyramid built on credit that
]f;i[}ped over. And we have had it before; we have had it time and again

efore.

Senator Couzens. And when that terrible pyramid of debts topples
over what effect does that have on the rest of us? What effect does
it have on commodity prices?

Doctor ArRExDTZ, Well, it results in a lot of liquidation and the
wiping out of bank currency; by that I mean demand deposits subject
to check; and the wiping out of a lot of bank currency helps to bring
down prices.

Senator Couzens. And of course it curtails purchasing power?

Doctor ArReNDTZ. Because it curtails purchasing power in fact.

Going back to the possibilities of raising the price levels, there are
three ordinarily spoken of. One is the reflation of bank credit. Now,
the Federal Reserve for the past year has been trying to effect a
reflation of bank credit by buying Government securities and putting
excess reserves at the banks’ disposal hoping that that would expan
their loaning policies. But solvent borrowers have already got as
much money as they need to finance what little business they can do.
And borrowers who merely want to be carried and can not show profit-
making possibilities bankers are not interested in. And so it has
simply failed to expand, thatisall. Ithas been impossible to expand it.

And there I want to call attention to the unsatisfactory character
of our currency system, which I repeat is primarily a bank-managed
currency system. It is bank deposits and checks. What we call
ordinary money currency is only a very small part of it. We will say,
perhaps 20 per cent.

Senator Couzens, Not that much.

Doctor ARENDTZ. At the most. I want to be liberal about it.

Senator Couzens. It will not be 20 per cent.

Doctor ArenpTz. Maybe it will not. But somewhere between,
anyway, 10 and 20 per cent.

Senator Couzens. As a matter of fact, the currency question is not
the important factor in this whole collapse, is it?

Doctor ArExpTz. Why, I think if it had not been possible to expand
the bank credit currency—if they had not been able to finally set up
deposits and make loans they never could have flown so high and they
consequently would not have fallen so far.

Senator Couzens. That is true, but that does not exactly answer
my question, I ask you if it is not a fact that the currency question
in itself and by itself has not been the reason for the great crisis?

Doctor Arenprz. I am not quite sure I understand what you mean
there. It is impossible to disassociate it, pick it away from the rest.
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Senator Couzens. Well, it does not seem to me that it should be so
very difficult when you can reduce it to percentages.

Doctor ARENDTZ. Percentages of what?

Senator Couzens. Percentages of the relation to currency and the
kind of credit that you have just been speaking about. In other
words, if you concede that currency had somewhere from a 10 to a
20 per cent relationship to the whole debt structure and the whole
business structure.

Doctor ArExDpTZ. No; I do not mean that. I mean to say that of
the actual currency that is used as purchasing power there at are least
$4 in checks—that is, bank credit currency used as money—to $1
in what we call pocket money or paper bills or coin or what have you.
Now that sort of currency we have found expands, and expands too
freely when confidence is high. People want to borrow, and it looks
good. And the banks are willing to lend. And it expands when it
ought not, perhaps. Themanything that happens to chill confidence,
things turn down, it looks bad, it immediately contracts violently.
The bankers have to in their own defense. I am not blaming them
any. If I were a banker I would do the same thing for my own pro-
tection. I would have to.

Senator CouzeNs. What is the prevention of that?

Doctor Arenprz. 1 was going to suggest one thing, and that is
higher bank reserves; and I think all the banks should be brought
under Federal jurisdiction, and every bank taxed out of existence
that does not join the Federal reserve system where it can be con-
trolled, and higher reserve ratios required in the future. That is
locking ahead a ways, but that seems to me necessary. 1 do not
believe & cover of 18 or 20 per cent is adequate in times when confi-
dence is threatened. Most any cover, or none, will work when
confidence is high. If nobody wants to get gold—if you substituted
pigs of lead and they did not know the difference it would work just
the same as long as confidence ran high. But the structure has got
to stand the strain and not merely work in good times.

The purpose, as I say, of inflation, is to increase purchasing power—
to go back to that. And this expansion of bank credit is appar-
ently not possible until confidence returns.

Senator ConNALLY. Mr. chairman, may I ask the witness a ques-
tion right there? :

The CuairMAN. Senator Connally.

Senator ConnaLLy. Is it not the purpose of the Federal reserve
law to do that in a measure now through the raising of the rediscount
rate? : . .
Doctor Arexprz. They tried to control the credit structure that
way. That is one of the ways. Open market purchases is another.

Senator ConvaLLy. Your idea is that either it has not been exer-
cised properly or does not work? .

Doctor ArRENDTZ. No; my ideais this: I do not think at the present
time it is possible to reflate bank credit.

Senator ConnaLLy. Yes, but I am talking about the other way.
You said you wanted larger reserves?

Doctor ARENDTZ. Yes. . L

Senator ConvaLLy. So as to prevent too much inflation in times
of confidence and prosperity?

Doctor ArenpTZ. Yes.

o 159450—33——7
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Senator ConvaLLy. Now, Doctor Arendtz, the theory of the
Federal reserve was that in a period of that kind they would reach
the situation by raising the rediscount rate.

Doctor Arenprz. That is the theory.

Senator ConNaLLy. And you don’t think that that has worked, or
is it because the Federal Reserve Board has not exercised that power?

Doctor ARENDTz. Well, it obviously has not worked, and the
reason is, I take it, that they would not, as I would not want, to stand
before the country in the position of stopping, checking, reversing
a period of good business. When business is booming and going
strong the Federal Reserve Board-—suppose they had put the screws
on, had raised interest rates, sold Government securities, a great
howl would go up from the country, attacking the board for slowing
down business. That is the difficulty always with a managed cur-
rency, the difficulty of management. It is easy enough to expand it.
For 1nstance, if it 1s paper bills you can print more of them but when
it comes to checking the thing, apparently no human power is ever
wise enough or strong enough, or even willing, to say no to an eager
nation. I could not be, I am quite willing to admit.

Senator ConNarLy. In 1929, when we had the gigantic debauch
in stock-market speculation, if the Federal Reserve Board and the
authorities had put on the interest rate a little earlier that would
have had the tendency of slowing such things down, wouldn’t it?

Doctor ArenpTz. Yes. It would have slowed business down along
with speculation.

Senator CoNnaLLY. Well, business would have been better off if it
had been slowed down before it went off the cliff, wouldn’t it?

_ Doctor ArenpTz. Yes. But at such a time it seems to be humanly
impossible for any board of men to stand up and face the country and
tell them: No, you shall not. You see, the people will say: We are
on the high road to prosperity. We are in a new era. No, you must
not do it. And so it is that I say: Who will put the brakes on at such
a time? Who can do it?

t}hSel‘?mtor ConnNaLLy. well, they did finally put the brakes on, didn’t

ey?

Doctor ArenpTz. Yes, but it was after it had got too far. And
not even then, you might say, for all practical purposes. So the
situation is that I have just lost faith in humanly-managed systems.

Senator ConnaLLy. Well, how are you going to get any other kind
of system by legislation?

Doctor ArenpTz. Well, by means of more hard money and less
?redlt. That is the answer. That is the thing I suggest, hard money
or use.

Senator ConNaLLy. Well, as to the matter of gold, we certainly
can not make any more gold by law.

Doctor ArenpTz. No, but you can add a silver supply to it. You
can remonetize silver. That will help some.

Senator ConnaLLy. Possibly.

Doctor ArExDTz. In conneclion with the matter of management
may I say this: I feel that we are threatened with something that will
ultimately turn out even more disastrous than what we have had in
the past, and that is this: Is it a conspiracy or what? This plan or
program of a number of economists and international bankers to
create an international facade, a gold base but an internationally-
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managed credit currency. That is, that you will put certain inter-
national bankers and their economists in control at Basle, a bank of
international settlements for example, and they will shuffle and manip-
ulate world credit, and fix prices stable based theoretically on a gold
system. But that gold base is only a gold facade for a managed gold
credit currency. And it will not work. It has not worked.

The CrarMaN. Oh, that is only a dream. It has made no head-
way so far as the governments of the world are concerned.

Doctor ArREnDTZ. Yes, Mr. Chairman, it is a dream. But itis a
dream that will be raised in the forthcoming economic conference.
And it will be backed by some very powerful names, and a big effort
will be made to put it across. I think the thing is the most dangerous
we have been faced with at all. What we have to do, and it may not,
be nice or easy, is to get back to less managed credit and more hard
money. Every managed credit system so far has turned into a mis-
managed system, and I do not believe that with these new people it
would be any different.

Senator Kinag. Doctor Arendtz, your theory, as announced in your
admirable little book, is that nature has furnished approximately 3
per cent accretion to the metal base of the world for an indefinite
period, that production has been substantially between 3 and 4 per
cent. There must be a relation between any increase in metallic
base and the production of the world. And you have shown there in
your little book that the world’s gold supply is diminishing—or as it
was for a number of years, although there has been a slight increase I
believe this year, and there is bound to be a fall in price in that case.
And if gold shall continue to diminish in production the prices in-
evitably must fall, if they rest solely upon a gold basis. Thereforoe
you suggest that it would be wise to strengthen the metallic base
because gold production is inadequate to furnish the 2 or 3 per cent
necessary for stabilization of prices as measured by production.

Doctor AreEnpTz, Precisely. There will be one of three things:
Either falling prices owing to inadequacy of gold, or a managed credit
to supply a constantly higher credit money base, or else a reinforced
metallic base.

The first we do not want. And the second is bound to be mis-
managed and disastrous and cause a collapse. War will break it,
has in the past without any question, and other conditions might,

I do not believe, I have not confidence enough in the wisdom and
moral strength or whatever you may call it, of any group of men to
sit on a pedestal and manage world credit and currency for us. And
that is so even if the world would put confidence in them, and it won’t,
and you won’t get international cooperation. When you want cen-
tral banks to cooperate with this thing what do you get? Even if
there were not the world’s fear of it, when it comes to the matter of
the cooperation required it may be considered, by some, contrary to the
national interest, we will say of France, or of Great Britain, or of the
United States, or of somebody else. Central reserve banks can not
cooperate against the interests of their own nationals. They would
be removed at home if they did it, and they just will not do it.

Senator Couzens. Isn’t it a fact that in 1927 the public relied very
much on the advice of President Coolidge and Secretary Mellon?

Doctor Arenptz. I suppose so. At any rate, they tried to coop-
erate in the interest of world welfare and to stop the speculative orgy
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that in the main we are now trying to untangle. So far as a reflection
of bank credit demand is concerned it comes only after confidence
returns and it therefore becomes profitable to borrow money for busi-
ness purposes, when one thinks he can make a profit out of it. Ido
not believe that confidence can be restored by just saying: Have
confidence; nor by any psychological treatment. )

Senator Couzens. Which means, what guarantee will you have to
put confidence in, is that it?

Doctor ArENnpTz. Well, in 1929 business confidence was never
higher. Lack of confidence did not do it. Lack of confidence and
the fear complex came afterwards, when the downward spiral had got
started. Then that stimulated fear and produced lack of confidence.
Some concrete physical cause is going to be necessary, like the primer
in an engine if you will, such a thing as that is necessary in order to
restore confidence.

Senator HarrisonN. Doctor Arendtz, won't you elaborate a little on
that?

Doctor ArENDTZ. Say, an influence to bank credit reflation, which
I think is not possible until confidence comes. The paper money
programn I think is a delusion and a snare. In the first place, paper
money inflation will raise prices in the United States only, and there
has got to be a lot of it to do that. There must be a lot of paper
money issued to do that. And it will not raise world prices because
it does not circulate outside of this country. The only way it would
contribute toward raising world prices, if we are to maintain redemp-
tion in gold, would mean just putting out gold in exports constantly,
and gold would do some good 1n that particular, but it won’t last.

Senator HarrisoN. You say it would take a lot of paper money.
How much would you say?

Doctor ArENDTZ. Oh, not less than $2,000,000,000.

The CHaIRMAN. And that would not do it?

Doctor Arenprz. I doubt if it would. I said not less even than
that. And I do not mean to say that that would certainly be enough.
The thing is this: If you start prices up, if you succeed in stopping
the downward trend and start even a small upward trend, the change
in sentiment will do the rest very often. You do not have to produce
it positively. What you need is a primer. Or, in other words, you
do not have to put enough gas in the engine to run it for all time, but
you do have to get it started.

The CoamrMaN. And do you think that would do it?

Doctor Arexprz. That would start it along the road.

Senator HarrisoN. In the last three years and a half we have had
an expansion of $3,500,000,000 in circulating money, and at the same
glmsqprlces bave continued to go down. What has been the cause of

ats

Doctor ArENDTZ. That was because half of that, in management,
has simply replaced bank deposits, which were formerly used. There
are considerable sections of the country now using currency that used
to write checks.

_Senator HarrisoN. We would still have to increase it by half a
bll]l:l)on dollfirs.

octor ARENDTZ. Yes. The most of that ma into.

hoarding as a result of fright. y have gone into
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Senator HarrisoN. So that the amount of money theoretically in
circulation, and the most of it now is theoretically so, because 1t is
not working or turning over, is that it?

Doctor AreEnpTZ. The most of it is either hoarded or being used to
draw checks on.

Senator HArrisoN. And any amount of money, currency, or any
other kind of money, that we printed or coined, probably would find
its way ultimately into the same hoarding places where it is now.

Doctor ArENDTz. I think not, not if you put in enough to check
the fall in prices and start a turn upward. As soon as it becomes
evident that the price level has turned up, instead of down, then people
want to buy, and the existing purchasing power would be released.

Senator Harrison. That will happen in any event after prices start
up, without any inerease in money. That is, what money is in exist-
ence now would start its daily dozen, so to speak.

Doctor ArEnptz. That is true when prices start up. My own
thought about the inflation is what is wanted to make that start, is a
primer.

Senator HarrisoN. You are against paper inflation?

Doctor ARENDTZ. I am. And another reason is this: That when
you once put an issue of paper money into circulation you never can
get it out. It stands indefinitely as a liability against the Govern-
ment. That during Civil War days we had & large crop of green-
backs. The idea was that it would be a noninterest bearing loan
and would save the Governiment interest, to issue paper money.
The same idea is being advanced now, that it would save interest
on bonds if the Government would print that kind of paper money,
and then retire it at some later time. But you can not retire it,
and for this reason, that when they tried to retire the Civil War
greenbacks, and there were some $70,000,000 retired, a great howl
went up that the Government was making money scarce and injuring
business. And of course it was true to this extent, that they were
taking current purchasing power out of business and putting a pressure
on prices.

And the same thing has been true in the matter of world experience.
Any country that has put a lot of paper into circulation has been
unable to get it out. That was true of France, although it was
controlled to some extent. Italy did the same thing. In Germany
it went down and went out of control. And I would say that that
would happen here. It might be quite possible to control it here,
to restabilize it at some lower level, as France and Italy did. It has
been done at other times, but you can not get it out of circulation.

Senator HarrisoN. They only attempted to stabilize it after it
had become so enormous as to be almost worthless, especially in
Germany.

Doctor ARENDTz. Yes; but I am now talking about France and
Ttaly, that did stop it on a lower level. But it might get out of control
and go down and out like Germany. But it is not at all sure that
you can do that. It is only fair to assume that it might be stabilized
at a lower level. Nevertheless it does not help world prices at all,
and once it was in circulation you could never get it out. And if
you face a subsequent crisis that paper money circulation is a limit
on your Government credit. It stands there like a sickle, around the
neck of the Treasury always. Thatis the main trouble with it.
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Senator Couzens. You would not recommend that we attempt to
do anything like that in this country, would you? .

Doctor AreEnptz. No. I do not like the idea of putting that sort
of thing out if it can possibly be helped. Conditions might come to
the point where it was the only thing that could be done in order to
pay Government expenses, and that was so in the Civil War.

Senator Couzens. Are you going to make any suggestion as to how
we might somewhat regulate the purchasing power of the dollar?

Doctor Arexprz. Well, I don’t know. I doubtif

Senator BarkLeY (interposing). Senator Couzens, before he does
that I should like for him to discuss the different plans of inflation.
He started a while ago to discuss seriatim that matter, if I am correct
about it, and I should like to have that discussion preliminary to an
answer to your question. ]

Senator Covzens. Then I withdraw my question.

Senator BarkLEY. Doctor Arendtz, suppose you answer that pre-
liminary to your answer to Senator Couzen’s question. )

Doctor ARENDTZ. The other plan which I have advocated is the
remonetization of silver. Now, the reasons have been to some
extent stated. For centuries the world output of silver and gold
together met the situation in fact. This idea of a single gold standard
is only about 50 years old to all practical purposes. It ignores the
fact that the actual money of half the people of the world is still
silver, although they admit that the market is not as great as their
population by any means, but such is the case nevertheless. We
can not create gold at will, and the only way in which metallic money
can be supplied adequately is by a remonetization of silver, which
ought to be an international job.

Senator Couzens. At what ratio would you suggest?

Doctor Arenprz. Well, in my book I have suggested 30 to 1.
But since that was written the price level has gone much lower, the
need for reflation is greater, and I think I would lower the ratio.
Any kind of ratio within reasonable limits, anywhere from 16 to 25,
and it does not make much difference if it is an international job. Just
so 1t is a reasonable ratio, and a number of the leading countries do
it at the same time.

Senator King. Don’t you agree with Mr. Darling of the Bank of
England, that 20 to 1 with the production during the past 300 or 400
years, would not be a sufficient value with regard to gold, but rather
a return to 16 to 1 would be more like the natural situation?

Doctor ArunDTz. Sixteen to one is more in harmony with nature.
But I do not think that is necessarily a determining factor in the case.

Senator La ForLerTE. Why do you think a remonetization of silver
would tend to stop the violent price fluctuations. We had them then,
didn’t we, when silver was a part of the metallic base of money?

Doctor ArenpTz. Not as violent by any means.

