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of the Banlkers? Association’ for Consumer Credit, and past chairman of
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THE ROIE OF COMMERCTAL BANKS IN WARTIME
9 January 1951

COLONEL WILLIAMS: T feel Sure you have been immressed with the
tremendous burden that a wartime econony places on the deeral'Governw
ment and its many agencies, but we are apt to forget the roles that
certain commereial banks play in wartimes Owr spealker this morning
will discuss "The Role of Comrercial Banks in Wartime,® liry Cravens
is highly qualified to speak on this subjecte In addition to being
vice=mresident of the MercdntilevCommerce_Bankvand Trust Company in
Ste Louis, during the war he held several key posts here in credit
- control positions, in war loans——in fact he was chief of the War ILoans
Cormittees Mr, Cravens, it is a real pleasure to welcome you back here
this morning, o ' ~

MR« CRAVENS: Colonel Williams, members of the college: I have
Yo stard that way because T have great difficulty in thinking of you as
students or pupilse But T do appreciate this invitation to again address
Jou as a representative of American banking, T use "you® figuratively
and not literally because I hope it is a different groupe I have %o
cover a little bit of +the same ground as I did last year, I have
decided to follow my notes rather closely today in’order to give more
time for questions, because if I talk off the cuff, I am liable %o
ramble around here until twelve Tifteen, and then there will be no
gquestions,. § '

‘Today I have taken the liberty of changing my assigned subject
from "The Role of Commercial Banks in Wartime Lending" to "The Eole
of Banks in Two Wars—Actual and Potentiale" To lose either of the
wars I refer to would be equally disastreus, The actual war I refer
to is, of course, the war against inflation, and the potential war is
the grave threat of armed communisme While banking has an equally
important role in both, I am reversing the order today by taling the
potential before the actual, ‘

The banking industry believes,that plans for financing a greab

military machine must be based on two major remisess First, that if

ne United States avoids or wins the war, bub finances- i% in such s
way ‘that the integrity of the debt, the value of money, and the basis
of ow aredit structure were destroyed, then this country would in
effect lose the war after ally in spité of saving the lives of young
men, or in spite of a military victory, Such a victory, coupled with
economic and financial defeat or disaster, is a Pyrrhic victory,
Second, that regardless of what the total cost of financing our defense
or another war may be, a military victory does not necessarily mean that
esononic and financial defeat and collapse are inevitable,

1
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The basie requirements of the program we have embarked upon
“and of total war are men and money, and money 15 the banker’s roles
Private chartered banking must provide money; that is, war credid
and other rinancial services, in four major areas, without repudia-—
tion or afecting the inteeriby of the orodit structures These are:

1, We must direebly finance the Treasury of the Unibed States
4o the extent we are unable o distribube the debb to private investorse

2, We must finance the production of war materiel except where it
is more feasible for the Governnend to’do 80 directly. Those excspblons,
of course, should be kept to a minimums but they are valid excepblons——
stomic energy program and obher simllar prografde

3, We nust finance civilian producbion, including the production

of food and other agricultural cormodities needed for both military and
civilian usesSe

4o We must provide those other indispensable financial services
for the military, bhe Governmenb, and the civilian populations

_ A brief review of our experiences 1h Torld Var 1T will be helpfiul
and will apply wibh somewhabt equal force, whether or not we are build-
ing up our military power ov are in actual wars Assuming that in edither
event the period will be a long one, our previous financial and indus—
trial experiences will most cerbainly be helpfuls Reference to bhen,
nowever, does not mean, in the leasbt, that we would be commibting the
blunder of “planning.for the lash war." We mush look to the future
with an eye on the pasbe There is, of course, no way to forecost the
over-all cost of this giganbic program we have embarked upon, nor the
cost of another war. ‘ : '

We do know, however, that during World War II the Govermment®s
expenditurss amounted to 398 billion dollars, 44 percent of which was
obtained firom taxes, and 56 percént was raised through borrowings from
barks and from privabe investors, such as individuals, insurance Com—
panies, and trust fundse At the suggestion of the wresident of the
American Bonkers Association, the Secretary of the Troasury deemed it
advisable that the American Benkers Association form a committec, whose
membership he personally approved, to serve in an advisory and consulta—
tive capacity to him and his staffe Such a commlbtee was formed and
counseled the Secrebary as to vhe placement and managenent of the
growing national debbe ‘ :

Inevitably the debb snereased from aboub 50 pillion dollars before
the war to a peak of 275 billion dollars at the close of the ware
Tneidentally, this committee 18 sti1l active and continues to meeb
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- periodically with the Secretary of the Treasury. Another major activity
of the banks was to sell and distribute United States War Savings bonds
to the public through their facilitiesse 45 a result more than- 50
billlon dollars of United States Var Savings bonds were held by the
public, which is approximately 20 percent of the national debt, It is
estimated that banks sold or acted as distribubing agencies for 80
percent of this totals ~