_Senator La FoLrerre. Fluctuations were pretty violent during the
Napoleonic period and in 1860 and 1870, were they not?

Doctor Arexprz. In the Napoleonic period paper money prices
fluctuated violently. But the matter of credit money expansion
there comes in. Now, the fact, for instance, that China and other
silver standard countries, have not suffered as the so-called gold world
has from depression, is not due to the fact that it is just because it is
silver. But silver has been more stable, a more stable measure of
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value, over the past two years. In other words, the purchase value
of an ounce of silver has fluctuated less than an ounce of gold. China
is prosperous where it has not been smashed by war or floods. Any-
one who has traveled in Ching knows that. But the reason is not
that silver is superior to gold as a measure of value. Gold would be
as good if it were not for its top-heavy credit situation. The silver
nations have not raised that top-heavy credit structure, and their
price level has gone along, not absolutely stable, no, but without
violent fluctuations that have characterized ours.

Senator Lia FoLLerTE. How are you going to prevent these excesses
of credit structure being superimposed upon your double basis as well
as upon your single base?

Doctor ArenpTz. I suggested a while ago that the bank reserve re-
quirements should be higher, and that the banks should be under
the discipline of the Federal reserve system always. And that is
worth something. I do not say it could stand against everything
but it would be worth something. Then another feature of that is
that I would make the reserve requirements gold only and not stand
on g bimetallic reserve.

Senator LA FoLLETTE. That remedy could be applied to the money
now, if it still stood on the gold standard?

Doctor ArENDTZ. Yes. But what are you going to do for reflation
in that case? In other words, instead of reflecting up and expanding
bank credit that would tend to hold it down. Some reflation that
would be reasonable, but rather than let that go wild again, try to
hold that down and substitute silver for bank credit.

Senator BarkLEY. That would not have any effect upon the so-
called check credit facilities, would it?

Doctor ArenpTz. The banks have to hold a certain amount, a
certain percentage of their deposits.

Senator BARKLEY. Then they would have to hold it and not loan
it out to the public.

Doctor ARENDTZ. Yes. . .

Senator BARKLEY. But they could not put any restrictions on the
checking power of a man with money in bank. )

Doctor ArEnDTZ. Bank depositors must rest on loans, to a certain
extent, although they can not loan where they are below the legal
ratio. It would stop the accretion of check deposits through excessive
loans. It seems to me that that method of silver remonetization
offers the only possibility of increasing the metallic base.

Senator THoMAs of Idaho. Just how would you do that in the
United States in event that other countries of the world would not
join? .

Doctor Arenptz. Well, there is only one way 1t could be done by
the United States alone without endangering the gold standard, at
least so far as I know it is the only one. I have suggested to Mr.
Somers, of the House Coinage Committee, a bill along thatline. That
is, if the Treasury were to issue certificates, legal tender, at the market
value. That is, if you have 1,000 ounces of commercial bar silver
99.99 fine, that upon a deposit of that; and suppose the current
price were 25 cents an ounce, you would get 250 silver token dol-
lars, or silver certificate dollars, legal tender, redeemable not in
gold, but in gold dollars’ worth of bar silver at time of redemp-
tion. Now, that would mean that deposits could be made at any
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time and certificates given at the current market rate, and redeemed
at the current market rate at time of redemption, so that your silver
dollar could never be worth any different than your gold dollar.

The CrAIRMAN. Would you limit this to American production of
silver?

Doctor ArenpTz. No, sir.  Of course, that opens wide the door of
speculation, to form a pool and run the silver up and unload it on
the Treasury and let the Treasury hold the bag. But the remedy
that I offered suggested two arrangements: One would be to put a
ceiling on, that is, a certain price per ounce, above which no certifi-
cates would be issued. And if you say no certificates would be
issued at any time at a price exceeding that represented by an increase
of one-half of 1 per cent per month, at a 25-cent base at the first of
this year, that would take it out of circulation. That would prevent
speculation. .

Now, that proposition was criticized. I had a talk with Senator
Wheeler, and he criticized that on the ground that while it was eco-
nomically sound, and might be a desirable way to do it, that it did
not provide a sufficient immediate inflation. I agree to that. The
result would be slow. DBut it would provide steadily a full weight of
silver currency, standing on its own legs, and not a hard and fast
gold standard. The bank reserves would be the same. It would
not be hurried. '

Senator ConnaLLy. Of course you want to make that legal tender.

Doctor ArenpTz. Yes.

Senator ConnaLLY. It would not be tenderable on contracts calling
for gold of the present weight and fineness.

Doctor ArEnNDTZ. No, sir; not legally so. But suppose you
have—

Senator ConNaLLY (interposing). I know what you are going to
say, that you can go to the Treasury and get an ounce of silver or of
gold. But legally it would not be tenderable in payment of obliga-
tions calling for gold of the present weight.

Doctor ArEnpTz. No. But all you have to do is to put in an
order to sell enough silver to supply the gold you want on the New
York metal market.

Senator CoNnNaLLY. Oh, I understand what you mean, the same as
any commodity. For instance, if you have a bushel of wheat you can
sell it and get gold and pay your debt.

Doctor AreNprz. Yes, sir.

Senator ConNaLLY, But it does not meet the objection that has
been urged here to have plans for revaluing the dollar?

Doctor ArenpTz. No, sir.

Senator LA FoLLerTE. How do you meet the argument of those
who want a remonetization of silver with the fixing of a ratio which is
arbitrary and which is subject to the same human reactions as apply
in the case of managed currency to which you refer.

Doctor Arenprz. The fixing of the ratio is of course arbitrary.
But if it is fixed by international agreement I can see no possible
reason why any reasonable ratio could not be maintained indefinitely.
I hayve heard that the opinion has been given by people high in au-
thority—well, not in authority, but who are authorities on the subject,
that I can not name, that the United States could hold a ratio alone
indefinitely. But I do not feel convinced of that.
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Senator LA FoLLETTE. Assuming that the United States could
alone hold a ratio, why wouldn’t there be the same pressure accom-
panying fluctuations in the business cycle; I mean, to change the
ratio, that you predict would be the case if we attempted a managed
currency.

Docror ArenpTz, I think if you simply increased your metallic
base and then put the brakes on credit inflation, you would not get
the violence of cycles.

The Crarrman. In that case how would you limit inflation?
How could it be done?

Doctor ArEnDTz. 1 suggested that the bank system be brought
entirely into the Federal reserve, so that there would not be any banks
that were nonmembers. And, secondly, that the reserve require-
ments should be raised.

The CHAIRMAN. Supposing that were done, and supposing they
conformed to all the rates necessary, and all the provisions that you
mention now, when that limit was reached then what would happen?

Doctor ArEnpTz. If they ran up to that limit you would get a
certain amount of inflation. I do not think it is avoidable.

The CrairmaN. That is exactly what would happen.

Dr. Arenprz. Yes. You can not keep an absolute level.

The CuarrMAN. And we would be back into an inflation period at
once.

Senator Kina. If there should be through some act of providence
an outpouring of gold in the United States, $350,000,000 or $400,-
000,000 worth to-day, and then. a substantial production new, and
say it should be a $1,000,000,000 a year, there would be a tremendous
inflation in the sense that we are using the word now.

Doctor ArenpTz. Quite so.

Senator Kixe. For centuries gold and silver circulated in all
countries of the world, until 1893 practically, at a ratio of 14} to 16
to 1. '

Doctor ArenpTz. Yes, sir.

Senator Kixae. While there were some differences they were brought
about by paper money issued in the Napoleonic wars and other con-
ditions. But by and large wouldn’t there be a proper relation between
the two metals, largely the result of natural laws, the production of
about 14} ounces of silver to 1 ounce of gold, which has been the
situation ever since the days of the discovery of America in 1492?

Doctor ARENDTz. Yes, that is true. But if you take that bimetal
base and then raise a corresponding credit structure higher upon it,
you would have the same trouble again, wouldn't you But if you
held down the credit expansion by increasing bank reserves, keeping
gold alone as reserve metal, that is required for reserves, silver not
legal, the legal tender in circulation but not permissible for reserve
purposes, then you have a metallic currency upon which you can ot
build a top-heavy credit structure, and you have got the possible
limits of credit expansion, setting board reserves. Now, I am not
arguing that you can prevent expansions and contractions of credit.
I am not arguing that at all. I do not think you can prevent or
entirely smooth out business cycles by any one thing at any time, but
I t}ilink the violence of them can be greatly curtailed by curtailing
credit.
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Senator CouzeNns. At that point let me ask you: Would it be
possible and would it be effective to increase the reserves necessary
by edict of the Federal Reserve Board, in order to stop an expansion
of eredit, instead of changing the rediscount rate?

Doctor ARENDTZ. At the present time I do not understand that the
Federal Reserve Board has authority to do that.

Senator Couzens. No. But I am asking you in case they were
given that authority by law, if when an expansion of credit is in
evidence the bank reserves might be increased.

Doctor ARENpTz. There comes in the same difficulty that they
had in 1928, when, in order not to hurt business, they refrained from
using the powers they then had of checking credit expansion. Now
you are going to give them some more powers to check credit expan-
sion, and in a like situation will they use it?

Senator Couzens. Is it possible to make it mandatory upon the
Federal Reserve Board when commodity prices reach a certain level
to increase the reserves so as to decrease expansion?

Doctor ARENDTZ. It might be possible to make it manatory, but
it may not be a matter of commodity prices. Commodity prices
do not go up much in such a period. For instance, they were very
stable in the period from 1922 to 1929. The thing would not have
acted at all. It was security prices that went wild. It was the
matter of securities upon which the speculative fervor impinged as it
were, not commodities. So that would not fit the case at all.

Senator Covuzens. Have you any suggestion as to how the Federal
Reserve Board could by law be given a mandate to prevent what
occurred in 1929?

Doctor ArexpTz. Well, perhaps it might be said that it had a
mandate then, but did not exercise it to a certain extent.

Senator Couzens. What was its mandate then?

. Doctor ArenpTZ. For example, it could have raised interest rates
in 1928. It might have sold securities. It might have taken on open
market operations.

Senator Couzens. As a matter of fact, we were so mad in 1928 that
anything like a reasonable rediscount rate would not have affected
the situation, would it?

_Doctor ARmﬁDTz. No,not anything. But when interest ratesgotup
high it turned it, But I think that brings us to the crux of the whole
thing, and that is, when you get into a period where the mentality is
a mentality of speculation, a new era, prosperity is going onward and
upward, no powers that you give to human beings will be exercised.
If you have a hard and fast law that a bank can not loan unless it
has 25 per cent, for instance, of reserves against its deposits, it gets
to a limit that it can not pass.

‘Senator REEp. Doctor Arendtz, you are telling us how to stop the
néxt boom. What I want to know is, how to start it.

Doctor ArEnpTz. I spoke of that a while back. We ought first to
cut governmental expenditures down to what the public can afford to
pay, and balance the Budget. Secondly, we ought to make an effort
to lift the price level somewhat.

Senator ReEp. Wouldn’t the price level lift itself if we could
restore confidence?

. Doctor ARENDTzZ. Yes, thatistrue. If you could restore confidence
it would. But, again, wouldn’t the very primer that restored con-
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fidence itself bring about an increase of purchasing power? It would
raise the price level. Could you restore confidence by edict?

Senator REED. You can restore confidence by balancing the Budget
and making sure there will be no inflation.

Doctor AreNDpTZ. That would help undoubtedly.

Senator REED. It would stop hoarding instantly.

Doctor ArEnpTz. I think so. But it will not probably be possible
to entirely do it. It would not seem so with the amount that has got
to be spent for relief, it would not seem that in addition to the general
governmental expenditures the giving of this relief would permit of
the Budget being absolutely balanced. You can not let people starve
in the streets.

Senator Reep. Certainly not, and I am not proposing that.

Doctor AREnNDTZ. That will mean that anyway for the time being
budgets can not be balanced entirely.

Senator Couzens. You can not go out and feed crowds of people
and balance the Budget, because these are extraordinary times, and
you can not raise enough money to balance the budgets.

Doctor ArRenpTZ. But if you will cut costs in the way T have sug-
gested you will approach that as nearly as possible.

Senator Couzens. What confidence are you going to restore whan
the people are undoubtedly terrorized of having their incomes cut
off? How are you going to get confidence by that procedure?

Doctor Arenprz. Well, as to facing having their incomes cut off, as I
stated before, I do not think the solution lies in firing a lot of people
and keeping the rest at the same salaries. I think it consists in
increasing employment at the expense of lower wages. Now, that is
one thing, and beyond that I think a primer is going to be necessary.

Senator Reep. What primer do you suggest?

Doctor ArEnNDTZ. I have suggested the remonetization of silver as
the only practicable one, and that it ought to be done on a fixed ratio
by international agreement.

Senator REEp. The present ratio of silver to gold is about 80 to 1
on the markets of the world.

Doctor ArRENDTZ. Yes, sir.

Senator Reep. If we tried to stabilize silver at 16 to 1 or 20 to 1,
what would prevent our becoming the recipient of all the silver in
the world?

Doctor ArenpTz. Well, not all of it, but the available surplus,
probably. You understand that China can not send us all the money
they have. That is impossible. And India can not send us the only
Lnoney they have. Silver which is in actual use can not be sent over

ere.

Senator Reep. They have 400,000,000 ounces of silver by way of
surplus at this time, haven’t they? .

Doctor ArenpTz. I would say that were Senator Wheeler’s bill
enacted into law, and the United States attempted to remonetize
silver at a ratio of 16 to 1, the result would be something like this:
In the first place, the thought that silver is disastrous has been instilled
into the minds of business men, so much so that you might get a run
on gold to start with. I do not know how far, but it might do some
damage., But firm measures that gold would be paid on demand, and
without limit, would probably stop such a run. But beyond that
the first effect would be to raise the price of silver to $1.28 an ounce
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Now, the second effect would be a flood of orders for lumber, wheat,
cotton, and copper from the Orient. That is, oriental trade would
come to the United States. Forinstance, if lumber is at $12 a thousand
feet, and you translate that into the Chinese silver dollar, which is
now five fimes that, but if you tell him he can pay for that lumber
with 12 silver dollars in his money, he will order the goods from us.
Now, I do not mean permanently and forever, but there would be a
temporary stimulation, a rush of orders from the Orient. No other
country could get any orders under those conditions, and America
would have them. And we would get their silver for that. And to
what extent, you say?

Senator REED. Yes.

Doctor ArenDpTz. Well, figuring that the Indian government
would take that opportunity to sell some of its silver—and there is
another reason why they could not sell very much—and the surplus
stocks in Shanghai would come, I would figure that perhaps 600
million dollars to 650 million dollars’ worth would be dumped on the
United States within a six months’ period, or a year anyway. And
it would come at the point of time when there would be new orders
for our goods.

The Cuammymax, How much did you say?

Doctor Arenptz. I said $600,000,000 to $650,000,000. That is
only an estimate. The story about huge stocks of silver waiting to
be dumped on the United States is simply a myth. There aren’t
any such stocks of silver.

_ The Cuarrman. There are about 11,000,000,000 ounces produced
in the world.

Senator Xing. Not produced, Mr. Chairman, but in existence.

The Cuairyman. No; that has been produced.

Senator Kina. That is, in existence to-day?

The CHAIRMAN. Yes.

Senator Couzens. How much per annum?

Doctor AreEnpTz. That has varied a good deal. At the highest it
was 262,000,000 ounces, and at the present time about 160,000,000
ounces. '

Senator Couzens. Would it be practicable to put a limit on silver
without putting a limit on production, or the amount of silver
produced?

Doctor ArEnDTZ. No; I do not think so. The minute you do that
you get a bullion value in your coin out of line with the value outside
anéi ungomle{d. Mioh

enator Kixg. Might I interrupt you right there? Isn’t it a fact
that in the Pittman bill, when silver was w%orth $1.38 an ounce, and
in Great Britain $1.72 an ounce, there was no export of silver from
China or India? We had no invasion or inundation of silver in this
country?

Doctor ArexpTz. No,

Senator KinNe. And isn’t it true that when Germany and two or
three European countries, after the discovery of gold in California and
Australia, and they believed that gold was the cheap money, and they
gfér‘:(t)mtlzecl 1tf, i_Llnd \Yeltlt tﬁ the silver standard, that there was no

At export of silver into those countries that h iti
and made silver their sole standard? nd demonitized gold

Doctor ArEnDTz. When did they make sil i
Senator Kine. In 1857, Great B};itain——SI—ver their sole standard?
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Doctor ARENDTZ (interposing). No; not Great Britain.

Senator King. I meant Germany, and one or two countries thers,
I think including Belgium.

Doctor ARENDTZ. As to the supplies that would come out, that is
the point at issue?

Senator KiNg. Yes.

Doctor ARenpTZ. The portions that are undoubtedly held in
India and in China in private hoards would not come out. Of that I
feel no doubt whatever, because those savings are the savings of the
poor and middle-class people. They are kept not for speculative
purposes, but, like savings deposits of the poor and middle-class
people here, a man there will accumulate a little silver by way of
ornaments or of silver bullion, against the marriage of his daughter,
or a death in the family, or his own death, or famine, and all experi-
ence has shown that that comes out only when the contingencies arise,
and never because of a change in the gold value of the silver they have
hoarded. A price of $1.35 or $1.38 in 1919, which we had, brought no
more than 50,000,000 ounces out of China. I think that shows pretty
clearly that those hoards will not come. They are performing their
function, and it will stay there. You won't get those.

Now, future production would be stimulated, we will say. 1 have
the figure in that $600,000,000 to $650,000,000 possibly, of Spain
selling a lot of silver, of their saying: Here is a good chance to sell it.
And the Indian Government, although there are good reasons wh
they would not, of doing the same thing. Taking the situation all
over probably it would be somewhat less than that figure that has
been mentioned.