In addition to the Goverrment!s great need fopr credit, the
producers of war materiel required enormous amounts of credite They
will likewise require enormous amounts as owr defense program gains
momentum, and, of course, astronomical amounts in case of anotlier total
ware The total war roduction loans and commitments made by the banks
during the war exceeded 20 billion Gol¥wrse, Most of this was without
government guarantee of- the borrower!s credite As a matter of facty
Por the entire war and postwar period, less than one-half of the bankd?t
loans to war industries were the "V 8y, 0 op npn government gnaranteed
loans. : o IR :

Before I cover the ability of hanks to perform as of this date,
and the status of the wartime firaneing programs, leb me review other
banking services in war, Briefly, %the other indispensable services

for the military, the Government, and the civilian population are:

le Assisting the Covernment in locating and freezing enemy funds
in this country that are intended for espionage, sabotage, and other
subversive activities, ' ' ' :

Rs Cooperating with Federal authorities in the regulation of
consumer and real estate credit,

3s Providing financial assisbance in the construction of defense
housing, f :

4e Providing branch banking facilities for Arny, Navy, and Adp
Force bases and encampments, and check~cashing services for families of
men in the armed forges receiving dependency allotments,

5« Providing coupon accounting and clearing services for the
Government as an essential part of the rationing system it nay edbabe
lish~w-one of the biggest headaches we took on.’

b Maintaining war loan accounts for the United States Treasury
and serving as its tax depositories, .

7« Providing trust services for men and women who are called
to serve in the armed forces, ’ E
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Now, as to the banks? ability 4o provide this credit, please
keep in mind that there are more than 15,000 banks in the private
chartered banking systeme Danks are at their near peak in their hold-
ings of liquid assets,'governmenﬁ secur ities which can be converted
into lendable reservese Their total cash and government securities
exceed 109 billion dollers, or almost two-thirds of their total assetSe
Of course; far less than this amount would be required for financing
purely war industries and civilian needs. No allocation of this amount
is necessary for direct financing for the Government's needs because ib
should be.avoided'at_all cosbte : :

Equally as important as the tremendous resources of the banking
system is their “know-how! of war production finances In World War IT
the banking sysben gained experience af-inestimable’value to waxr pro-
ducers, the armed forces, and the Nabions Moreovers We have already
reactivated the essential parts of owr World War II program for
financing defense contractors through the passage of the Defense Pro-
duction Act of 1950 The Regulation "V program is even now operabing
much on thc same basis as helores Thile as yeb we have no Defense
Plant Corporations the act provided broad lending powers for the
Reconstruction Finance Corporation with the approval of the National
Security Rescurces Board for financing defense conbrachors? facilities
over long poriods of times Some tWo billion dollars has been provided
for this purposes

As a further inducement for the expansion of facilities, the
new tax bill conbains’ an improved five-year accelerated depreciation
provisione Then, 400, the Regulation nyt program has been broadened to
cower, if decmed desirable, the guarenteeing of facility term loansS.
Yes, the banking sysbem has ‘the resourceSs fhe "know-how," and the
emergency vehicles ©o do this defense financing jobe

Now turning to the actual-—the war against inflation--I bhink
it properly should be included in any discussion before such a group
as this because historically wars have been noborious breeders of
great inflationse My distippary definition of inflabtion is: “Dispro—
portionate and »elabively sharp and sudden inerease in the quantity of
money or credit; or both; relative to the amount of exchange busihesse"
% 3 % “In accordance with the law of the quantity theory of money,
inflstion always produces a rise in the price level."

e

During wartime, or any period of tremendous outlays for defensey
the aggregote national income of our people rises mrecipitously and
this, less that portion drained off by taxes, becomes 2 part of a
tremendous spending stream at a btime when civilian goods are in short
Supplye lofcover, our Government has found it impossible, or 4
inexpedient, to finance the ctost of defense and war entirely through
taxabtion and must, therefore, resort to borrowings
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-~ The wrwillingness .on the part of owr Government to reduce our
debt during relatively prosperous veacetime and the inflationary high
national income bring into focus one of the most critical aspects of
owr present situation, This is the sharp contrast between economic
policies of the United States and Russia during the years since World
Wayr IT with respect to domestic and international affairs, The -
United States has powred a substantial part of its wealth oversecs, and
at the same time has increased its outlays for "welfare" purposes and -
a stimuwlation of consumer income end expenditures at home, I am told
that the cost of television sebts alone in the year 1950 would have
built a radar network completely around continental United States, and
that the raw materials that wenbt into these sets would have been
sufficient, for this Progranm, - : '

On the other hand, Russia has drawn upon the wealth of occupied
and satellite countries to strengthen itself internally and at the
same time has cut down the standard of living of the Russian people,
For example, Russia has stripped Manchuria of most of its industrial
equipmente It drains coal and agricultural products from eastern
occupied Germanys. Russia has dismantled easbern Zuwropean faclories
and shipped their equipment to Russia, It draws on the agricultural
resources oi’ much of Austria and the Balksn States, Russia has also
established what in effect amounts to consumer rabtioning. It has
allowed the prices of consumer goods fo soar to almost prohibitive
levels for a large part of the population and has levied retail baxes
as high as 60 percent on salt and 70 percent on textiles, On the
other hand, Russia has rigidly held down the price of producer goods—
these, of cowrse, are bought by the States In other words, Russia
is mainbaining its large standing armies and its industrial output for
war, which accounts for 62 percent of the budget, at the expense of
conguetred peoplés and of its own workers and citizense The United
States, however, has done Just the opposite, The United States has
exported its wealth to foreign countries and at the same time 4s
attempting to practice "welfare statism," To pay for all this, it is
not only plaeing a terrific burden on capital and business Industr e
its chief productive resowrces and its first line of defense~-bub it
is also creating the most favorable climate for disastrous inflation.

_ You might properly asky "Are we of the military expected to concern
owselves with such domestic issues as inflation, and, if 50, is rampant
inflation as great a potential threat as armed cormunism?" % answer

to you is most asswredly "yes," since inflation can destroy the very
things we are fighting fore Many of you here today remember when you
could buy a 50 billion-mark postage stamp in Germany in 1923, A4

graphic illustration in a milder form is the case of the French
pensioner, who prior to World War IT regeived 1,000 franes~roughly
equivalent to $200., This same pensioner today receives 96,000 francs
with a purchasing power of roughly $180,

\n




Many people have thought this could not happen here, bul over
the last ten years the Unibed States has experienced -the fifth major
inflation in its history, and like the others, this one originated
foom war and the methods of war financinge - The total money supply in
this country is now in excess of 173 billion dollars, contrasted with
1ess than 70 billion dollars at midyear 1940e Our physical volume
of industrial production over the same span of years has shown nowhere
near this tremendous increasee This jag in industrial production as
compared with the money supply is responsible for the wholesale price
index advancing substantilally over 100 percenty and the cost of living
index to very nearly 100 percente To lose the war against inflation
would obviate the need for this very institubion you are attending,
or the preparedness you are getting for the heavy responsibilities of
yvour military assignmentse As a matter of fact, item a, paragraph 1
of the Mission of the Tndustrial College of the Armed Forces, "Conduct—
ing a course of study in all phases of our nablonal economy and interre-
lating the economic factors with political, military, and psychological
factors" squarely puts this problem in your lapse

The extent of the batile against inflation today might properly
be described as purely a skirmishe . The ineffectual means we are using
can only result in failures They do, however, £21l in four general
areas and could be made most effectuals These ares fiscal and mone-
tary measuresy credit controls, direct controls, and productions

The most effective fiscal measure would be to reduce nonmilitary
expenditurese The nonmilitary budget has swollen on the hasis of fiscal
1951 budget proposals submitted to Congress last January 1o 2303 billion
dollars—-the highest level gf our hisborye We have never spent any-—
thing equivalent to thic amount in any single years The comparable
figure for 1948 was 17.6 billion dollars, yet the Nation prosperecdes
This tremendous nonmilitary budget is, in part, occasioned by "Social
Welfare, Health, and Security," "Education and General Research," and
"Housing and Community Developmenb—all havens of growing rash social-
istic enterprisess The balance is occasioned by public works, farm
subsidies, and the forelgn aid programe Specificallys without affect~
ing the standard of 1living we have known herebofore in the least, we
could chop off some seven billion dollarse. If our military budgetb
reaches 75 to 100 billion dollars, which it well might, then we should
tighten ouwr belts and chop off considerably more than double this
amounbe : ,

Tnereased taxes gome next in importance of effective fiscal
measures to combat inflations We have made two commendable steps in
this direction, but still have a long wiay to go to drain off a sufficient
amount of .the national income to come anywhere near balancing owr budget
or to balance purchasing power with the supply of civilian goods.
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The final fiscal measwre I wish to mention, but most important,
is the method of covering the budget deficibs, which most assuredly
will result from any heavy defense program or all-out war. The
Government s debt resulting from this deficit must be kept out of the
banking system and channeled into the hands of the public and instity~
tional investors., No doubt the Secretary of the Treasury adequately
. covered this in his address to yous This is the only fiscal and
- monetary measure that brings in directly the banking systems TI.can
~assure you that the banks of the Nation are ready and willing to carry

out any program of the Treasury that will properly distribute the
debt outside the banking systems

roles I have mentioned to you that the money supply has reached a
peak in excess of 173 billion dollars and bank tredit has accounted
for much of this increase, A4s & matter of facty since 28 June 1950,
in the commercial banking field, loans have increased some seven
billion dollars and now stand at approximately 52 billion dollars,
This increase is graphically illustrated by the reduction in the
liquid assets of the Nation's bankse. This constant reduction of the
banks! holiding of government securities and its subsequent conversion
into loans is as followss : ~

’All‘Banks in the United States -
(Figwres partly estimated exceph on call dates, )
%Amounts in millions of dollars) *