Senator Couzens. How long a time would it take for silver to run
from its present price up to $1.28.

Doctor Arenprz. Well, if it were receivable at the American
mint at that rate I would say it would jump to it almost over night.

Senator Couzens. In other words, could they bring it out and
make delivery so as to raise it from 25 cents to $1.25 over night?

Doctor Arexprz. Well, over night is a bit exaggerated, but within
a week or two.

The CralrMAN. The price would rise over night?

Doctor Arenprz. Yes, sir; but delivery might be postponed. The
question would come as to holding it there.

Senator Couzens, But what about delivery. which might mean
that it would come out rapidly enough to jump the price from 25
cents to $1.257

Doctor Arenprz. I think if the United States Mint stood there
offering that price; regardless of the amount that came out the price
would go up, amounts would flow in, in other words. But I can not
see any possible way by which anyone can find such huge silver stocks
as they talk about mundating the country. That is impossible.

Senator Couzens. It would not make much difference to what
price it went, so far as deliveries were made, how long it took to make
deliveries. )

Doctor ARENDTZ. Do you mean in the matter of the flow of silver
to the United States? .

Senator Couzens. Yes; because it does not make much difference
as long as you do not get a quantity.
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Doctor Arenprz. I would say that it would flow in in about a six
months’ period. Then you would settle down to taking the surplus
production. ]

Senator Couzens. And if it did not have a beneficial effect we
could repeal that law? .

Doctor ARENDTZ. Yes. But if you did you would have that
currency on your hands. It would let it go down. . .

Senator Couzens. No, if we agreed to buy it at a certain ratio.

Doctor ArReNpTz. Pardon me. What was that question?

Scnator Covzens. If we bought it from the stocks of silver of the
world, taken over a period of six months when you said the deliveries
nmight occur. )

Doctor ARENDTZ. Suppose you have taken 600 dollars of silver and
coined it, then you would have 600,000,000 dollars of silver or of
certificates in circulation.

Senator Couzens, Yes.

Doctor AreEnpTz. How can you get rid of that except by redeeming
it and selling it in the open market? And if you do you bring the
price down again and injure what you have in service.

Senator Couzens. I mean retaining the 600,000,000 dollars of
silver and issuing certificates therefor; so that the 600,000,000 dollars
of silver would always be on hand with which to redeem the
certificates.

Doctor ArRexpTz. Yes, but the price would no longer be sustained
once you closed the mints.

Senator Couzens. If the holders did not cash in the silver certifi-
cates it would not be particularly necessary so long as we had the
value of it.

_Senator Kine. We have more than $400,000,000 of certificates
circulating, based upon what we have. In addition to that. we have
$200,000,000 of half dollars, quarter dollars, and dimes, perhaps not
of silver actually coined but the silver certificates are circulating.

Doctor AreExNDpTZ. The bullion value is about 20 cents.

Senator Kina. Or 25 cents.

Dr. ArenpTz. No, I think about 20 cents now, to be accurate.

Senator CoxNaLLy. It gets its value bacause redeemable in gold.

Doctor AreENDTZ. Yes, obviously.

Senator Connarry. Doctor Arendtz, how about the relative in-
crease of gold in the world and other wealth. You said gold increased
about 2 per cent annually.

Doctor ArENDpTz. The figures I have from the World Almanac
show a very small increase. In 1923 it was 17.8, in 1924 it was 19,
In 1925 1t was 19, in 1926 it was 19.4, and in 1927 it was 19.5.

Senator CoNNaLLY, What do you mean by that?

Doctor ArENDpTZ. Million ounces, these are.

Senator ConNaLLy. What percentage of that is over the volume
of gold in existence.

Doctor ARENDTZ. 1 can not tell you offhand.

Senator CoxnNaLLy. Has gold been increasing in production in
about the same ratio as other production?

Doctor ArENDTZ. No, less.

Senator CoNNaLLy. Exactly. In other words, one reason why
gold is so dear now is because it has not increased in volume of pro-
duction in the same ratio as other wealth.
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Doctor ArEnpTz. That is one reason, the reason that started it.
1’el‘he other reason is that a collapse of credit started a great demand
or it.

Senator CoNNaLLY. As long as that goes on in that sort of ratio
gold will get dearer and other commodities will get cheaper.

Doctor ArEnprz. If that continues.

Senator ConnaLLy. Italy and France did in fact revalue their
money, didn’t they?

Doctor ArexNDTZ. Yes.

Senator ConnvaLry. You say that gold and silver have been in-
creasing since 1492 on a ration of about 14} to 1.

Doctor Arenprz. Silver has been more than 14% to 1 of gold on
the average, but it has been that average in that period.

Senator ConnarLy. Then the average for the period has been
14Y to 17

Doctor Arenprz, Yes.

Senator ConnNaLLY. Gold to-day is worth out of all proportion to
that relationship, about 80 to 1, although the volume of silver and
gold is about 14% to 1. Now, 1sn’t it true that the reason gold is
worth so much more than silver is because the demand for gold as
money has created an artificial value for gold?

Doctor Arexprz, Yes, sir, ,

Senator ConnavLLy. Otherwise if they were both purely commodi-
ties, and neither one had @ny money value, it would have some fair
relationship of value in proportion to their volume?

Doctor ArEnDTz. They might, depending upon the relative de-
mand for both of them,

Senator CoNnNaLLY. To be sure. But I say if in the arts and
sciences they were purely commodities. So that by reason of being
coined by the Government as money gold has obtained a value out
of proportion to silver.

Doctor Arexprz. Yes, sir.

Senator CoNNaLLY. Your ides in remonetizing silver is to bring
down the value of gold?

Doctor Arenprz. Yes, sir.

Senator CoNNaALLY, You want to cheapen gold money, and your
plan is to make it, arbitrarily by law, cheaper by lifting up silver.

Doctor Arenprz. Diluting it with silver is a good word. .

Senator ConNaLLY. Or, bringing in silver means the same thing..
So your idea is that the value of gold ought to be reduced and you
are going to reduce it by saying that instead of its being worth 80 to 1
it is 20 to 1, and your purpose is to make the gold dollar cheaper.

Doctor Arexprz. Yes, sir. .

Senator CoNnNaLLY. And any other reduction in the value of gold
which would be practicable would have the same effect, wouldn’t it?

Doctor ArenpTz. Yes, sir. . .

Senator ConnNaLLY. But your silver dollar, as you said a while ago,
would not be tenderable in payment of debts which had a gold clause,
except on account of their interchangeability with gold.

Doctor ArExDTZ. Quite so. .

Senator ConnaLLy. Now, your idea is to make silver money, but
you want to prevent the importation of as much of it as possible from
other countries.
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Senator ConNaLLy. If it is desirable to make silver money why
not have it all? . .

Doctor ARENDTZ. Do you mean to attract importations?

Senator ConNaLLY. Yes, i . )

Doctor ARENDTZ. The only reason is this, that ultimately, if we
stand as the only nation maintaining a fixed ratio, that as production
increased

Senator CoNNALLY (interposing). But we would bave all the
silver and other countries would have all the gold. )

Doctor ARenpTz. They might very readily say: Here is a chance
for us to increase our gold reserves at the expense of America, and
proceed to do that.

Senator ConnaLLy. If silver is worth 25 cents an ounce and by
law you made it worth $1.25, every country on earth that could get
silver over here would get it over here and swap it for gold.

Doctor ArenpTz. 1 think you exaggerate that. .

Senator Connally. Well, if a Chinaman had some tea, and it was
worth only 20 cents a pound in the United States, but we arbitrarily
made it go to $1.29 a pound, he would send all of his tea over here,
wouldn’t he?

Doctor ARENDTZ. As much as he could.

Senator ConnaLLy. Wouldn’t he do the same thing with silver?

Doctor ARENDTZ. As much as he could, but he cannot send all the
money he has,

Senator ConNaLLY. If he swaps it for gold he would then do that?

Doctor ArRENDTZ. They would never do that.

Senator ConnaLLY. Well, a Chinaman even knows the difference
between 20 cents and $1.29, doesn’t he?

Doctor Arenotz. That 18 quite true, but when silver is worth
$1.29 there is no benefit in his swapping it for gold. And, besides,
the East will never turn to gold. It is impracticable. Any man who
has lived in the East knows it. But Europe might do it.

Senator ConnarLLy. Well, I have never lived there.

Doctor ARenpTzZ. Is it your idea that he has a dollar worth 20 cents
that he can get $1.29 for?

Senator ConNnaLLy. That is your proposition, that he can bring it
over and have it minted into a dollar.

Doctor Arenptz. Then it becomes a dollar, and he has a dollar,
and why exchange it for gold?

. Senator ConNaLLY. Because the only way he can get such a value
is to exchange it in this country.

Doctor ARenpTz. He may use it with which to buy goods.

Senator ConnNaLLy. To be sure. And he might sell it to buy silver.

Doctor ARENDTZ. That is true.

Senator CoNnaLLy. Your idea is that by the recoinage of silver we
would benefit ourselves by making the property and money of other
countries more valuable than it is.

Doctor ArenpTz. It would certainly get a sheaf of new orders.
Now, whether the subsequent effect would be undesirable is another
question. But there is no question about its bringing, in my judg-
ment, a temporary rush of new orders.

Senator Lia FoLuerre. What would happen to prices in China?.

. Doctor AreNTDz, Chinese prices would move slowly. The country
is so vast, the number of people there so great, the customary scale
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of prices prevail, and it is only very slowly they could lower wages
and prices to suit that change in what is to have the price of the
American dollar in their markets. That is quite a complicated
question, international exchange, but the upshot of it I think is this:
That actually it would end by lowering the value of gold really more
than—that is, the purchasing price, more than it raises the purchasing
power of silver. It is only very slowly that the East could change
1ts price level.

Senator Lia ForLErrE. If you had a large stimulation in production
of silver, which is a by-product of other metals mined more largely,
what would happen to prices of the primary product?

Doctor ARENDTZ. Unquestionably remonetization of silver at a
higher price level would stimulate production. How much I do not
know, nor does anyone know. The highest it has gone was 262,-
000,000 ounces, no higher, Now, under this plan whether it could
be pushed higher 1 can not say. Probably it might, and how much
I do not know, nor does anyone else know. But obviously an increase
in production of silver would tend to increase the production of these
metals, largely by-products, and some two-thirds or three-quarters
of the production is a by-product production of silver, and it would
increase their production too, without any doubt.

Senator La FoLLErre. And prices might tend to come down.

Doctor ArEnpTz. Unquestionably that would tend to influence
the prices of those particular metals. For instance, copper, zinc, and
lead, which are the only ones involved, might go more downward.

The Crairman. It is now time to recess.

Senator BARXLEY. Just one question, Mr. Chairman, before you
recess: Doctor Arendtz, to sum up your suggestions, if I may, your
remedy for this situation is three-fold: First, balance the budget,
second, remonetize silver, and, third, raise the reserve requirements
of banks, and provide that they shall all be compelled to come under
the Federal reserve system.

Doctor ArRexpTz. Yes. The last is not so much a remedy for this
situation as it is a prevention of a repetition of it.

Senator Warsu of Massachusetts. A public check on credits?

Doctor ARENDTZ., Yes. )

Senator BargLEY. Is that a fair summation of your suggestions?

Doctor ArexpTtz. I would say so.

The CrarrMan. It is now about 12 o’clock and we must recess.

Doctor ArenpTz. I thank you gentlemen. )

The Cuairman. The committee will now rise to meet again at 2
o’clock in this same room.

(Thereupon, at 12 o’clock noon the committee recessed to meet at
2 o’clock p. m. the same day.)

AFTER RECESS

The committee reconvened at 2 o’clock p. m. Tuesday, February 14,
1933, at the expiration of the noon recess.

The CuaairMAN. The committee will come to order. Is Mr. Peek
present?

Mr. Peek. Yes, sir.

159450—33-——8§
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STATEMENT OF GEORGE N. PEEK, MOLINE, ILL.

The CrarMax. Give your name and address for the record, Mr.
Peek.

Mr. Prex. George N. Peek, Moline, Il

The CraIRMAN. Whom do you represent, Mr. Peek?

Mr. Peex. I represent no organization at the present time.

The CuaRMAN. You are here personally?

Mr. PEEK. Yes, sir.

The CHamryaN. You may proceed. )

Mr. Peex. In appearing before your committee In response to your
invitation, I want to say in advance of my regular remarks that 1
started my studies of the agricultural question largely from the indus-
trial angle. I was engaged in a line of business, the manufacture of
agricultural implements, depending wholly upon the farmer for its
market.

Senator HarrisoN. What firm is that?

Mr. Perk. Dependent largely upon the American farmer.

Senator HarrisoN. I mean what firm are you connected with?

Mr. Prek. I was president of the Moline Plow Co., at that time,
and previous to that time I had been with Deere & Co., except during
the period of the war when I was & member of the War Industries
Board. My investigations led me very soon to the close relationship
between agriculture and all American business and the importance of
agriculture to our whole social and economie structure. I want to
bring that out because frequently in discussing the farm question a
great many people conclude that that is something off by itself and
more or less unrelated to our national economy.

In discussing the causes of the existing depression and possible
legislative remedies, upon the invitation of your committee, I shall
review primarily the relation of the prolonged agricultural depression
to the general depression which followed, and suggest in some detail
the principles of legislation which I consider necessary to incorporate
into law to relieve the depression in agriculture in so far as prices
are concerned.

If time permits I shall comment briefly also upon some other
agricultural legislation which now seems imperative. Legislation is
required :

1. To correct price disparity and to prevent or minimize its re-
currence.

2. To remove some of the burden of debt and interest charges.

3. To restore foreign outlets for American products.

4. To reduce local, State, and Federal expenses, in order that taxes
mz;)y l')lg broug.l(lit m}t‘o I%rgper relation to reduced earnings and incomes.

. To provide short-term i i
are o lls)xcking. erm credit and banking facilities where they

6. To provide a more adequate and better a
system to remove discriminatio
borrowers.

7. To inflate the currency if the foregoing are insufficient.

In my judgment this unparalleled depression is due in large part

ago and attempted to become a financial

wdapted rural credit
n between agricultural and other
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and commercial Nation. Apparently this was done without due
regard to agriculture and without a clear conception of the fact that
we are a great continental Nation capable of sustaining a standard of
living peculiar to ourselves by maintaining a fair relationship between
our major economic groups. QOur banking and industrial leaders
seem to have lost sight of the vastly greater importance to the Nation
of the purchasing power of some 70,000,000 to 80,000,000 of our people
dependent directly and indirectly on the basic industry of agriculture
than the relatively meager foreign trade in industrial commodities we
have enjoyed.

Our national policy for the expansion of foreign trade in industrial
products, without taking into account its effect upon agriculture and
related industries, was a mistaken one. We have been trying to
maintain our industrial war-time facilities at a capacity above peace-
time demands. We have loaned abroad more money than is repre-
sented by our entire war debt upon the theory, I assume, that it
would be used particularly to buy our industrial products. We have
put the facilities of our gigantic Department of Commerce behind the
movement to expand foreign trade, just as though we were a debtor
nation as we were before the war, instead of a creditor nation as we
emerged from the war. We had nearly held the gold supply of the
world, so that foreign nations could not pay us in gold, and we pre-
vented their paying us in goods and services by our tariffs; while at
the same time we have insisted upon the payment of war debts. We
have gone further, to the extent that we have captured foreign markets
we have interfered with the normal relations of other countries
between themselves. Under such conditions it is not surprising that
many nations have erected trade barriers aimed to protect their own
Interests, . L. .

This deliberate and urgent expansion of foreign trade in industrial
products either consciously or unconsciously ignored the greater
Importance of foreign trad}; to agriculture than to other industry.
It ignored also the greater importance of our domestic trade from
which we obtain 92 per cent of our whole national income. In the
23 years from 1910 to 1932 the total income from all exports averaged
745 per cent of the whole national income, but the proportion of
agricultural income attributable to agricultural exports was 17.86
per cent, while the proportion of industrial income attributable to
mndustrial exports was only 5.21 per cent. (Details for these figures
are given in Exhibits 1 and 2.) ) .

In the recent national campaign the President elect recognized the
Decessity to our general business recovery of restoring the purchasing
bPower of agriculture. In Atlanta, on October 24, 1932, he said:

. ® * ¥ ot me make clear in as eraphatic words as I can find the fundamental
Issue in this campaign. Mr. Hoover believes that farmers and workers must
wait for general recovery, until some miracle occurs by which the factory wheels
revolve again. iran]

(o] i N

1, ogntehlénoot‘}‘;grt}}llgflcc’il,.ma}xlxllasg;;r}:;c;mvg'a;:d over that I believe that we can re-
store prosperity here in this country by reestablishing this gigantic purchasing
power of half the people of the country, that when this gigantic market of 50,-
000,000 people is able to purchase goods, industry will start to turn, and the
millions of jobless men and women now walking the streets will be reemployed.

Digmze{}%ﬁ.ﬁ,}mjﬁgoston, the week before election, he said:
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We need to give 50,000,000 people who live direetly or indirectly on agriculture
a price for their products in excess of the cost of production. That will give them
the buying power to start your mills and mines to work to supply _their needs.
They can not buy your goods because they can not get a fair price for their
products.

The CrairmAN. I suppose you will tell us in this article how that
can be done, will you not? ) i

Mr. Peex. I will give you my views; yes, sir.

Let no one.doubt that the results of the election meant general
approval of the views expressed above. Having thus quoted the
President-elect himself defining his position, it is important briefly to
review what has happened to agriculture.

DEFLATION OF AGRICULTURE

The couscious deflation of agriculture began in 1920 when the
Federal Reserve Board determined to reduce commodity prices.

Congress became disturbed at the severity of the agricultural
depression which immediately resulted, and in June, 1921, appointed
a joint commission of agricultural inquiry to determine the cause of
the agricultural depression.

The commission made its report in October, 1921, but it failed to
report the cause of the agricultural depression. The depression con-
tinued and in January, 1922, President Harding called a national
agricultural conference. This conference brought to the attention of
Congress and the President the disparity between the prices of
agricultural and industrial commodities in the following language:

PRICE ADJUSTMENT

Agriculture is necessary to the life of the Nation; and, whereas the prices of
agricultural products are far below the cost of production, so far below that
relatively they are the lowest in the history of the country; therefore, it is the
sensge of this committee that the Congress and the President of the United States
should take such steps as will immediately reestablish a fair exchange value for
all farm produects with that of all other commodities. (From H. R. Document,
§0i7119)5, Report of the National Agricultural Conference, January 23-27, 1922,

No immediate action was taken either by Congress or by the
President on this unqualified finding and recommendation. In the
spring of 1924, at the instance of Secretary Henry C. Wallace, legis-
lation was introduced in Congress addressing the discriminatory
situation as to farm prices. This legislation was defeated in the
House of Representatives.

The disparity continued in varying degree, but only in 1925 did the
farm dollar recover as much as 92 per cent of its pre-war purchasing
power. (The detail of that information is given on exhibit No. 3
colri‘uﬁmf:’.) 4 ’
) e farm depression continued despite feverish activity i
industries and sections of the countr;y. In 1927 agfltlzignminﬁ%t%
Congress passed legislation addressing the disparity between agri-

cultural and industrial prices and aimed t is dispart
This legislation was twice vetoed. © correct this dispanity-

In 1929 the agricultural market i
pel. 1629 the or et act, creating the Farm Board,

It has failed completely to correct this disparit
I may say that the sponsors of that act never intended that it 1;hou%’d
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raise farm prices, and that it was not proposed by leaders of farm
thought. Some farm leaders, however, accepted 1t on the theory
that a half loaf is better than no bread at all. I shall be glad to
supply information on this point in greater detail if it is desired.

The farmer did everything in his power to carry on. He increased
his efficiency in every possible way. Ie bought tractors, combines
and other labor-saving devices to the value of hundreds of millions
of dollars. He doubled his fertilizer purchases. He improved his
crops, livestock, and farming practices, all to meet the ery of the
business fraternity that he must become a more efficient producer.
His only means of meeting his problem was to produce more units
at a lower unit cost to meet his constantly rising expense in the face
of lower prices.

By 1929 agriculture had practically exhausted its accumulated
resources if it was to continue as & normal purchaser of industrial
products.

Farm income fell from almost $17,000,000,000 in 1919 to $5,240,-
000,000 in 1932, a drop of 70 per cent. (Details of these figures are
given in exhibit 3, column 1.)

A computation that T have made from Government data indicates
that if the farmer had received for his products only the same relative
prices from 1920 to 1932 inclusive that he received in the prewar
period (1909-1914), which is generally accepted as a normal one, he
would have received $27,500,000,000 more than he did receive. (That
data is given in exhibit 3, column 3.) .

This vast sum reflects only the shortage in exchange value of all
agricultural commodities in relation to industrial commodities, com-
puted for the period from 1920 to 1932. It does not reflect the price
relations of particular commodities within the agricultural group.
(As shown on exhibit 4.) . .

Some of these have been almost unbelievably low in their returns
(grain and livestock, for example), while others have held up fairly
well. The result of this discrepancy as between different agricultural
commodities is evidenced by the varying depths of the depression in the
different sections of the Nation where they are produced.

ASRICULTURE’S SHARE OF THE NATIONAL INCOME

In 1910 agriculture received 22.6 per cent of the total national
income. In 1919 this had risen to 27.5 per cent. In 1921 it dropped to
15.3 per cent, while the average for the three years 1930 to 1932 was
13.3 per cent. (The details are given in exhibit 5.) )

As an average for the 5-year period 1910 to 1914, agriculture
received 21.5 per cent of the national income. (See exhibit 5, column
3.) In the period from 1920 to 1932, inclusive, the total national
income was $900,685,000,000. Had agriculture received a ratable
share of this income 1ts receipts would have been $193,687,000,000.
They were $135,128,000,000, or $58,519,000,000 less than its ratable
share, had the 21.5 per cent of the pre-war period been preserved.
This comparison assumes a fair relation to have existed in the period
1910 to 1914.

MORTGAGE DEBT AND CAPITAL ASSETS

%ﬁ? to the great disparity in the exchange value of his com-

Ina
Digizrgie v
http: //frasgrﬁls%obise _Ofg;'mer’s mortgage debt increased from $3,320,000,000
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in 1910 to $7,858,000,000 in 1920, and to $9,468,000,000 in 1928.
Then the volume of farm foreclosures began to evidence itself in a
decreasing total mortgage debt which is now estimated to stand at
about $8,500,000,000. In the face of a catastrophic fall in his Income,
he has had to pay interest on an enormously increased debt.

The CuarrMaN. Have you any fingures to show what caused that
increase? The cause of the increase from $3,320,000,000 in 1910 to
$7,858,000,000 in 1920?

Mr. Peek. Only as I reflect the figures that show the decreased
income to the farmer.

Senator SHorTRIDGE. No, the increase of the debt.

The CualrMAN., What I want to know is this: Have you analyzed
it and seen just exactly why, and what was the source, and the
reasons for it?

Mr. Peek. Do you refer, Senator, to the possible increased value
of land?

The CratrmaN. No. You say ‘“‘the farmer’s mortgage debt
increased from $3,320,000,000 in 1910 to $7,858,000,000 in 1920.”

Senator REep. Because there was a boom in farm land prices.

The CuaiemaN. I wanted to know whether you have analyzed
that and whether it was on account of purchases that he made, or the
investment in lands.

Senator SuorTrIDGE. Why, of course.

_ The CuairmaN. And whether it came about from change in his
living conditions. I simply ask you whether you have analyzed it
and whether you have the figures to present.

Mr. Peex. I have analyzed it from the standpoint, Senator, of the
decreased relationship of the prices of his commodities and the prices
that he had to pay.

The CHAmMM}I. No, that is not what I mean. In other words, was
the standard of living between those years such that it would make the
difference between the figures quoted in your statistics?

Mr. Peex. Well, I can not give you an exact application of that.
_ Senator SuorTRIDGE. You allude to that on page 6. You say he
improved his crops.

Mr. Peek. If I may complete my analysis, Senator, I will be glad
to get any further data that I can which you desire.

The Crairman. Very well.

Mr. Prex. A further measure of the progressive impoverishment of
agriculture is the decrease in the value of its capital assets that has
accompanied the increase in its mortgage debt, as follows:

Relation of capilal value lo mortgage debt

Year Value of Mortgage
plant ($1,000)¢| debt ($1,000)

—e--| $34,80L,126|  $3,320,470
. 7,857, 700

9, 241, 390

1 8, 500, 000

1 Land and buildings. 2 Approximately,
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The decrease in mortgage debt between 1930 and 1932 is due almost
wholly to wiping out debt and farmer alike by foreclosure. Recourse
to foreclosure proceedings apparently is rapidly coming to an end as
evidenced by recent occurrences in Iowa, Arkansas, and many other

agricultural States.
TAXES

Farm real estate and personal }iroperty taxes alone have increased
from $292,000,000 in 1914 to nearly $777,000,000 in 1930, an increase
of 166 per cent. The average amount of taxes per acre in 26 states
has increased so that in 1930 they stood 245 per cent of 1913, according
to the figures of the Department of Agriculture.

Senator Kine. Have you any figures showing the valuation per acre
throughout the United States for taxable purposes?

Mr. Peek. I have no figures here.

Taxes and interest, which amounted to about 20 per cent of farm
prol%g%tion expenses in the pre-war period, had risen to 40 per cent
in .

MIGRATION FROM THE FARMS

A great exodus from the farms started with the 1920-1921 agricul-
tural breakdown. For ten years, beginning in 1920, migration was
at the rate of about 2,000,000 people a year. But about one-third
of this number found their way back to the farms after milling around
in the cities looking for jobs and adding to the army of unemployed.
(The details of that figure are given in Exhigit 6.) Many cities re-
garded this influx as new population, and built hotels, apartment
houses, office buildings, and homes to take care of it, many of which
now stand nearly empty as a monument to mistaken judgment.

INDUSTRIAL PRICES HELD UP

During this period since 1920 while the tide was running so strongly
against t%le farmer, the cost of the things he had to buy was prevented
from declining proportionately to the things he had to sell. This was
due to the organization of industry and labor which enabled them to
carry on behind successive tariff acts, as follows: The emergency
tariff act of 1921; the Fordney-Mc¢Cumber Tariff Act of 1922, and
the Hawley-Smoot Tariff Act of 1930. (See exhibit 7.)

b Senator SmorTrIDGE. The farmer was protected by that also, was

e not?

Mr., Peex. I prefer to discuss that later, please, if you will let me
finish my statement, Senator.

Senator SsorTRIDGE. Very well.

Mr. Peek. I will be glad to take it up.

Senator Kixne. You and I will have a controversy over that,
Senator.

Mr. PEex. I do not believe I will have so much of a controversy
with you on some angles.

. In addition to these general enactments, there were frequent
increases under the flexible provisions of the tariff laws.

It is constantly stated that the things the farmer buys are not
subject to duty. To disprove this we need only to point to the duties
on such basic raw materials as iron, steel, copper, aluminum, lumber
%ﬁ%pgm‘oleum, which in the form of raw, semimanufactured, anci
: edoproducts are used in large quantity by the farmer.
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Other protective devices have been put into effect in the interest
of industry and labor which assisted them in resisting inflation, with
the ultimate result that while agricultural prices as of January 15,
1933, stand at 51 per cent of pre-war, prices paid by farmers stand at
105 per cent, according to the figures of the Department of Agriculture
on January 30,

TWO POSSIBLE METHODS FOR CORRECTING DISPARITY

There are only two ways of correcting the disparity between
agricultural and industrial prices: (1) Raise agricultural prices, or
(2) reduce industrial prices to the level of agricultural prices. Farm
leaders consistently have urged the first method. Responsible
leaders of labor have supported them. Most of our leaders in big
business and finance have opposed them, If the second method were
adopted, it would mean cutting industrial prices to half or less than
half of their present levels. This would mean complete chaos in
labor, industry, and finance,

May I suggest to your committee that in your deliberations you
give full consideration to the views and motives in the past of those
who now or hereafter appear before you to suggest the way out of our
present difficulties.

PRICE DISPARITY

Before considering provisions for legislation that are essential to
correct price disparity, let us note certain facts concerning prices of a
few commodities in the United States in different years and in Ku-
rope; and in the case of wheat the situation in world markets. These
facts will throw a good deal of light upon the present situation. My
statements are based on data prepared by the Bureau of Agricultural
Economics, United States Department of Agriculture.

WHEAT, FLOUR, AND BREAD PRICES

In 1914 No. 2 hard winter wheat sold at Kansas City at $0.93 a
bushel.

Flour sold at Kansas City at $4.36 a barrel.

Bread sold at Kansas City at $0.061 a pound.

In December, 1932, No. 2 hard winter wheat sold at Kansas City at
$0.423 a bushel; flour sold at Kansas City at $3.40 a barrel; bread
sold at Kansas City at $0.067 a pound.

_These comparison for the pre-war and present situations are
highly significant. With & wheat price in 1932 54.5 per cent below
1914, we have a flour price 22.2 per cent below and a bread price
9.8 per cent above. Just these simple facts demonstrate that so far
as wheat is concerned price levels have been brought down at the
expense of the farmer and the consumer. The spread between them
has increased ; the farmer gets less, the consumer pays more. Kansas
City bread prices are of particular significance, for both in 1914 and
m December, 1932, they were identical with the averace for the
United States. °

A comparison of wheat, flour, and bread prices in foreign countries
has added significance. In making international comparisons of
prices, it is obviously impossible to make them absolutely identical
because of different milling and baking practices. However they
disclose the geners] picture with sufficient accuracy. ’
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On September 19, 1932, wheat sold in Paris at $1.24 a bushel,
flour sold in Paris at $5.58 a barrel, bread sold in Paris at $0.04 a pound.

Kansas City figures for December, 1932, compared with the Paris
figures for September 19, 1932, show the more favorable situation in
Paris for both the farmer and the consumer:

Commodity K(%ﬂsy“s Paris
Wheat . L e $0. 423 $1.24
BIOUT . oL eI 3.40 5.58
Bread. e . 087 .04

That is 4 cents a pound loaf.

Senator REEp. Mr. Peek, may I interrupt you?

Mr. Peex. Yes.

Senator REep. In other words, our farmers are getting less and
our consumers are paying more?

Mr. Peek. Exactly. )

Senator REep. Who is getting the greater part of that split?

Mr. Peek. I think that the spread is absorbed in the general dis-
tributive system between the farmer and the consumer. .

Senator REep. Well, somebody must be making an extortionate
profit there.

Mr. Peexk. I think that the profits are largely expended in the costs
of carrying on the business. .

Senator REED. In other words, we have a wasteful system of dis-
tribution?

Mr. Peex. Yes, sir.

Senator Reep. From which nobody profits? )

Mr. Peex. Well, I would not say nobody profits. I think perhaps
8 great many people are employed in that wasteful system of dis-
tribution.

Senator Reep. Well, if the French can distribute so much more
efficiently, why can not we? o

Mr. Peek. I think that we can come more nearly approximating
their prices.

Senator Reep. If we did, would we not benefit both the farmer and
the consumer?

Mr. Prexk. It would if the price was reflected to the farmer.

The Cuamrman. Well, there is a difference in the wage, of course,
between this country and France. .

r. PEex, I say if it were reflected to the farmer; the difference
between the price paid to the farmer and the price paid by the
consumer; the difference in the distribution—the relative difference
between those two.

Senator King. Have you discovered, Mr. Peek, whether or no
there is a monopolistic control in many sections of our country of
the products of wheat—that is, of bread and of flour? The reason

ask the question is because complaints have come to me that in
this city a number of the bakeries—I do not know whether that is
the proper term—a number of the corporations that have been en-

~gaged in_the production of bread and other cereal products have
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coordinated or cooperated or consolidated, and that has brought
about & sort of a monopolistic control of the bread supply of this
district. And I am told that similar situations exist throughout
the United States, and there is a sort of a baking trust., Have you
made investigations to determine whether that information that has
been brought to my attention is accurate?

Mr. Peek. No. I have no definite facts on that. I have my own
views of it, Senator, which I shall not hesitate to express when I
complete my paper, if you care to have me do so. .

Senator Kinc. Yes; I would be glad to get your views on that.

Senator Reep. It must be a pretty inefficient trust, because a
number of them have recently gone into receivership.

Mr. Peek. I did not understand that, Senator. .

Senator ReEp. I say a number of these big baking companies have
recently gone into receivership, have they not?

Mr. Peek. I do not think that proves anything necessarily.

Senator KinG. Senator, some of those trusts, like other corpora-
tions where monopolies are formed, have issued an enormous quan-
tity of watered stock and they have paid extortionate prices to
destroy the competing small man. I say they have just pyramided
their stockholdings and their bonds, and have got watered conditions
that were not conducive to economy or to the continued solvency of
the corporation.

Senator REep. 1 am not assuming to defend them, Senator.

Senator Kine. I know that.

Senator Reep. But if they have a monopoly and have gone into
receivership they must have been very inefficiently managed.

Senator King. You know many of these monopolies, Senator, have
been very inefficiently managed and the corporation has gone out,
like the Insull Corporation, to acquire all of those engaged in that
activity, and issued watered stock, and the result is they have come
to a precipice and have been pushed over.

Mr. Pegk. Senator, what influence do you think is behind them?

Senator King. You are on the witness stand.

Mr. Peek. You almost said what I said I would say at the con-
clusion of my remarks, but you did not finish them.

Few people know the great discrepancy in relative prices of wheat
and bread that have prevailed as between Europe and the United
States for many ears. I wish, therefore, to elaborate a little on this
sub]ect: The following comparisons are based on data compiled by
the United States Department of Agriculture.

I will ask you if you will follow these tables, because it is a little
easier to follow them than it is to read them.

Senator Reep. I have already read them.

Mr. Peek. Following is a table of i i ;
flonr, ana. Fo g comparative prices of wheat,
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Comparative prices of wheat, flour, and bread

15 : Kansas
Berlin Paris City
1509-1913 aterage
Wheat (bushel) $1. 416 $0.95
Flour (barrel) . ________________ 6.01 4,38
Bread (pound). . ocoooonoeo oo . 0558 .08
1931 arerage
Wheat 1.716 1.871 . 755
Flour ] 7.01 7.96 4.8
Bread. I .042 .083
1932 arerage
Woheat e 1. 524 1.717 . 466
B2 0 1 6. 56 6.92 3.85
Bread. 1.078 . 039 . 067

1 Wheat rolls.

The 19091913 average. Wheat in Berlin was $1.355 a bushel. In
Paris it was $1.416. In Kansas City, 95 cents a bushel.
$4Flour in Berlin was $4.97 a barrel; in Paris, $6.01; in Kansas City,

.38.

Senator REep. What was the German and French tariff on wheat
at that time?

Mr. Peex. 1 do not have those figures in this document. I will
undertake to get them for you.

Senator Reep. All right.

Senator SmorTRIDGE. Have you undertaken to give the reasons for
that so-called disparity of prices?

Senator Reep. Well, that is evident, Senator. The French and
German wheat supply is not adequate to the demand. .

Senator Smortrince. I, of course, had that in my mind. Due to
the supply and the demand. _ )

Mr. Peex. Well, T would say hardly that. I cover that a little bit
later in my conclusions.

Senator SHOrRTRIDGE. All right. .