U.S. TO’bal

' Government , . cash and
Date . Loans - gbligations ‘Cash gover nments

1949—Dec 31 49,544, 78,433 36,522 114,955

1950—June 30 51,999 773320 34;099 1133410

July 26 53,320 763 44,0 34,210 110,650

Aug 30 54,760 753610 34,060 1095670

Sept 27 56,670 73,%50 35,070 108,820

Oet 25 57,730 73,620 35,620 109, 240

This tremendous increase in bank oredit is greater than in any compar-—
- able period of time in owr historye

Our central banking system, the Federal Reserve Board and the
Federal Reserve Banks, have the chiéf responsibilities in exercising
credit controls ‘o combat inflations It is my understanding that the
Chairman of the Federal Reserve Board will speak to you tomorrow, and

7
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T am sure he will fully cover these responsibilitles and what the
Board is doing to discharge theme Ae 3 background as to what private
banking can do and is doing, T will enumerate the important steps the
Federal noserve Board has bakens :

To date the Federal Reserve Board has placed most of its emphasis
on a shorb—term rate policy by inereasing the rediscount rate from
1e5 to 1e75 percent and through its open market operations, which has
“resulted in stabilizing the Gaovernment one-year rate ab le5 percente
This has brought aboub an acrogswthe-board increase in commercial loan
interest rates, which has hea a restraining influence in the use of
credibs The strengthening of the governmenb short—term rate has been’
a deberring factor in banks .selling their short=berm government
securities inbo the Federal Reserve Systems Through powers granted
under the Defense Production Act of 1950, the Federal Reserve has
sharply controlled consumer and real estate credit Lhrough Regulations
g and "Xt. Just a week ago last Friday they announced increased
reserve requirements effective during January. The resu ting
sterilization of in excess .of fwo billion dollars will be a further
restraining nfluence in the extension of bank credibe

‘ Commercial banks share the‘responsibility'in restraining credit
and are fully cognizant of this responsibilitys As early as last

July, and periodically since then, the banks have been urged by the
American Bankers Association and the various Supervisory agencies to
use caubion in the exbension of bank credib, to screen loans carefullye
The response Lo all of these appeals has been gratifying. The banis
and the Federal Reserve Board have one method of credit restraind which
has not vet been fully examined or used, and which might forcefully
supplement actions already ‘baken or which may be baken by the monetary
authoritiese This method 15 found in Section 708 of the Defense Pro-—
duotion Act of 1950, which aubhorizes the President %o permit financing
snstitubions to enter into volunbiry agreements to restrain credit

not needed for the defense efforbs By Executilve order the President
has deleguted to the Board of Governors his aubhor ity under this acbe’
A meebing was held at the Federal Reserve Bank of New Tork on. Tuesday,
19 December 1950, to explore the possibilities of this nethod. It was
attended by representatives of the life insurance companies, of the
investment bankers, and the commercial bankss A smaller working sub-—
committee is carrying on the work and it is hoped that in the very near
fubure a tangible and effective program will be adopted and announccd.

Tmaﬂmmﬂ@attm]x%athMistmiﬁmﬁtﬂmofmm@anm
agreement among banks, insurance companies, and investment bankers

might possibly'comprlse'the followings

8
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1. A Statement of Principies‘would,be adopted and all lenders
"would be asked to give voluntary compliance. ‘

Re Regional Committees would be organized in esdch Federal
Reserve district which would endorse the Statement of Principles, and
be available for consultation by lenders fop interpretation of
principles, . R ' -

3¢ Rogional Committees and the National 708 Committee woult
receive statistical data, compiled by the Federal Reserve System,
by districts and nationally, with respect to the trend of bank lending
by categories, together with similar data wilth respect to lending by
the insurance companies’ and investment bankers, all compiled in a way
that will show the direction of credit usey, with a view to the infor-
mation bein: used for such améndments to the "principles! or orogran
as may be warranted by results and changing conditions,

4e . Lenders would be asked to keep records of individual loans
as to purposc, in such form a8 to be available for future analysis.

It should be noted ﬁh&$~ﬁh@-ﬁﬂ@t_i&fl&tiomary credit is long—
term credits An effective screehing of credit with maturities of one
year and longer should make“a“ﬁubsﬁamtial'c@mtribution to the anbi-
inflation programe It ig wy firw belief that if this program is
consummated and effectively umed, H5 will Be the greatest single factor
in the restraint of bank eredit-—ddr more 80y in fact, than the Federal
Reserve Boardt!s increase of reserve requirements or +the strengthening
of the short~term rate., The commercial banks effectively did this Jjob
before on a voluntary basis and I am Sure you-can count on them to do
it again.