Mr. Peex. While bread per pound, the figures were not obtainable
for that period for Berlin, but in Paris they were $0.0558 per pound
loaf, and in Kansas City $0.06. In other words bread was selling at
less in Paris than it was in Kansas City, when wheat in Paris was $1.41
& bushel and in Kansas City it was 95 cents a bushel.

.The Cuamrman. Of course wages and everything else here were
higher than they were in Paris. ) )

Mr. Peex. I am not talking about anything except agriculture,
Senator, at this particular juncture. The relation of agriculture to
these particular commodities.

Senator Reep. It is worth remembering that our farmers have to
pay higher wages here than the French and German farmers pay
over there,

Senator SHORTRIDGE. Labor is necessary there and here.

Mr. Peex. You mean the farm labor? . .

The Cratraman. The farm labor, and also in the milling of the
wheat, and every time it is touched. .

Mr. Peex. Well, after you leave the farm the rest of the things
are beyond the farmer’s control. So we must look elsewhere. After

Digi?}@d learre, the pqint of local markets we must look elsewhere quite
nitp38rgelyiforthedifficulty.
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Senator Reep. The price he has to pay for labor on his own farm
is largely beyond his control, too.

Mr. Peek. Yes. .

Senator REED. So he is being ground between two circumstances
he is not able to correct or control. . .

Mr. Peex. It is very largely due to the prices of industrial labor,
Senator, because if they are beyond & certain point there would be
no labor on the farm, if the labor in the city goes too high.

Senator ReED. Yes.

Mr. Peek. That was the 1909-1913 average I just read.

In 1931 wheat in Berlin was $1.71 a bushel; in Paris, $1.87 a bushel;
and in Kansas City, 75 cents a bushel.

Flour in 1931 in Berlin was $7.01 & barrel; in Paris, $7.96 a barrel;
and in Kansas City, $4.86.

For bread in 1931 there are no figures for Berlin, but in Paris the
price of bread was $0.042 and in Kansas City it was $0.083. .

In other words, wheat in Paris was $1.87 a bushel, in Kansas City,
75 cents; bread in Paris was 4 cents and in Kansas City 8 cents.

The 1932 average for wheat in Berlin was $1.52; in Paris, $1.71; and
in Kansas City, 47 cents.

Flour in Berlin was $6.56 a barrel, in Paris it was $6.92, and in
Kansas City it was $3.85.

Bread (wheat rolls), which are not exactly comparable, in Berlin
were $0.078, in Paris bread was $0.039, less than 4 cents, and in
Kansas City, $0.067.

While the pre-war price of wheat in Berlin was $1.35 a bushel, the
1932 average price was $1.52 a bushel, or 13 cents higher. In Paris
the pre-war average price was $1.42, while the 1932 price is practically
$1.72, or 21.1 per cent higher; while in Kansas City the pre-war price
was 95 cents and the 1932 price was practically 47 cents, or 51 per
cent lower,

The average price of bread in Kansas City has increased from 6
cents a pound loaf pre-war to 6.7 cents a pound loaf in 1932, or 9 per
cent higher. In Paris the average price of a pound loaf has dropped
from 5.58 cents to 3.9 cents, a drop of 30 per cent.

When wheat was $1.87 a bushel in Paris in 1931, it was 75 cents 2
bushel in Kansas City. But bread was 8.3 cents in Kansas City and
only 4.2 in Paris. (For further details, see Exhibit 8.)

It must be clear that the whole burden of giving justice to the
American wheat farmer need not fall upon the consumer.

Senator HarrisoN. Mr. Peek, that price that you stated was
charged in Kansas City, was that pretty general over the country?

_Mr. Peek. I stated before, Senator, that in previous periods I
give the data at two separate dates where the Kansas City price was
the exact average of the whole United States.

WORLD WHEAT MARKETS

A general impression prevails that the world’s trade in wheat has
been declining and that it has become necessary for the United States
to restrict its production of wheat as a permanent policy.

For many years I have protested against the expressed view of those
who advocate the restriction of agricultural production to the demands
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of the domestic market, and I have pointed out the unfavorable effect
such a policy would have not only upon the farmer but upon our
whole economic structure—commerce, transportation and finance.
The social effects, too, would be far reaching and destructive.

I have pointed out also that the vacuum created in the world’s
agricultural market by our withdrawal would be—in fact is being—
filled by other exporting countries such as Canada, South America,
and Australia. Such withdrawal would dry up our own resources to
the direct advantage of foreign nations.

Recently the leading boards of trade and produce exchanges pub-
lished a pamphlet entitled “ A Survey of the Farm Question’’ (January
4, 1933), from which I quote:

It may be here pointed out that, contrary to general impression, our loss of a
market for our wheat is not the result of an increased production through a
nationalistic program in importing countries. Actually the world is buying
more wheat, but it is coming from our rival surplus producing countries. During
the two postwar years of our 23 per cent tariff the world export trade in wheat
averaged 675,000,000 bushels, of which we furnished 41 per cent. During the
seven years of our 38 per cent tariff, the international world trade in wheat aver-
aged 791,000,000 bushels and we furnished 21 per cent of it. In the two years
under our 53 per cent tariff, the world wheat trade reached 814,000,000 bushels,
and we supplied only 15 per cent of it. The importing countries of the world
still want wheat in increasing quantities, but they are buying it in countries
where commerce is permitted to flow in both directions.

That is page 17 in the pamphlet to which I have referred, and that
is published under the auspices of the leading boards of trade and
produce exchanges of the country. L.

The CuarMaN. Do you speak for the farm organizations?

Mr. Peek. Do I speak for them?

The CrarrMaN. Yes. . ..

Mr. Peek. I do not. I tried to make that clear in the beginning
of my remarks, that I represent no organization except myself. You
may perhaps recall, Senator, that from 1924 to 1928 I was president
of the American Council of Agriculture, that was an organization of
farm leaders, and during two years of that period I was chairman of
the executive committee of 22, which was made up at the meeting
of governors of 11 States, from 11 Middle Western States, 2 from
each State. )

The Cuamaman. You recognize, do you not, that the farm organiza-
tions of the United States had their representatives here at the time
that the tariff bill was under consideration, and that every rate in
that tariff bill was supported by the respresentatives of the farm
organizations in this country? .

Mr. Peex. That has no influence upon my opinion, Senator.

The Crarrman. No. .

Mr. Peex. I am merely expressing my views.

; The CraRMAN. N o, but I ask you whether you were aware of that
act?

Mr. Peex. Oh, yes. I am aware of the general discussion in a
general way.

Senator Kine. May I ask my colleague, does he mean by that
broad statement that he just made that the farmers supported every
schegulé in that tariff bill? Jtural schedul

e UHATRMAN. Every agricultural schedule. Lo
DigitizeSenator King, I thotll'ghtg;qou were referring to the whole tariff bill.
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The Cuarrman. No; I spoke about the agricultural schedules, and
I asked him if he recognized that the farm organizations of the United
States supported them. i

Senator Kine. I wanted to state that many of the farmers did not
and do not support many of the schedules in that bill.

The CHAIRMAN. Agricultural?

Senator Kine. No. I am not speaking of that. .

The CuatrMAN. I am talking about the agricultural schedules in
the tariff bill. i

Senator Kina. If you limit it to agriculture, that is one thing.

The CHAIRMAN. Yes.

Senator SHORTRIDGE. Before you conclude, do you undertake to
account for the falling off of our foreign wheat trade?

Mr. Peek. I think so; yes.

Senator SHORTRIDGE. Very well.

Mr. Peek. Time forbids referring in detail to the great body of
facts touching the question of international trade in wheat. However,
in the 8-year fiscal period from 1922-23 to 1929-30 United Kingdom
imported an average of 218,283,000 bushels of wheat from all sections
of the world. Our average proportion of their imports for that period
was 33,991,000 bushels, or 15.6 per cent.

In 1931-32 United Kingdom imported 245,000,000 bushels, or 12.2
per cent, more than the 8-year average, but took only 18,679,000
bushels from the United States. In other words, our share of the
wheat trade of United Kingdom fell from an average of 15.6 per cent
to 7.6 per cent.

Senator Reep. Let me interrupt you. Was not that very largely
due to the dumping in Great Britain by the Soviet?

Mr. Peex. I think not. If I may go on, Senator, I think I will
perhaps answer your question.

Senator SuorTrIDGE. They buy from their own people.

Senator ReEp. Very well.

Mr. PEex. The total world trade in wheat during the period of the
Fordney-McCumber bill (1922-1930) averaged 735,882,000 bushels
yearly. The average during the period of the Smoot-Hawley bill
(1930-1932) has been 869,263,000 bushels, an increase of 18.1 per cent.

During the same period the United States’ share in the world wheat
trade dropped from an 8-year average of 186,193,000 bushels under
the Fordney-McCumber Act to 133,667,000 bushels under the Smoot-
Hawley Act, a decrease of 28.2 per cent.

The CuHAtRMAN. Is there that difference in the rate of duty in the
two bills?

Mr. Peexk. I beg your pardon?

.The CHatrMaN. Is there a difference in the rate of duty in the two
bills of that percentage? If it is because of the duty then of course
the higher rate has decreased with the importations. Was there 18
per cent difference in the rates? That is what you are trying to
pomnt out, is 1t not, that the rate of duty was what prevented the
exportation of our wheat abroad and the use by foreign countries?

Mr. Peek. I am merely trying to point out the facts in relation
to it and at this juncture not to state the cause of it,.
th;l;he Cuamrman. Well, that is all right. Just so we understand

Senator SHorTRIDGE. That is what I wanted him to develop, if he
has views upon that subject.
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The CnatrMaN. Yes. Because that is very easily explained.

Mr. Peex. I am merely submitting official data on what has
happened at this point.

The CHArmMAN. Very well. Proceed.

Mr. Puex. During the same period the United States’ share in
the world wheat trade dropped from an 8-year average of 186,193,000
bushels under the Fordney-McCumber Act to 133,667,000 bushels
under the Smoot-Hawley Act, a decrease of 28.2 per cent. Our
share in world wheat trade, expressed in percentages, has dropped
from 25.3 per cent to 15.4 per cent, despite an increase in total world
wheat trade of 18.1 per cent. (See Exhibit 9.)

A study of our sales of wheat to foreign countries during periods
covered by different tariff acts is very enlightening. During the
Payne-Aldrich period of 1909-1913, all importing countries obtained
14.3 per cent of their wheat imports from the United States. While
the Underwood law was in effect pre-war they obtained 44.5 per cent.
In the postwar period, while the Underwood Act was in force, this
percentage increased to 53.3. In the eight years of the Fordney-
McCumber bill it dropped to an average of 25.3 per cent, and under
the Hawley-Smoot bill it dropped to 15.4 per cent. Obviously due
allowance must be made for the fact that European countries had
not fully reestablished their agriculture during the period of the
Underwood law. Nevertheless, the showing is significant of what has
ﬁappened to our wheat export trade. (For further details see Ex-

ibit 10.

The p)icture as to our part of international trade is incomplete
without some disclosure as to exports of wheat from the United
States and other chief exporting countries. .

Our export trade dropped from a 2-year average in 1920 and 1921 of
331,646,000 bushels to a 2-year average in 1930-31 and 1931-32 of
133,667,000. Comparing the same paid of 2-year periods, the exports
of all exporting countries rose from an average of 784,889,000 bushels
to an average of 869,263,000, an increase of 10.7 per cent. (For
further details see Exhibit 11.) .

For convenience of reference the average exports of the United
States, other important exporting countries, and all exporting
countries are shown in Exhibit 12. i

Senator Harrison. That gives the percentage of increase from
each of the countries?

Mr. Peex. Yes.

HOG AND PORK PRICES

. Turning our attention to hogs and hog products, we find similar
screpancies. So little corn moves from the farm as corn that the
most practical way to increase corn prices is to gigal Wlth. hogs. A
study of the following prices shows many peculiarities of price behav-
lor after the product leaves the hands of the farmer. December, 1932,
18 used for comparison as it is the latest month conveniently available.
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Average Chicago prices

Per cent

Commodity 1014 December, 1932 decrease
NOES. cmacceame $9.36 per hundredweight wholesale.| $3.05 per hundredweight wholesale. 63. 62
gig:sgd g%?-k ......... sls.sg] per hundredweight whole- | $5.90 per hundredweight wholesale. 55. 64

sale.

Pork.chops. . cceeeees $0.198 per pound retail..._..-.... $0.176 per pound retail- 11,11
Bacon (sl!i’ced). wew-n-i] $0.317 per pound retall... ..| $0.216 per pound retail .. 3;. 86
Ham (sliced) . ...... $0.326 per pound retail $0.303 per pound retail. . . 06

Available data on European livestock and meat prices are not
complete, but they are very significant.

Price per hundred-
weight wholesale
Commodity Year

United
States | Germany

) 5 17+ F R, 1913 $8.37 $12. 64
Pork. e ez o o YRR, 12.60 1

Hogs. .. September, 1932 cenem e 4.12 8. 68
POTk . o et do.. - 28,60 13,89

Price per hundred-
‘weight wholesale

Commniodity Year
United Elﬁand
States ‘Wales

HOBS. v eemmmmacaacanan 1914 $8.36 $14.48
Do. 1931
Dressed pork. -

6.58
-.do... 212,30 417,60

1 Not available.’ 2 Chicago. ! Berlin, { London.

. Now, if you refer to that table, you will see that heavy hogs in 1914
in Chicago, the average price was $8.36 per 100 pounds. In Decem-
ber, 1932, $3.05 per 100 pounds. A percentage of decrease of 63.52
per cent 1n price.

The CratrMaN. You have not got the price for 1929, have you?

Mr. Peex. Not there. In other places here the prices occur.

’%‘?he Cuamman. That will make quite a different picture, will it
not?

Mr. Peer. Not so different as you would think. We will turn to
that shortly.

The CramrMaN. We will see.

Mr. Peer. Dressed pork in 1914, $13.30 per 100 at wholesale;
December, 1932, $5.90, or 55.64 per cent decrease.

Pork chops at retail in 1914 were 19.8 cents per pound, and in 1932,
17.6 cents per pound, or a decrease of 11.11 per cent.

The Cuamman, Have you any tables showing what they were in
1910 in comparison? This is when the war began, you know.

Mr. Peex. I have some figures here in just a minute showing the
average of 1909 and 1914; yes.

Sliced bacon in 1914 was 31.7 cents per pound at retail, and in 1932,
21.6 cents per pound, a decline of 31.86 per cent.
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Ham (sliced) in 1914 was 32.6 cents, and in December, 1932, 30
cents, or 7.06 per cent decrease.

In other words, hogs declined 63.52 per cent, dressed pork declined
55.64 per cent, pork chops declined 11.11 per cent, bacon (sliced)
declined 31.86 per cent, and ham (sliced) declined 7.06 per cent.
Again reflecting the fact that the relative decline in the price of the
hog is not reflected in the price of meat to the consumer.

Awvailable data on European livestock and meat prices is not com-
plete, but they are very significant. Hogs in 1913 in the United
States, $8.37; Germany, $12.64.

Pork in 1913 in the United States, $12.60; Germany not available.

Hogs, September, 1932, $4.12 in the United States; in Germany
$8.68.

Pork, September, 1932, Chicago, $8.60; Berlin, $13.89. )
Hogs in the United States at wholesale in 1914 were $8.36, and in
England and Wales, $14.48.

Hogs in 1931 in the United States were $6.58, and in England and
Wales, $16.34. .

Senator King. That is reduced to the gold values, is it not?

Mr. Peek. Both expressed in American money, yes, sit.

Dressed pork in 1931, $12.30 in Chicago, and $17.69 in London.

We have available also certain other comparisons of hog and pork
prices. The Department does not give figures covering comparable
cuts. The data are averages for 1909-1913, and 1931 and 1932.
(See bottom of exhibit 8.) Hog prices were as follows:

1909-1013| 1931 1932
Berlin (220 to 265 POUNAS) - - - - oenmeoe e memmcmmemamammesammmcnaamnaes $11.63 [ $10.02 $8,20
Chicago (all weighpts) 3 ) ________________________________________________ 7.77 6.16 3.83

03 ot N R, 3.86 3.86 .37

_ Clearly, as is the case with wheat, the whole burden of giving
justice to the American hog producer need not fall upon the consumer.

It is apparent that foreign prices for hogs and their products do not
determine our domestic prices. The large export business in hog
products has been in lard, and it is quite probable that accumulating
surpluses of lard in our markets and protection Germany is giving
her agriculture are having a depressing effect upon the prices for hogs.
This would seem to be borne out by a comparison of price behavior
for a few selected years on lard, as follows:

1925 | 193 | [lOVERS

Chi $17.90 | $12.97 $6.19
va§?§351 """"""""""""""""""" 18.29 13.23 7.26
gamburg """""""""""" 18. gg 13. ;2 g gg
hicago-L{verpool spread. ... . . .
Chicago-Hamburg sproad .88 .82 2,40

The spread is greatly increased, as is shown.
he Cratrman. In favor of the United States? .
DigitizeMrrBEER. T would say against the United States. The Chicago-
http:/iﬁé&'&rﬂ@ﬁkfspnegtd in 1925 was 0.39; in 1929 was 0.26; and in Novem-
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ber, 1932, was 1.07. While the Chicago-Hamburg spread in 1925
was 0.88, in 1929, 0.82 and November, 1932, $2.40.

COTTON

The expressed theory held by some that we should relinquish our
agricultural export markets and increase our industrial exports at
the same time, overlooks, as has been pointed out, the importance of
agriculture to our whole economic structure—commerce, transporta-
tion, and finance.

In the case of cotton the pursuance of this theory is particularly
murderous as we produce 57.36 per cent of the world crop (1924-
1930 7-year averages; world crop, 25,620,000 bales; United States
crop, 14,700,000 bales). Furthermore, we export 54.43 per cent of
what we produce (1924-1930 7-year averages: production, 14,700,000
bales; exports, 8,002,000). These facts are from Bulletin 169, United
States Bureau of the Census.