I have included in the various means we have of combating infla-
tion the mabter of direct controls, solely to bring it wp for dise
cussion since in my opinion it does not deal with the basic cause of
inflation. A great many people feel that inflation can be stopped
merely by having the Federal Government fix a price on everybhing,
Pirect conbrols do nothing to remedy the excess of money over r oduCe
tione Direct controls deal only with the effect, which is rising prices,
and delay the impact of a steadily mounting money supply on the price
levels Under direct controls this dammed-up purchasing power will
eventually break through=—either in the form of blaek markets or sky—
rocketing prices in a vostrelease period, Moreover, price controls
must be accompanied by wage controls, ard they are almost impossible to
effectively administer. Certainly, short of total war, the Government
should have the courage to adopt adequate fiscal ang credit measures
against inflation and they should firs+t be given a chance to wrove
themselves, ' : '




production, on the other nand, is a basic remedy of inflation.
In peacetime, if it were possible to keep owr production level with
our money oupply, we would have no inflations Tn a warbime eCONOIy,
nowever, it is obvious, to me ab least, that we cannot continue amy-
where near our present rate of production of civilian goods and main-
tain ouwr present standard of living, and at the same time support an
enlarged militery machine, This means that we must, to a degree at
leash, rely heavily on the fiscal and credilb measureSs Jost assuredly,
however, we chould do everything possible 4o build new productive facil~
ities by private enterprise, to cuwlbivabe the development of tech-
nological improvenents to increase productiVity and to assist business
in the expansion of its plant and equipments I have great confidence
in the ingenuity of American industry bo make vast strides in increas-—
ing production as it always has done in the past.

To sumarize, I would like to give you some of my gpecilioc
suggestions today which may be of some value in winning both of these
wars and I think they apply in most instances with equal force. They
ares ' :

1, The financial recuirements of our Government should be supplied
‘o the masximum exbent possible by taxabion. ‘

2. To the extent thatb governmental deficits are necessary,
this deb’ should be spread as widely as possible and under no circuli-
sbances should it Dbe concentrated in the Federal Reserve or commer-
cial banking systems where it is immediabely monetined, Honetization
of the debt means thab purchasing power is increased, which only adcs
fuel to the fire of inflations

3., The financial requirements of the Hation's mroductive
machine should be meb through substantially the same channels and
methods that vere employcd in Torld War II. This means that adequate
eredit will be prompbly svailable without superimposing direct
government Iinancing on top of the present credit structire.

e We should irmmediately effect drastic reductions in owr non—
military expendibures and Turther reduce these wessential expendi-
tures as our military needs increasee

5, It is paramount that you gentlemen treat both of these
enemies alike and so indoctrinate the entire military perscnnele
Certainly those of our military establishment should not only be
cognizant of the danger of winning one war dnd losing another, bub
also should be urged o SO inform their ramilies and loved ones of
these dangers. The milibery establishment—~civilian‘and military—s0

informed—~so indoctr inated—would via their families back home bring

10
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about an effective demand on Congress and on our Administration to
inaugurate and carry out adequate fiscal and‘monetaryvmeasures to
thwart this grave danger.,

Vhen our Nation is threatened by war, ot people are more than
ready to subordinate their normal activities, their judgment, their-
political sentiments—yes, even thelr thinking-—to the military and
its needs, Through sueh subordination, they can easily lose the
significance of s well-managed civilian economy tuned to the needs of
the military and, most important, can easily lose the significance of
the grave dangers of inflatione It seems to me, thercfore, that it
is only fair to ask you and our other military leaders +to share the
responsibility of defending both hazards~--the hazard of all~out war
and the hazard of inflation,

I am honored to have had this occasion to address yous - Probably
there:was hever before a time in the history of our: country when our
people were as appreciative ag they ‘are now of the splendid services
you gentlemen are performing, or of those you may be called upon to
- perform. Speaking for banking, we shall Serve you and the Nation as
we have in the past. Thank JOou.

QUESTION: - Mre Cravens, I an interested in a little bit of infor-
mation on guaranteed loans. If we could assume that John Doe comes- into
your bank and says,- "Mrs Cravens, T am doing a good deal of business
and my working capital is a little low; I need $50,000 for 90 days."
And you say, "dohn, that is OeKoy " and you give it +o hime Then he
comes in 30 days later and says, "My business has grovn terrifically,
The Government has been giving me a lot of contracts and I must have-
Some more money. I need aboub $100,000,"  Then you say, "Well, look,
give me a statement as to exactly what you need and whak it is to be
used for and we will see what we can do." He brings that in-and _
perhaps you say,:"This is for fixed capital and that is a long~term
loan. We wouldntt be able to deal with that, and on this other, for-
your working capital, you have gone Just about as far on the credit
side as we can give JoUe But if the Air Force or the Army will
guarantee 50 percent of this $100,000 or $150,000 you nced for working
capital, then we can handle ibe” Could you elaborate a little bhit on
that? Do you direct him to go to the RFC for fixed capital, or how

would you handle i%? A,

Mi. CRAVENS: We would handle it as follows: PMirst of all, we
wge the banks to take above~average risks under thesc conditions,
particularly where there are contracts that are not too difficult to
Justify. That is, where it is not exactly a.new item. o» where the
costs are reasonably well-established,

11
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" But to take yowr example and carry it on to where the credit
requirements of +hat small producer are ballooned to the exbent thab
his working capital and his capital thab he has in the business to
probect us is wholly inadequate, in thalt case we would malke applica—
tion for a V-loan under the present new V-loan setup——it 1is different
from what it was the last tine inasmuch as we now have sgven guaran-—
teeing agencies and then we had only three. Now we have, in addition
to the armed forces——that is the Aemy, ‘the Navy, and the Air Force—
General Services, the Depar tinents of Agriculbure and Commerce, and
so forth, so that the application which we would prepare would go from
the local fed—-that is the Federal Reserve bank or 445 branches--into
the Federal Reserve Board here and then it would be sent to bhe agency
£hat controls thab parbicular contractorts contractss If representa—
tives of that agency thought that the products the contractor was
producing “ere essenbial, they would guarantee the amount of money up
to 90 percente  The bank would be ‘the one that would decide whether
it wanbed a 50, 60, 80, or 90 percent guarantees The reason is that
the higher the bank goes the greaber the Government!s participation in
the inberest paids During World War - IT the Government made some. 23
million dollars oub of its fees after lossesSe

Abotit the percentages of guarantee noOW, they are not arbitrarye
They say, "Take anything you want up to 90 percent, bub anything above
90 has to be negotiateds! There are nob so many of them at the
present time. The demand--maybe Chairman McCabe will give you more
accurabe information tomorrow——1 think less than 200 applicabtions have
been made to date in the country and they have totaled less than 100
" million and only some 35 million have been authorizeds

Tle do have a factor today thab we must cure by legislation
before we can gebt any substantial -amounb of private financing for war
contractse That is a ruling on the part of the Comptroller General
to the extent that the assignee wnder a contract 1s 1iable for recoup—
ment of prite revisions snd other claimse Now we had some instances,
one example, where a man borroued 100,000 to perform a contract. He
performed the contract, or at least part of it, the bank received the
100,000, retired the loan, canceled the note, and sent it to the
contractors The Governmert came along and revised the contract for one
reason or anothers Then the conbractor was broke, 80 they made the
bank dig up and pay the $100,000s We do have proposed legislation to cor-
rech this; all the services, the Bureawn of the Budget, and mosb gverybody
else have cgreed to it, and we hope that it will be passed shortly in
the new sccsion of CongressSe Such legislation will relieve a good deal
of pressure on V-loans and on RFC. The RFC has had numerous applica-—
tions for that very reasohe : : :

As to facilitiés, we are in nowherce near as good shape as e were
during World War Il. We have the vehicles butb we naventt clarified, ab




least at this moment, our positions The RFC has the allocations for
facility loans, but it can't approve the items~-~that is a responsi-
bility of the NSRB, The V-loan legislation has been expanded to cover
facilities, but the Government hasntt taken any action in that direc—
tion as yets There is no Defense Plant Corporations That is one area
that needs attention and needs it badly.

QUESTION: M, Cravens, .during the course of your discussion,Vyou

© stated that the commercial banks would be willing to do anything
possible to prevent this inflationary trend during the coming years.,

I wonder if you would care to discuss the poseibility of the commercial
banks accepbing nontransferable bonds from the Government and at the:
same time acceding to the regulation that they place reserve require-
ments against active deposits, Wouldn't that greatly cut down the

credit trend?

MR, CRAVENS: Tt wouldn't cut it down in“the least because I
dontt care what kind of securities we accept, we have put that much
more credit into beings If you buy the bond, we haven't increased
the credit outstanding; but regardless of what Ikind of security the
Treasury would glve us, we hava,increased.credit‘peréentages'by that
amounts So it doesn!t make any difference whether we hold nontrans—
ferablé or nonnegotiable bonds. . The only thing the Government might
be able to do-—to follew through your Suggestion~<is to raise reserve
requirements to 70, 80, or 100 percent, but as soon as you take all
the funds out of the banks, you cantt finance defense production.

QUEST ICH: Tsnt it true'that,during‘the‘war %he Federal Réser#e

did not require the commercial banks to maintain a reserve requirement
against government deposits? B

MR+ CRAVENS: That was trues ‘That is not true today, however.
We do maintain thems That was true primarily for only 40 percent of
the defense dollars and only until they were spents * Take the amount
of stuch funds on deposit, figuring any reasonable reserve against
them, it would affect the loanable reserve of the banks very little
one way or the other.

'QUESTION: Arenit these bdnds also used to further inflate credit
by being turned into the Federal Reserve banks for nore credit?

MRs CRAVENS: The bonds have not been so used yeét because there is
no need for the banks to borrow at ‘the present time. The Federal
Reserve banks have sold bonds into the banking system of some five or-
six billion dollars dwring the last year, If they were nonnegotiable,
nontransferable, the Federal Reserve still would have the power to loan
rather than purchase., So even if -the banks needed funds for financing
defense, or other purposes, the fach that the bonds are nonnegotiable
wouldn't affect their obtaining governments.
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QUESTION: That is whab I mean, the\poinﬁ beyond which the com=
mercial banks couldn't issue credibe . T

VR, CRAVENS: 1In talking aboub the amownt of reserve requirements,’
for instance, if you raise reserve requirements up to 70 or 80 percent,
- you will stifle the whole® Habtion because you won't have any credite IV
might be that in New York, it wouldn't hurt but very little; in Houston,
it might throw industry into a panice It 1s an impossible thing to

have across—bthe-~board reserve requirements of such high percentagese

QUESTION: You mentioned the new ternm here--"guaranteed facility
term loan," which you said is a new wrinkles Would you care to
explain a little bit more about it?