Hitherto we have enjoyed practically a world monopoly in produc-
tion, producing some 57 per cent of the world’s supply, and exporting
about 55 per cent of what we produce. We have failed in the matter
of prices, however, to take advantage of our peculiar opportunity to
exercise a proper influence on world prices.

Senator SHoRTRIDGE. Have you undertaken to explain that point?
You make a positive statement there which may be correct.

Mr. Pegk. I think I explain & good many of the points that you
raise, Senator, later.

Senator SHORTRIDGE. All right, sir.

Mr. Peek. We have allowed our cotton producers to remain at
the mercy of the buyers of cotton (foreign nations), while at the same
time these producers, as consumers like the rest of our consumers,
have been compelled to purchase the products of cotton in a highly
protected market.

. To force our cotton growers to curtail substantially their produc-
tion would merely drive them into grain and livestock. The pro-
ducers of grain and livestock (except lambs) have suffered more
since 1920 than the cotton growers themselves. (See Exhibit 4.)
(See also Exhibit 13.)

Cotton is grown on nearly 2,000,000 farms and is peculiarly a crop
employing a large amount of human labor. If we drive, say 400,000
cotton farms out of production, what can their operators do except
further break down the general farm structure, or migrate to the
cities where we already have 12,000,000 unemployed workers?

Senator SHORTRIDGE. Does anybody propose to drive 400,000 cot-
ton farmers out? ’

Mr. PEex. What would they do?

Senator SHORTRIDGE. Why do you use those figures and make that
statement about them? 1 am merely asking for information.

Mr. Peek. I am giving my view of it, Senator. T think that would
be the effect that they would do one or the other of two things. They
would break down other sections of the farm picture or move away
frosr;n the farm. They would have to be employed somewhere.

ﬁll‘lai)oé‘EEAligg:f)gf They would have to raise some other stuff,

8 . ; Or move away-—one or the other—or get out.
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LEGISLATIVE REMEDIES REQUIRED

If the foregoing statements and figures, with the information con-
tained in the exhibits, are accepted as substantially reflecting the
facts, it is clear that America has neglected her agriculture and that
European countries hold their agriculture in higher esteem than we
hold ours. Practically every important European nation gives special
assistance to its agriculture.

Our farmers can not and will not continue to feed and clothe the
Nation for less than it costs them.

The Crarrman. In this statement of yours, do you tell Congress
what to do in order to remedy that?

Mr. Peek. I am making some suggestions in order to remedy it,
Senator. I am leading right to that now.

From a purely business standpoint it is folly to ignore the great
purchasing power of one-fourth of our population living on the farms.
and perhaps considerably more who are directly dependent upon them.

Any plans for the restriction of agricultural production to the de-
mands of the domestic market involving substantial curtailment of
acreage, except occasionally in case of great emergency, as in case of
cotton at present, should be considered in the light of our whole
national and international economy, and should not be adopted as a
permanent national policy. Our national effort should tend toward
making the farm a satisfactory place for more not less people.

In the past the independent land-owning farmer has been among
the most conservative of our people and our greatest bulwark against
radicalism. With bim the capitalistic system is secure. Without
him anything may happen.

I wonder if we may not draw an analogy between the present situa-
tion in America and Europe about 1780, when Edward Gibbon, in his
third volume of the Decline and Fall of the Roman Empire, wrote
of Europe:

One great republic, whose various inhabitants have attained almost the same
level of politeness and cultivation. The balance of power will continue to fluctu-
ate, and the prosperity of our own and neighboring kingdoms and the prosperity
of our own and neighboring kingdoms may be alternately exalted or depressed;
but these partial events ean not essentially injure our general state of happiness,

the system of acts and laws and manners which so advantageously distinguish,
above the rest of mankind, the Buropeans and their colonies.

And then came the French Revolution in 1789. )

At the outset I indicated my purpose to confine my discussion pri-
marily to the relation of the agricultural depression to the general
depression. The former began in 1920; the latter, generally speaking,
10 years later with the stock-market crash at the end of 1929.

In considering suggestions for legislation, we should keep in mind
the extent and duration of the injustice to which agriculture has been
subjected in different sections, its present condition, and the im-
portance of agriculture in our national economy. Furthermore, we
should consider well the social aspects as affected by legislation which
will be referred to later. Far more than ecomonic justice and busi-
ness restoration are involved in the restoration of agriculture. The
whole capitalistic system of government now is on trial. The future
of the Nation depends upon a wise solution of the problems now con-

Di itifzre0 nftirn %é’ roment. :
htt%: //fr%(é)riﬁ%éws 1 g.rgghe outset, legislation is required:
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1. To correct price disparity and to prevent or minimize its re-
currence.

2. To remove some of the burden of debt and interest charges.

3. To restore foreign outlets for American products.

4. To reduce Jocal, State, and Federal expenses in order that taxes
may be brought into proper relation to reduced incomes and earnings.

5. To provide short term credit and banking facilities where they
arc now lacking,

6. To provide a more adequate and better ada%)bed rural credit
system to remove discrimination between agricultural and other
borrowers.

7. To inflate the currency if the foregoing are insufficient.

The Cuairman. How do you intend to reduce local and State and
Federal expenses? How would you have Congress do it?

Mr. PEex. I do not think the National Government can reduce
local taxes, of course. But I think that the action of Congress itself
can set a very good example with respect to that.

The CrairMaN. It has not been followed by the States of late.

Senator Hakrrison. Some of the States have followed it. I know
my own State has cut the expenses of the State one-third this last

ear.
y The Cuamrman. Well, I suppose you got into the position where
you had to, did you not?

Senator Harrison. Yes. They were in a bad state.

Mr. Peeg. Iowa started out to reduce its expenses $25,000,000, to
effect that saving in its taxes this year.

Senator SHorRTRIDGE. Pardon me before you proceed. On page 27
you have suggested some seven different plans or propositions or
suggestions. Do you propose before you get through to point out
how you expect to do that?

Mr. Peek. Yes; I am coming now to the first one, Senator.

Senator SHORTRIDGE. Thank you.

_Mr. Peex. 1. Principles of legislation necessary to correct price
disparity and to prevent or minimize its recurrence.

Emergency agricultural legislation is necessary and imperative
pending the development of a comprehensive national program for
agriculture and the opening of normal export markets through inter-
national trade agreements, reciprocal tariffs, application of foreign
debt to payment in whole or in part for our exports, stelilization of
international currencies, and such other important subjects.
ﬂl_()ther emergency legislation is necessary pending these other

ings.

This emergency legislation should cover only such commodities
(and, if necessary, competitive substitutes therefor) the prices of which
in our domestic markets are influenced largely by the prices in foreign
markets or which are directly affected by the conditions in foreign
countries. I should say wheat, cotton, hogs, and possibly tobacco. 1
include hogs because that is the only way I know of to reach ecorn.
Provision should be made to include, if necessary, grains that may
be substituted for wheat and other livestock substitutable for hogs.

The period of duration should be one year, subject to extension, in
whole or in part, from year to year, upon proclamation of the Presi-

dent, until a comprehensive national :
developed. program for agriculture is
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N Selllla?tor SHORTRIDGE. The President has no power to do that,
as he?

Mr. Peek. If he had the power given him by Congress he would
have it, would he not?

Senator SHORTRIDGE. I do not know that Congress has the right
to give such a power.

Mr. Peek. Perhaps not.

Senator HarrRISON. You mean to write some law and in that law
give to the President the right to extend that law by proclamation?

Mr. PEEK. Yes, sir; exactly.

The importance of the processor must be recognized as he performs
a necessary service between the farmer and the consumer.

Agreements should be authorized between the proper governmental
bodies and existing agencies, including processors and associations
of producers. The aim to be accomplished by these agreements
should be to dispose of existing surpluses and to keep the channels of
trade open through every instrumentality at our command; that is,
governmental, producers, processors, and exporters (private or
cooperative).

Prevention of burdensome supply in future should be provided for
by decreasing prospective production before harvest in the areas
where it is excessive, compensating the farmer for so decreasing
production. Such action can be fully justified as a contribution to
the general welfare.

Reduced production should be effected in areas of surplus produc-
tion. Reduction should not take place in sections or areas where the
particular products are deficient in supply. To do otherwise would
be wastefuIl) and uneconomic and would create dissatisfaction and
unrest,

q Senator Harrison. The House allotment bill does not do that,
oes it?

Mr, Peek. No. It merely curtails acreage.

Senator HArRrRIsON. Yes; but it curtals acreage everywhere,
whether or not there is a surplus in a particular product for a State.

Mr. Peek. Yes. Well, I come to it later.

Senator SHORTRIDGE. Is that made mandatory, Senator, by that?

Senator HarrisoN. No; the House bill is not mandatory. Is it,
Mzr. Peek?

Mr. Peex. If they participate in the benefits.

Senator HarrisoN. Oh, yes. But they do not have to go into it.

Senator SHORTRIDGE. Yes. Then in a sense it is not mandatory.

Mr. Peex. For example, why should South Carolina decrease her
corn production when she imports corn and the surplus of corn
originates in the Middle West?

I may say right there, I was in South Carolina the latter part of
November. A gentleman with whom I talked had just shipped in a
carload of corn for which he paid 62 cents a bushel delivered at George-
town. The farmer in Iowa got 10 cents for that corn and the 52
cents was absorbed between the farmer and this man who bought it
for distribution at.62 cents. Now why ask South Carolina to curtail
its production of corn when the Middle West is reducing it?

Senator SHORTRIDGE. Yes; it is perfectly absurd.

%/{raggé“% Or why should New York State reduce her wheat pro-

on of 5,0

Digi# , 00,000 bushels when she is forced to import millions of
http://fraser.stlouisfed.org/
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additional bushels each year, and the surplus is made In Kansas,
North Dakota, and a limited number of additional States?

For example, in 1931 New York State raised 5,000,000 bushels of
wheat. Kansas raised 240,000,000 bushels. Kaneas raised about
one-third of our total 1production, and Kansas alone accounted for
our total supply of surplus. L

Senator Iggrgmso;pThere would be no reason to make California,
for instance, decrease her cotton supply when they do not produce a
surplus out there? . .

Senator SuorTRIDGE, But I may add right there, for I know its
great importance appeals to my friend, we raise the best—now notice—
the best long-staple cotton raised in the United States, and I have the
authority of a Scnator from the South who is an expert in the matter of
cotton who says that it is better than the Egyptian. . .

Senator Harrison. I am not one that will contest that California
can not raise the best of everything.

Senator SHORTRIDGE. That covers the whole ficld. )

Mr. Peex. I believe that desired results can not be accomplished
by attempting control of acreage planted, because the variation In
yield of all growing crops from year to year depends 75 per cent upon
weather and pests, which are largely beyond human control, and only
25 per cent upon acreage planted. According to figures compiled by
the Department of Agriculture many sections of the country are
deficient all of the time, and many part of the time, in supply of some
crops. (See the first three columns, Exhibit 13, for cotton example.)

Market prices should respond almost immediately to an announced
national policy of restrieting supply, if necessary, in order to obtain
fair prices for producers, and a determination of Government to assist
producers equitably to adjust supply to demand.

Funds to cover the cost of giving the farmer a fair return should be
provided by a tax on the processor, as provided by the Jones bill
(H. R. 13991), which has already passed the House.

Not only is this a convenient method of protecting the Treasury,
but it would have the added advantage of stimulating the processors
to pay the farmers a fair price in order to avoid paying an equivalent
amount in taxes added to the price.

If, as a result of agreements authorized to be made with processors
and others, prices do not rise to a fair level then the difference between
such fair-price level and prevailing market prices should be paid to the
farmer by the Government, and the Treasury should be reimbursed
by means of an adequate tax on the processor.

A fair price may be considered an amount which bears to the price
for all commodities bought by producers, during a predetermined
period (say, three months), the same ratio as the price for the com-
modity paid producers, during the pre-war period (1909-1914) bore
;o r};gldces for all commodities bought by producers during such pre-war

eriod.

At the present time this would mean at local markets a price for
wheat of 93% cents, cotton 12% cents, and hogs 7% cents a pound for
the proportion required for domestic consumption.

. In my opinion these prices are too low, considering the increased
interest burdens and increased taxes, as well as the price injustice to
which the farmer has been subjected at least 12 years. We should
consider adding to such a fair price in future years a percentage (say
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10 per cent) as soon as general business conditions improve. Refer-
ence to prices of wheat, cotton, corn, and hogs in previous years in
this country is made in Exhibit 14.
That is the information you asked for a few minutes ago, Senator.
In addition to tariffs imposed by existing law and those included in
the Jones bill, duties should be laid also on jute and black strap
molasses. That bill should be amended also in other particulars.
The principles that should govern this legislation are well defined in
my mind. If your committee, or any other committee of the
Congress having jurisdiction, desires, I will prepare amendments to
the pending legislation and submit them for consideration.
Emergency legislation is essential at the earliest possible date.
The situation has been drifting from bad to worse in recent months.
This is evidenced by the farmers’ holiday strikes, by interference
with legal processes and foreclosure proceedings, by tax demonstra-
tions at county courthouses in many sections of the country, by
continuing bank and commercial failures, and in other ways.

COMMENTS ON OTHER LEGISLATION SUGGESTED

Legislation is now under consideration covering the lightening of
the burden of debt, reduction of Federal expenses and hence taxes,
and providing for extending the activity of the Reconstruction Fin-
ance Corporation to provide short-term credit.

Your committee understands that many communities are entirely
without banking facilities. Large banks are reluctant to make loans
for the usual conduct of business. Simaller banks are unable to do
so. It would seem, therefore, that there must be given to the Recon-
struction Finance Corporation or some other Government agency
authority to extend credit for productive enterprise in order that
business may go on pending general business recovery.

Restoration of foreign outlets for American products must in large
measure await announcement of the policies of the new administra-
tion and action thereon by the Congress. It is not necessary to
emphasize again the importance of foreign markets for our surplus
agricultural products.

At the earliest possible date consideration should be given to an
adequate and better adapted rural credit system in order that agri-
culture may have on as favorable terms as ready access to the credit
resources of the Nation as that enjoyed by other lines of essential

endeavor.
CONCLUSION

Farming is & mode of living as well as a business. It should be
the most secure of all lines of endeavor so far as it lies within the
power of government to make it. Actually as now conducted it is
one of the most hazardous occupations of man. It is subject not only
to the whims of nature but to the machinations of market speculators
throughout the so-called civilized world.

The rural community should be a haven of refuge for those weary
of the confusion of busy cities. It should be a place to which people
maﬁ7 return with relative security. What industry except agriculture
could absorb in three years 2,000,000 of the surplus population of

Digiti?ét&?gryk such a time of depression?
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A vigorous agriculture is the greatest customer for our large
industries. It is our greatest national resource. Cotton alone has
accounted for $20,000,000,000 of the $120,000,000,000 total value of
exports of the past 38 years. Given fair treatment, the independent
land-owing farmer is protection against radicalism of every kind.

1 hope that your committe will invite refutation of these conclusions
by any witness who appears before you.

(The exhibits to Mr. Peek’s statement are here printed in the
record in full, as follows:)

Exmisir 1.—Relation of income to export trade, 1910-1932

Percentage of income attributable
to exports
Year
Agricul- |Nonagricul-
Total tural tural
5. 83 13.12 3.70
6. 79 16,18 4,22
6.83 15.48 4.48
.z 16. 11 4,94
7.01 15.85 4,64
6.77 15.35 4 42
7.83 19. 96 4 54
10. 52 17. 03 8.69
12.89 15.33 12,00
10. 30 15.10 8.56
11. 49 2114 7.83
10. 80 17. 69 8.47
11. 61 28. 46 7.4
10. 85 29. 21 7.68
[} 19 27 3.48
5.61 16.29 3.58
5.87 16. 46 3.89
7.94 21,99 5.14
6.24 18. 05 3.87
5.80 16. 48 4.01
5.87 16.42 4.15
5. 67 15. 46 4.0
6.20 15. 50 4.69
595 16. 59 4.17
6.50 15.91 5 07
5. 61 14.91 4,24
5.00 14.35 3.59
o N T TR 5.88 15.21 4,45
P S 1=:0 N L0 7.45 17. 86 521

(ﬂ;eiﬁ?utgfmogﬁed on data from Foreign Commerce and Navigation and on the Statistical Abstract
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Exursir 2.—Relation of agricullural to nonagricultural and total exports, 1910-1932

ng;‘ésef' Agricultural exports 3| N onag;)igalstlslral ex-
Yeart
Thousands [Thousands | Per cent | 'Thousands | Per cent
of dollars | of dollars | of total | of dollars | of total
1,710,084 871, 158 50.9 838,026 49.1
2,013,549 | 1,030, 794 51,2 082, 755 48.8
2,170,320 | 1,050,627 48.4 | 1,119,693 5L.6
2,428,506 | 1,123,652 46.3 | 1,304,851 53,7
2,329,684 | 1,113,974 47.8 | 1,215,710 52.2
2,130,429 | 1,038,04 48,7 1 1,092,388 51.3
2,716,178 | 1,475,938 54.31 1,240,240 45,7
4,272,178 | 1,518,071 35.5 | 2,754,107 64,6
6,227,164 | 1,968,253 31.6 | 4,258 911 68, 4
5,838,652 | 2,280, 466 39,1 3,558 186 60.9
7,081,462 | 3,579,918 50.6 | 3,501,544 49.4
5,227,127 | 2,164, 529 41.4 | 3,062,598 58,6
7,949,309 | 3,861,511 48.6 | 4,087,798 51.4
6, 385,884 | 2,607, 641 40.8 | 3,778,243 59,2
3,690,900 | 1,915, 866 51.8 1 1,784,043 48,2
3,886,682 | 1,709,168 46.3 § 2,087, 514 53,7
4,223,973 | 1,867,008 4.2 | 2,356,875 55.8
5,220,161 | 2,410,257 46.1 | 2,818,895 63.9
4,778,155 | 2, 280, 381 47.7 1 2,497,714 62,3
4,653, 148 | 1,891,739 40.7 | 2,761,409 59,3
4,867,348 | 1,907, 864 39.2 | 2,950,482 60,8
4,773,332 | 1,815,451 38.0 | 2,057,881 62.0
5,283,938 | 1,847,216 35.0 | 3,436,722 65.0
4,871,184 | 1,948, 530 40.0 | 2,922,654 60.0
4,617,730 | 1,495,907 32.4 | 3,121,823 67.8
3,031,557 | 1,038,034 34.2 1,993,523 65,6
1,909, 123 752, 141 30.4 | 1,156,982 60,6
3-year average...- .} 3,186,200 ) 1,095,383 3.4 2,090,818 65.6
23-y€ar AVerago. coccaeeanan- .| 4,210,777 | 1,786,646 42,41 2,424,130 67.6
1 Year ending June 30. 3 By difference.