MR. CRAVENS: I just mentioned thate The new wrinkle is that in
World War II when we inaugwrated for the first time the V-loan [ Ogr &Ny
it only covered working capital loanse The Defense Production Act of
1950 primarily aubhorizes agencies o guarantee working capital loans, .
bub if they deem it advisable they can guarantee facility loanse. The
new Defense Plant Corporation took care of all new plantse

QUESTION: One of the indicators of inflation is the stock market,
for insbance, at the beginning of the last war, & drop in the value of
stockse Today we see ratloning coming, on, & conversion program which
is cubtting earnings of companies, &nd comsrol of critical mateyials
causes vork stoppages, increasing wages. What is youwr explanation for
the inflation occurring in the stock merket today?

iR. CRAVENS: T won't agree thab the stock market is anywhere
near inflated to the extent thab 211 other materials and commodities
are in the country. I think probably the price of stocks compared te
the price of cotton, or the price of coal, or the price of steel, or
the price of materials 1S relatively cheap. '

There is only one plausible explonation for anybodyts buying
common stocks and that is that they are scared to death of the dollare.
We are buying them for trust funds, trying to save Some 1little bit for
widows and other beneficiariesSe That is the answere I vou donlt get
any yield at all in the stock marlkeb, you will still have a bull market.
People will not buy bondse They won't take any fixed investments They
are scared to death, and they have a right to be scared to death, The
dollar is now less than 50 percent of whab it was ten years ago or SO.

QUESTION: I would like to sort of brief owr position and then I
'will ask you a question that you are not going to likee -We who are iIn
the military. are especially dependend” on the value of the dollar, TWe
don't have the opporbunity, as’a rule, to stay in any one place long
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enough 4o put our money in anything to keep us from the inflation
trends Many of us are buying property to take care ‘of ite Many of us
feel that the reason inflation exists is because bankers have not 1ived
up to their responsibilities in forcing price and resources 4o geb
together, getting the value of goverrnment bonds down to where they
belong, and meking the dollar scarce enough o increase its value. Thy
have bankers adopted such a position? : - :

Mi. CRAVENS: Well, I think maybe to some extent they haven't dis-
charged their responsibility. ILet me begin with that. But T donlt
think, even if they had tried very hard, they would be in a position

-any different from what they are now, exgopt that they wouldn' be so
welcome in the Secretary of the Treasury's office as they area

QUESTION: Is that particwlarly desirable?

MRe CRAVENS: Well, since they are, under present policy, our
Superviscory agency and mean the life and death of the banking system,
it is a fairly desirable tHing. We Just don' have the power to force
a realistic attitude on the part of the Treasury. It comes about from
- having a lot of archaic assistanbts in the Deparitment. They seen Lo

think thelr one primary objective 46 do this job is to keep the cost

to the Govermment down to a minimun, Every time they save three’ quarters
or even a half they have cost % . Govepmmeit billions of dollars, and
the cost goes higher while ey do db. And we just can't sell any

other ideas Do you know why we can®t gell 4t? Tt is because it is
politicals The fault probably is more with the men in Congress than

in the Secrstary of the Treasurys It is tragice. It is tragic not

only because to let those rates rise would be anbi-inflationary, but

it is tragic because we are not developing securities that the public
will buys They can't take the riskss They have contracts outstanding
and they have to deliver 3 percent minimum. Those are conbracts oub-
Standings They have to buy governments diwing time of wer because
there is no place else to pubt their moneye They take a 245, ReR5 per-
cent security because they haventt anything elses Bub what happens
-when they get a chance to get anything else? They sell thems John

Doe bought a §75 bond which is going to mature next year or the year
afters Well, 2,5 percent isn't very attractive or even 2,9 to John .
Doe under these conditions, because he has lost a good déal of the dollar
he put in. If we could increase ity it might attract him. I think 3

or 3«5 percent might attract a lob of people, but you cantt get a
realistic position.in a political, capitalistic system like we have.

It is tragics Somewhere along the line we will have to come to it.

The bankers camnot control it, While we hold a large part of the debt,
we cannot control or fix the rates, We have tried to work with the
Federal Neserve Board to make some peace, and behind the scenes we have
done a lot of goods TYou will notice the Decerber issus came out with

a five-year one and three-fourthss We did get a short-term rate up to
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one -and a halfe Everything is lovely for the minute, Did you ask
Secretbary Snyder aboul that? '

QUESTION: No, because at the time I didntt fully appreciate what
was going one I have only recenbly developed thabte Going into this a
1ittle more deeply, maybe an educatbional campalgn is needed to gel the
American public to realize what is golng on, make the American public
understand that higher taxes are the hobtest invesbtment they can make
right now. : :

R. CRAVEIS: The quickest way to get anybody to do something is
for a banker to tell him nob to do it. We are the poorest people in
the world to tell the public to do anything. ile are a 1ittle higher
in their estimation than we wWere at the beginning of the Creat White
Father in 1933, bub we are not too highs I stiil think, and you oughb
to think about exactly what I told you this morning, when you take &
boy into -the service for a 13-meek period of indoctrination and training,
teach him exactly through the problem and led nim weite letters back
%o the folks at home, telling them "I am going 4o go to Koreaj you see
" %o it that I get more than 50 cents for my dollar when T get home."
Then you will get some pressure on Congress and that is z00d Tressure,
not from the bankse If we go Up before Congress, they Jjust lavgh at us.