1 U. 8. Department of Agriculture Yearbooks.

Exnisir 3.—Actual agricultural income and approximate income had fair exchange
value prevailed

1n 21 3t
: ; Adjusted
Agricul- | Ratio of :
Year tural in- | prices re-| A& ‘f‘iﬂn'_
come (mil- | ceived to| , 'T8 (mil-
lionsof | prices |®GT® 0
dollars) paid dolars)
16, 935 102 | e
13, 566 99 13, 703
8,927 75 11, 903
9, 944 81 12,276
11, 040 88 12, 545
11, 337 87 13, 031
11, 968 92 13, 009
11, 480 87 13,195
11, 616 85 13, 666
11, 741 00 13, 046
11,911 89 13, 383
9, 403 80 11,754
6, 955 63 11, 040
5, 250 52 10,077
Total 13 years 135,128 focnoauao.. 162, 628
Average ratio, 1920-1932 (13 ¥earS) . - oo oo eeeeen 10, 394 83 12, 509
Millions
of dollars
Total probable income based on fair eXchANEe VAINE. .o\ o eocoewmem e emcooeceoccmemmmeemmn 162, 623
Total actual agricultural iNCOMe o ca o oo oo oo e, 135,128
Accumulated deficiency in agricultural InCOME. oo oo oamoiie i ie i aannna— 27, 500

Digitize S AFrokaxioe=col. 3.
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ExnuIeiT 4.—Relative farm prices for 12 years, 1921-1932

{Angust, 1909, to July, 1914=100)

12-
5;?3:_ 1921|1922 { 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1832
age
All farm commodities. ... 321 | 116 ) 128 [ 135 | 134 | 147 | 136 | 131 | 139 | 138 | 117 | 80 57
Prices psid by farmers for com-
modities bought. ..o .._.... 148 | 156 | 152 | 153 | 154 | 159 | 156 | 154 | 166 { 155 | 146 [ 126 (1111
Individual farm commodity
101 | 156 [ 218 { 216 { 179 {122 { 128 9 150 | 143 | 100 | 61 47
88 ) 03 1125|142) 156 | 109 {123 139 | 136 | 121 | 78 44
89| o1 |104 /119 (112 97 [ 113 {123 {11 | 95| 64 46
81| 82| 91 |110|115| 89108 | 112} 80| 76| 54 45
132 [ 117 (111 | 125 | 171 | 153 [ 136 | 128 | 116 | 92| 55 44
141 1 104 | 891107 138 | 111 | 120129} 121 ) 82 48 40
80| 123 | 139 [ 120 [ 145 [ 122 [ 116 | 116 | 145 { 126 | 73 58
107 | 98 {104 | 112|106 | 110|101 | 90| 97 95| 82 63
149 (136 { 122 | 125 | 163 190 | 119 | 134 { 178 { 104 62
175 1 166 1 146 ( 133 | 154 | 127 ' 129 | 152 | 145 { 140 [ 98 73
101 | 160 § 109 | 174 | 159 | 124 :130 | 171 { 159 | 119 | 77 44
108 {116 | 98| 103|152 | 163 | 134 | 121 | 130 | 122 | 8L 48
106 | 104 | 108 | 108 | 120 | 124 [ 139 | 176 | 177 | 145 | 104 78
117 { 114 | 119 [ 120 | 131 | 143 [ 151 | 174 | 180 | 147 | 104 74
122 1164 {178 | 182 | 208 | 194 | 103 { 205 | 202 | 139 | 98 75
101 | 132 | 145 | 149 [ 168 | 162 | 159 | 168 | 165 | 115 | 74 53
155 | 133 | 140 | 141 | 157 { 147 | 131 { 141 [ 149 : 117 | 86 74
151 | 140 1 161 | 157 ] 161 { 163 | 168 | 173 | 173 | 145 | 110 83
951163 | 212 221 {186 {174 | 203 [ 176 | 119 | 80 55
65 | 59 541 b5 55| 68| 57| 51| 45 42
182 | 167 165 | 168 | 178 | 192 { 178 | 186 | 196 | 162 | 136 | 102

1 Preliminary.

Source: Division of Statistical and Historical Research, U, 8. Department of Agriculture,

Exuisir 5.—Relation of agriculiural to nonagricultural and total income, 1910 lo
1932

Total | Agricul- Nonagri-
: tural in- enltursl
income! Per cent Per cent
Year 000,000 come ? | " fy oy income? of total
omitted) | (000,000 000,
omitted) onitted)
o, 643 2.6 | 22702 77.4
6,372 216 , 288 78.6
6,784 21.4| 24,971 78.6
6,975 20.9 1 26,418 79.1
7, 21.2| 26,199 78.8
6, 760 2L.5 | 24,716 78.5
7,308 2.3 | 27,295 78.7
8,014 22,01 31,671 78.0
12,832 26.6 | 35,482 73.4
- - ,658 {15,101 26.7 | 41,557 73.3
......... 61,628 | 16,035 27.5{ 44,603 72.5
48,375 | 12,235 25.3 1 36,140 74.7
68,442 | 13,500 19.8 | 54,816 80.2
9 58,271 , 927 15.3| 49,344 8.7
1922 . 61,187 9,944 16.3 ] 51,243 83.7
69,205 | 11,040 15.9 , 255 841
71,905 | 11,337 15,8 X 84.2
65,820 | 10,963 16.7 | 54,857 83.3
76,561 | 11,968 15.8 | 64,593 BL.4
,284 | 11,480 14.3] €8 85.7
82,021 | 11,616 140 71,305 86.0
84,119 | 11,741 14.0| 472378 86.0
5,200 {11,911 14.0| 73,289 86.0
5 ¥eAT BVEIAZO . ceeeocneeacar i cmee e eeeoas 81,817 | 11,743 144 70,074 85.6
{833?" 71, 000 g, 322 1?2, g 61, 597 84_;- ?
................................................. \ , 47,045 87.
a3z T 3,50 | 5210 4.0 ; 86.0
3-¥ear AVerage. ceem o eme o cmeo e mareaccemeaes 51,168 7,200 18.3 | 46,968 86.7
23-year average. . I w.ew] 10,005 7.7 | 45,6161 823
11910-1029 are estimates b,

Conference Board.

1 Estimates by U. 8. Department of Agriculture.
1 By difference. P . gricuiture
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Exnisir 6.—Migration to and from farms

Year To farms | From farms Year To farms |From farms
§96, 000 1, 698, 000 2,120, 000
1,323, 000 1, 604, 000 2,031,000
2. 252, 000
2,162, 000 .| 13,140,000 | 19,438, 000
2,068, 000 1, 740, 000 1,723,000
2,038, 000 1,683, 000 1, 469, 000
2,334, 000 564, 000 432, 000
2,162, 000

Total farm population

32,076,960 1924 .. . ____..._ 31,056,000 1920 . __________._.___ 30, 257, 00U
- 31, 614, 269 1930._. --- 30,169, 000
. 31,703,000 w30, 1931___ .-~ 30, 585,
. 31,768,000 1032__ --= 31,241, 000
31, 290, 000 X S -v.- 32,000, 000

Data from the U. S. Department of Agriculture.

Exuisir 7.—Dutiable and free imports and rates of duty under different tariff laws

[Emergency act of 1921 omitted}

Average rate of duty
Tariff and date Period selected P e;’recgnt
On duti- On all
able

Payne-Aldrich, Aug. 6, 1909_.____..___. 40.77 19.34 52.55
Underwood (pre-war) Oct. 4, 1913 - 35.75 13.77 61.45
Underwood (DOStWar)...o.ooocoeuoooos 20.75 8.07 61.08
Fordney-McCumber, Sept. 22,1922 __. 38.28 13.89 63.71
Hawley-Smoot, June 18, 1930____.______ 53,21 17.73 66. 57

The average rate of duty on the dutiable articles was computed by dividing the
total duties collected for the period by the value of the dutiable goods imported
during the period and multiplying by 100, .

The average rate of duty on all goods was determined by dividing the total duty
collected for the period by the total value of goods imported, both free and
dutiable, during the period and multiplying by 100. .

The per cent of goods entering free was determined by dividing the total value
of free goods for the period by the total value of imports for the period and
multiplying by 100. .

With the exception of the year 1931, the figures are therefore all weighted aver-
ages,

(Compilation based on valuation of imported dutiable and nondutiable goods
and on customs receipts.)
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Exuistt 8.—Prices of specified commodilies at certain foreign and domestic markels.
&-year average 1909~1913, annual 1931 and 1932

Year beginning July 1

Commodity and description

Market Unit premge! 131 | 1932
‘Wholesale prices:
Wheat—
Domestic. Berlin.._....| Cents pet bushel....._..._ 1355 11716 | 2152.4
Do. Paris._.._ - 141,61 1187.1 | 217L7
Red...... - Liverpoal.. - 112 179.9 358.7
‘No. 1 Northern spring Minneapolis.. - 99 1828 268.4
No. 2 Hard winter._. Kansas City. - 95 175.5 1469
D 0 1, NP Chicago..... [ (s IR, 97.1 184.5| 1529
o heat, famil
pring wiea! amily
PALENES. e e ooeeee Minneapolis.| Dollars per bartcl. ... 4907| 536 456
Hard winter patents KansasCity.f oo oc0 o oaaimoccaioen 4.38 4.86 3.86
................... Chicago. 4,63 4,35 3.67

000" duty free..
No description

o -
Lt
EEE

(23

Straights
Retail prices:
Bread—
T e e e e ate e n e 3.8
Wheat rolls....... 7.8
White, first quality. 4.2 $3.9
No description ... ... 3.3 2.6
Kingdom.
Baked welght-..o..oo--. Minneapolis._|..... L+ (P 85.8 18,2 26,7
Do. KansasCity.|..._. L (4 86,0 18,3 6.7
Do, Chicago.. do. 66,1 19.0 18.2
‘Wholesals prices:
Hogs—
220-265 pounds. - - ueuen Berlin..__... Dollars per 100 pounds....| ©11.63 10. 02 8.20
P }.(&verage price, all weights.] Chicago__...]-.... L« L, 7.77 6.16 3.83
ork—
Fresh I Berlin Cents per pound._..__..._.. 815,04 1418 | 412,42
Freshloins. ..o oo ... Chicago.-....}....- L+ {1 I N 13.33 17. 54 1141
Retail prices:
Pork—
Fresh ool Berlin...o...foo..- [+ R 18,60 | 19 15.56
(05723 o -2 Chicago....{-.... L (/T 810.0 20.6 21.3
1 July, 1030, to June, 1931, & Average for 1913-14,
3 July, 1931, to June, 1932. 7 Average for July, 1914.
3 Liverpool pareels, 1930-31 and 1931-32. 8 Average for 1813.
4 Average for 10 months. ? Weight not stated.
§ Average for 9 months. 10 Average for 6 months.

DIVISION OF STATISTICAL AND HISTORICAL RESEARCH

Compiled as follows:
United States prices—Records of the division of statistical and historical
research.
Foreign prices—
Wheat—

Berlin—1909-1913, Vierteljahrschafte Zur Statistik des Deutschen
Reichs; 1931-32, Wirtschaft und Statistik. (Continued.)

Paris—1909-1913, Statistique Agricole Annule, France, 1914; 1931-
.32, Bulletin de la Statistique Generale de la France, quarterly.

Liverpool—1909-1913, Corn Trade News, weekly; 1931-32, Corn
Trade Yearbooks.

Flour—

Berlin—1909-1913, Vierteljahrschafte Zur Statistik des Deutschen
Reichs, 1914, vol. 1, p. 81; 1931-32, Institut International de
Statistique Bulletin Mensuel de I’Office Permanent.

Paris—1909-1913, Annuaire Statistique, 1931, p. 116%; 1931-32,
Institut International de Statistique Bulletin Mensuel de I'Office
Permanent.

London—1909-1913, The Economist, London; 1931-32, Institut
International de Statistique Bulletin Mensuel.
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Compiled as follows—Continued.
Foreign prices—Continued.
Bread-—

Berlin—1913-14, Statistisches Jahrbuch, 1932, p. 253; 1931-32,
Wirtschaft und Statistik.

Paris—July, 1913, Annuaire Statistique, 1931; 1931-32, Bulletin
de la Statistique General de la France et du Service d’Observation
des Prix.

United Kingdom—1931-32, Ministry of Labour Gazette, Monthly.
(Prices for first of each month.)

Hogs—
Berlin—1909-13, Monatliche Nachweise; 1931-1932, Cable reports
P of weekly averages from Agricultural Attaché L. V. Steere, Berlin..
ork—

Berlin—1913, Statistisches Jahrbuch, 1928; 1931-32 (wholesale
prices) Wirtschaft und Statistik, Part II (monthly); 1931-32:
(retail prices), Report of Agricultural Attaché, Berlin, dated!
October 17, 1932, p. 8, as compiled from Institut fur Konjunktur-
forschung.

ExwmiBir 9.~—Tolal imports of wheat, including flour, by chief importing countries,
and quantity and percentage purchased from the United States under different

tariff acts
{Thousands of bushels]
United Kingdom QGermany Italy

Per Per Per

Year! From | cent From | cent From | cent

Total ]United| from | Total {United| from | Total | United| from
States | United States | United States | United

States States States

23, 403 10.6 | 86,868 | 2, 584 3.0 45322 278 0.6
29,353 14.1| 92,204 ] 2,661 2.9} 43,3383 601 L4
31, 260 13.6 | 85,2181 7,99 9.41 65914 | 2,976 4.5
45, 855 20.2 | 94,451 ] 13,689 14.5| 66,635 | 5,693 8.5
32, 468 14.7 | 89,685 6,733 7.6 55315] 2,387 4.3
o4 . 218,025 | 67,990 3L2 | 5945 | .. __.__ 37,404 | 20,504 65.1
1905 e eee 191, 063 | 58, 500 80,6 |-eeieaaas 15 e 83,161 | 51,9836 62.4
2-year average...... 204, 544 | 63,245 30,9 Jaiennnaan 2,980 (... 60, 283 | 36, 265 60.2
1920 e eeeaa 234, 475 | 03,514 39.9 | 260,378 | 13,311 22.0 | 79,875 38,738 48.5
1921 L 184, 850 | 82,461 44.6 [ 270,681 | 45,043 63.7 ] 103,016 | 61,106 59.3
2-year average......| 209, 663 | 87,988 42,0 | 85,530 | 20,177 44.5 ] 91,446 | 49,922 54.6
1021-238, ... 212,186 | 63, 805 30.1 | 70,681 | 28,910 40.9 | 101,030 { 35,892 35.5

17.6 | 42,676 | 13,275 31.11 112,003 | 34,016 30. 4

10.4 | 28,751 | 8,617 | 29.0} 77,552 8 505 1.0

21.41 76,243 117,337 | 2.7 102,125 | 26,087 25.5

10.1| 76,410 | 3,301 431 66,339 2 4.5

20.9 | 99,252 ] 11,208 11.3 | 88,184 | 10,481 11.9

18.9 | 98,557 | 8,000 8.2 | 87,905 | 10,555 12.0

9.5| 86,162 | 3,143 3.6 91,030} 5,144 5.6

14.7 | 67,958 ] 6,892 10.1| 46,700 | 1,087 2.3

15.6 | 72,126 | 8,983 12,5 | 84,092 ] 12,353 4.7

1980-31. ...l 230,900 | 24, 341 10.5 | 22,000 | 4,147 18.9| 86,235 | 3,960 4.6
1931-32_ e aen 245,000 { 18,679 7.6 | 30,853 | 2,865 9.31 33,000 | 1,666 5.0
2-year average.. ... 237,950 | 21,510 0.0 26,427 | 3,506 13.3 | 59,618 | 2,813 4.7

11910~15 and 1920-21 ealendar years; 192122 to 1931-32 fiscal years.
3 Fiscal years 1920-21 and 1921-22,
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Exarsir 9.—Total imports of wheat, including flour, by chief imporiing couniries,
’an quantity and pgrcentage 'pun:hased Sfrom the "United States under different

riff acts—Continued
ta ﬁ [Thousands of bushels]

Belginm France ‘l Netberlands
Per Per Per
bl From | cent From | cent From | cent
Total |United| from | Total {United| from | Total jUnited} from
States | United States | United States | United
States States States
23,960 | 2,933 12.2 , 046 | 4,374 5.4
79, 695 979 1.2 857 | 7,589 i1
26,698 | 3,143 1L.8 | 75018} 12,650 16.9
57,669 | 5,437 9.4} 89,634 23,28 26.0
47,006 | 3,123 6.6} 78,539 | 11,975 15.2
65,595 | 29,941 45.6 | 38,556 | 24,723 42,
76,775 | 43,580 56.8 | 28,768 | 32,048 | 4114.5
71,185 | 36,761 51.6 | 43,662 | 28,836 66.0
7291 87,770 | 27,732 31.6 | 20,194 15,348 76.0
59.2| 40,256} 9,059 22.5 , 30,888 | 1130.9
65.5 | 64,013 | 18,396 28.7 | 21,800 | 23,118 | 4105.6
30.9 | 19,779 | 5,742 20.0§ 22,974 23,570} ¢102.6
28,01 44,133 | 14,803 33.5 | 25935 | 16,669 64.3
10.5 | 54,213 2,481 4.6 30,762} 12,494 40.6
34.7| 43,818 | 14,298 32.6 | 30,623 | 25,100 82.0
9.9 | 35978 6 L7101 29,150 | 7,356 25.2
22.4 ] 53,878 | 16,156 30.0 060 | 24,502 84.3
19.8 | 53,877 5,144 9.51 31,532 | 18,750 59.5
7.5 | 50,665 | 2,243 4.4 29,518 | 10,241 u.7
14.3 ] 38,471 2,232 581 30,992 11,042 35.6
8-year average...... 43,369 | 7,974 18.4] 46,879 7,247 15.5 | 29,696 | 15,769 53.1
B R 48244 | 7,662| 1590 66,043 7,888 1L81{ 36,830 | 11,080 30,0
193132 oo ememacaes 48,000 { 10,770 | 224 | 81,000 10,770 | 13.3| 31,000 | 9, 30.7
2-year average..._.. 48,122 | 9,216 19.2| 73,972 9,329 12.6 { 33,915 } 10,271 30.3
United States ex-
ports
Year ! World P :
imports ot cen
Total | of world
total
... 673,095 | 61,023 9.2
.- 720,997 | 83,330 1.6
TS 690,965 | 109, 451 15.8
1813... 775,236 | 154,760 20.0
E BT oY YU 715,298 | 102,366 14.3
Jons..-- 626,684 | 231,318 36.9
- - 513,586 | 276,303 53.8
Z-year average. 570,135 | 253,856 “s
{3%‘1’- B et e DL S --| 677,792 | 307,630 45.4
""""""" - 566,372 1 355,661 62.8
2-year average... . 622,082} 331,646 53.3

11910-15 and 1820-21 calender years; 1921~ -
& Not ineluded Lo averege T years; 1921-22 to 1931-32 fiscal years.

¢ United States exports to the Netherlands exceeded total i
s proised States exparts fo th ; otal imports of wheat into the Netherlands, This
ey Xn due g0 & Eur?)i) eanacto mgg quantities of wheat billed to Holland were actually destined to
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Exunipir 9.—Total imports of wheat, including flovr, by chief importing couniries,
and quantity and percentage purchased from the Uniled States under different
tariff acts—Continued.

[Thousands of bushsls}
United States ex-
ports
Year! World
imports Per cent
Total | of wotld
total
192122 2 e acetcmcmcctcemceactocrraeccmemem—mmesce—mmane——— 845,611 | 267,855 415
651,024 1 221,923 4.1
665,897 | 156,430 2.5
763,218 | 260, 34.2
659,279 | 108,035 16.4
88, 219, 160 27.8
797,669 | 206, 259 25.9
845,150 | 163, 687 10.4
716,436 | 153,245 21.4
8-YOAl BYETARL. «cav e mmaecro——eamccc—meemmecmmrresccmemec——mesemnn 735,882 | 186,193 25.3
10808 L e cteemsem e eacmcmcsecem—- e 800,526 | 131,536 14.8
L3 e SRR 848,000 | 135, 797 16.0
2-FOAr BVEIBEO. coce oo ciiceccceuanacmmmeemccmeneoc—amme—c—meann 869,263 | 133,667 15.4

11910-15 and 1920-21 calendar years; 1921~22 to 1931-32 fiscal year.
i Not included in average.

Sourees: Total imports by countries and for the world and United States exports from yearbook, U. 8,
Department of Agriculture.  Imports of United States wheat compiled by Bureau of Agricultural Econom-
ics, U. 8. Department of Agriculture, from Foreign Commerce and Navigation of the United States,

ExuBrr 10.— Per cent of total purchases of United States wheat, including flour, by
leading importing countries, and by all countries during periods covered by different
tariff acts

United All
Tariff act and period I((ig;g- Tg:;y Italy g:?Sin France Iﬁf}%"s’ ctt;-iu:s-
Payne-Aldrich 1009-1013 . .. oiacomeao. 14.7 7.6 4.3 9.4 6.6 15.2 14,3
Underwood pre-war 1914~15_ 30.9 {oceece-- 60.2 §_oooo._. 516 66.0 4.5
Underwood postwar 1920-21 ... .. 42,0 4.5 54.6 65.5 28.7 11100.0 53.3
Fordney-MeCumber 1922-23 to 1929-30. . 15.6 12.5 4.7 18.4 15.56 53.1 25,3
Hawley-Smoot 1930-31 t0 1931-32_..cenmaenn-. 9.0 13.3 19.2 12.6 30.3 15. 4

t United States exports to the Netherlands exceeded total imports of wheat into the Netherlands, This
is probably due to the fact that varying quantities of wheat billed to Holland were actually destined to
Germany snd other European countries.

Bources: Total imports by countries and for the world and United States exports from yearbook, U. 8.
Department of Agriculture. Imports of United States wheat compiled by Bureau of Agricultural Eco-
nomics, U, 8, Department of Agriculture, from Foreign Commerce and Navigation of the United States.
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Examir 1}.—Ezrports of wheat, including flour, chief exporting couniries

{Thousands of bushels]

Year! g?;%ﬁg Canada |Argentina| Australia co?x:ﬁ;}fes Total
61,923 60,777 75, 051 54,188 | 495,889 747,828
83, 331 76,414 &9, 001 63,319 { 407,329 720,383

109, 451 104,320 { 103, 264 40,428 | 364,182 721,641
154,760 | 151,975 | 109,637 53,207 | 388,855 858, 434
102, 366 98,372 94, 485 52,786 | 414,064 762, 072
231, 318 91,322 39, 435 60,878 | 211,181 634, 134
276,393 | 176,959 88,185 12, 365 67,058 630, 930
, 134,141 88, 705 36,622 139, 119 632, 532
307, 630 144,345 1 195,492 7, 340 51,684 786, 491
355, 661 179, 606 62, 399 1186, 466 €9, 155 783, 287
331, 846 161, 976 128, 946 101,903 60,420 784, 889
267,855 1 185,768 62,399 | 116,466 52, 645 685, 133
221,923 | 274,836 145, 428 49,625 60, 161 752,023
159,880 { 343, 781 170,009 83, 384 122, 630 878, 744
260, 802 104, 849 125, 289 124,112 134, 467 839, 519
108,035 | 320,649 99, 803 77,486 146, 031 752, 024
219,160 | 304,948 | 138,240 96,584 | 101,911 860, 843
5, 259 305, 658 178, 135 72,962 83, 706 846,
163,687 | 422,732 | 215,603 113, 285 111, 550 | 1,026, 857
53,245 | 184,213 ; 161,2661{ 61,776 | 139,714 700, 2
186,624 ) 293,865 | 154,222 ,904 | 112,531 832,243
131,536 | 267,365 | 120,510 | 143,295 | 227,820 890, 526
135,707 { 188,563 | 144,920 | 155,593 | 212,127 848,
133, 867 ,464 | 132,715 | 149,444 | 219,773 869, 263

11010-1915 and 1920-21 calendar years; 1921-22 to 1931-32 fiscal years.

2 Not included in average.

Source: Yearbooks, U, 8. Department of Agriculture, 1910-1932,

Exminir 12.—World wheat exporis, including flour, during periods covered by
different iariff acis

{Thousands of bushels]
- United Argen- = | Other World
Tariff act and period States | Cabada | ° ting | Australis|, ool total
Payne-Aldrich 1009-1013..__.__..___..__.._ 102, 366 98, 372 94, 485 52,786 | 414,064 762,072
Underwood prewar 1914-15... 253,856 7 134, 141 68, 795 36: 622 133: 119 63%, 532
Underwood pg\stwar 1920-28 . . __.._.. 331,646 | 161,976 | 128,046 | 101,903 60, 420 784, 839
Fordney-MeCumber 1922-23 to 1929-30._..] 186, 624 203, 965 L 84,004 | 112,531 832,243
Hawley-8moot 1930-31 to 1931-32....__._. 133, 667 3, 132,715 | 149,444 | 219,773 869, 263

Source: Yearbooks, U. 8. Department of Agriculture 1910-1932,

Examr 13—Cotton: Acreage, production value, exports, etc.,

United Staies,

1919-1932

A Pricedper F .
. A verage ound re- | Farm value
Calendar year hﬁféggtg:d vield per |Production geived by | basis Dee. 1

acre producers | farm price
Dec. 1
1010 1,000 acres | Pounds | 1,000 bales Cents 1,000dollare
3 161 11,421 3561 2,034,

35,878 178.4 X 13.9 933, 658
0, 509 124.5 7,954 16.2 643,933
3§, 036 141, 2 9,755 2.8 1, 160, 968
37,123 130.6 10, 140 3.0 1,567,829
30,204 1) 13,628 | |eeeiiaa-
41, 360 157. 4 13,628 22.6 1, 540, 884
48, 063 167.2 16, 104 18.2 1, 464, 032
7,087 182.6 17,977 10.9 982, 736
40, 133 154 8 12, 955 19.6 1, 269, 885
45, §41 152.9 14,478 18.0 1,301,796

45,793 155.0 14,828 18.4 1,217, 8
45,001 W77 13,032 9.5 659,455
40, 693 201.2 17,006 5.7 487, 236
37, 589 1621 12,727 t5.4 1343, 629

1 Census,
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Exmisrr 13.—Cotton: Acreage, produrtion value, exporls, etc., United States,
1919-1932—Continued

United
Average . States con-
Year beginning Aug, 1 p;’&‘ixﬁfr r;g?)]:rstt;c Imports |Net exports 5?&%2‘&"
New York Bulletin
169)

Cenis 1,000 bales | 1,000 bales | 1,000 bales Bales
38. 29 7 2

, 70 73 5, 99 6,419, 734
17.89 5,973 237 5,753 4,892, 672
18. 92 5,348 380 5,930 , 909, 820
26. 24 5,007 492 4, 536 6, 666, 092
3L 11 5,815 306 5, 330 5, 680, 554
24.74 8,240 328 7,023 6,193, 417
20. 53 8, 267 340 7,939 6, 445, 852
15.15 , 419 10, , 180, 585
20,42 7,859 354 7,524 6, 834, 063
10.73 8, 419 479 7,957 7. 091, 06
16. 60 7,035 395 6, 650 6, 105, 840
10. 38 7,133 112 7,029 5,262,974
6. 34 9,191 130 9, 087 4, 866, 016

Source: Department of Agriculture and Bureau of the Census.

Exmsir 14.—Actual and ratio prices of wheal, cotion, and hogs

WHEAT RATIO PRICES

Prices
adjusted
to ratio
gx:sting
etween
Efg;g{d Actual |actual price
Calendar year pby atra. | price to average
producers | 1910~1914
ers and index
of prices
paid by
farmers
1910-1914
Dallarhc {)er Doglar; er
Av : bushe ushe
e 160 0, 881 0. 881
151.8 1.037 1.337
153. 4 . 985 1, 351
154.0 1.105 1,357
158.9 1, 510 1. 400
156.1 1.351 1.376
154.0 1. 205 1,357
155.6 1.134 1.371
154.8 1,027 1.364
146.3 . 809 1.289
126.2 . 488 1,112
111.0 . 388 877
Cents per | Cents 1'11"
: ound oun
Averags: 100 Pl P Mo
151. 8 19.3 18,1
153. 4 27.0 18.3
154.0 26.8 18,3
158.9 2.2 18.9
156. 1 15.1 18.6
154.0 15.9 18.3
155.6 18.6 18,5
154. 8 17.7 18. 4
146.3 12.4 17. 4
126. 2 7.6 15.0
1110 58 13.2
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Exnuisir 14— Actual and ratio prices of wheat, cotion, aud hogs—Continued

HOG RATIO PRICES

Prices
adjusted
to ratio
l(ixisting
et ween
pl{il:);lse:;)g{d Actual | actyal price
C r year price to average
alendar'y by farm- producers | 1910-1914
ers and index
of prices
paid by
farmers
1910-1914
Dollars per | Dollars per
hunqr’cl;i- hu’nqrﬁi-
. weig weig
Avelot 100 7.24 7.2
151.8 8.40 10.99
153.4 7.13 11.11
15.0 7.48 11.15
158.9 11.00 11. 50
156.1 11.80 11, 30
154.0 9,68 11.15
165.6 8,75 11.27
154.8 9.44 11.21
146, 3 8.82 10. 59
126.2 5.89 9.14
1111.0 3.47 8.04

1 Preliminary

Source: Bureau of Agricultural Economics, U. S. Department of Agriculture.
Method: Multiply the annual index of prices paid by farmers by the 1010-1914 average of annual actual
prices to producers.
AVERAGE PRICE OF CORN
Cents per
Year, October to November: bushel

Senator Harrison. Mr. Peek, you say that you would offer any
suggested amendments to the Jones bill.

Mr. Peek. Yes.

Senator Harrison. Have you offered those suggestions to the
Agricultural Committee that has studied that proposition?

Mr., Peek. I have not offered them in that form. I have discussed
with the chairman of the Agricultural Committee in the Senate the
general question of this form of legislation, and since that discussion
and since the hearings have been going on I have crystallized my views
a little more definitely in the form of amendments to the pending
legislation which I could present to Congress at any time.

Senator Harrison. Well, I think that either that committee or
this committee ought to have it, and preferably that committee,
because 1 understand they are going to bring out some legislation
within the next day or so.

Mr. Peex. Yes; and, Senator, what they are proposing to do is
beyond comprehension when they eliminate the corn and the live-
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stock areas from consideration and confine the bill to cotton and
wheat. They overlook the areas in which the greatest distress has
occurred, and that is the great livestock belt of the Middle West.
And if you will refer to Table 4 in this statement you will see the rela-
tive position of the different commodities over the period of the last
10 years and at present, which is conclusive of the importance of
legislation affecting those great middle-western sections.

b.l?‘;anator SHORTRIDGE. They omit livestock, do they, in the proposed

111 ¢

Mr. Peek. Yes; the committee omits livestock in the bill.

Senator SHORTRIDGE. . Entirely?

Mr. Peexk. It is confined to wheat and cotton.

. Senator HarrisoN. Their theory is to experiment with two propo-
sitions, I understand. I agree with you that they ought to deal with
the corn proposition. I can understand why they deal with cotton
on a different plan from that with which they would deal with wheat,

Mr. Prek. Yes.

Senator HarrisoN. But certainly I think they ought to deal with
the corn situation.

Mr. Peek. Well, if they are going to experiment they had better
err on the other side.

Senator Harrison. I think they ought to deal with that situation.

Mr. Peek. I want to give you a picture, if I may——

The CualrMAN (interposing). Before you do that, Mr. Peek, let me
ask you a question: In your statement you say:

At the present time this would mean at local markets a price for wheat of
93% cents, cotton 1214 cents, and hogs 7% cents for the proportion required for
domestic consumption. In my opinion these prices are too low, considering
the increased interest burdens and increased taxes, as well as the price injustice
to which the farmer has been subjected at least 12 years.

How would you support a price for wheat of 93% cents?
r. Peex. How would I get for the farmer that price?

The CralrMAN. Yes.

Mr. Peek. I think, in the first place, that immediately upon the
announcement by the Congress of the United States to the country
that it is hereafter proposed to see that the farmer gets a fair price,
and would remove the necessary proportion of supply so that an
excessive surplus could not break down the market, the market price
for wheat would rise, and the difference between the market price
and that price I would give to the farmer in the form enacted by the
Jones bill. .

The CrairMaN. I have not any question but what the price would
rise if the production were restricted to just what we would use in
this country. But without doing that and so long as we have an
overproduction I don’t see how you are ever going to raise the price.

Mr. Peex. Overproduction of what?

The Crairvan. Of wheat, in this case.

. Mr. Peex. I am not willing to say that we have an overproduc-
tion of wheat with millions of hungry people in this country, and in
every nation of the world, and even when the export markets under
these conditions have been taking more than before, and we have
been getting our proportion. ) .

Senator SHORTRIDGE. Are you suggesting a way by which we can
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Mr. Peex. I am suggesting reciprocal national agreements, and
an application of foreign debts in part in order that they may pur-
chase some of our surplus supplies, as a means of again stimulating
our export markets. .

The Cuarman. Well, Mr. Peek, do you think we ought to cancel
the foreign debts? .

Mr. Pek. No, sir; I do not. Positively, I do not.

Senator SHORTRIDGE. And they are made payable in gold, too,
aren’t they? . ;

Mr. PeEx. And perhaps that is a good reason for not canceling
the debt.

Senator HarrisoN. Your remarks apply to wheat. They do not
apply in the present situation to cotton.

The Cuairman. Yes, they do. ) )

Mr. Peex. I say in my remarks except in great emergencies, and
I think you have such a great emergency existing to-day in the case
of cotton.

The CoamrmaN. In other words, there ought to be a present
curtailment of cotton production until it meets the normal supply
and demand.

Mr. Peex. Yes; but not necessarily as to the acreage planted.
If you should go out and try to cut the acreage you would get what
the old lady got who bought a horse from a boy, blind and spavined.

Senator SHORTRIDGE. As a practical farming operation how would
you proceed to restrict the production of cotton?

Mr. Peex. I would not attempt it. That is my whole point. I
would restrict the supply and not the production. I would go in and
take it out of production. If it were apparent that we were going to
mature an oversupply I would eut it down if necessary, if we could
not get rid of it in any other way, at any kind of price. And if it was
going to cut dowr our whole national economic situatio