QUESTION: When Series B bonds were issued in 1935 T believe, they
were called Baby Bonds, savings bonds, small type. They were tax
exempte Later om, they made them taxablee You are speaking aboubt
making bonds more atiractives Do you think people would invest more
in these Series E bonds if they were still ‘bax exempt?

" MR. CRAVENS: That is a fine questions I am glad you brought” it
upe There are three phases of it I would like to discuss. First, e
have the problem of 80 biliion pileces of paper issued now--IL guess more
than thate Az they mature, we have a tvax problem because bhat 25
percent gain, “that 25 dollars on every hundred-dollar bond, I8 sunject
%o income toxe The Treasury econcmists, as you know, have really sord
of tenbatively agreed to go along with the program of temporarily at
least pubting forward the day when the tax is dues T think that 18
step onee. T:at is a tpust." We muste If we don¥y forego the tax, we
must put it ahead unbil such time as casheds

Step two is the type of taxe <Tou have heard a lob of people sug-
gest, "Iet us not make it income bax, bub tax it as capital gaine"

Personally I don't think that will do a bit of Zood bgcause & 25 per=—
cent gain is probably not going to be much lesss Right now it wouldntt
be more than the big bulk of those holders pay, So thab is not any real
inducenments Maybe if taxes gob wp to .0 percent, there would -be some

inducements
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Step three, they ought to be tax exempt. Then you would have a
real attraction for people to hold them. ' We have suggested to the
Treasury that it keep the bondsy don't roll them over, It costs over
five million dollars for new bonds, just to distribute them, just the
motion, the mechanics of it. ' We suggested that the Treaswy tell
people to keep their bonds, they will accrue one percent every four
months—-of course they are demand paper-—and they are tax fres. If we
would do that, people would not only hold their bonds but they would
buy more. That would be from interest-bearing new blocks purchased
per dollar. So answering your question specifically, it would be a
- great thing if we would make them tax free. : '

QUESTION: In the first question that was asked, you brought up
the Defense Flant Corporation, RFC, and other government lendinhg
agenciess As I understand this inflation, if the RFC makes a loan
direct or the Defense Plant Corporation, as they have in the past,
makes a loan direct, that increases inflations If the contractor
comes into the bank and borrows the money out of the bank, that does
not increase inflation. S

AR CRAVENS:  Noo No. If the BFC or any one of the government
agenciles, and that is the Government of the United States money, that
money goes into the spending stream, The only inflationary aspect,

- other than the amount that went into the spending stream, is the

sowce of fundse If the Treaswry taxes them, then you have no inflation,
You have taxed the amount out and pub it back into the stream. It is

an even balances You have an absolutely éven balance. You have a

tax of a billion and you put back inbo the spending stream a billion,

1f the Covernment, however, borrows that billion instead of

acquiring it by taxation, then you have to see the character of the -
borrowings If the Covernment borrows that amount from an individual,
or insurance companies, or private investors, then there is a working
‘balance, no inflation. Why? Because a billion was Laken out of the
spending stream and pub back in, If the Government borrows the money
from a commercial bank, then the spending stream has been increased by
two billion; if it goes into the Federal Reserve, it goes up six tines,
or six billion. If the banks loan direct, rather than to finance the
Government, they lend it, expenditures may go up one billion because we
have created another billion dollars of purchasing power over and above

what we started with. Does that answer your ‘question?

_ QUESTION: In other words, any time the loan is made, waless ib
originates from taxation, it is inflationary.
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MR CRAVENS: Every~loan4made ¥mown to man is inflabionary.

QUESTION: Would you say something about the effects of a
severe clamp~down on consumer and real.gstate 1oans?

MR. CRAVENS: Yos, I would like to. The present dilemma with
respect to inflation is primarily due--I laid it all on the laps of
war, but it is not all the ware T+ is also in a good many of the
policies that our Government is followinge One of these areas where
the Covernment has violated sound principles to The worst extent has
been in the 7ield of real estate credit, sponscring a tremendous exten—
sion of real estabe credit through low equities—~the biggest era of
credit expansion we have Knowne We never could get any regulation of
thate We gob them to regulate everything else, bubt we couldn't get
Congress to touch ite This time, we have the Regulation "X".

You might be interested in the mechanics of that regulablons The
Federal Reserve is authorized under the Defense Production Act to
regulate real estate money, mortgage credit of the conventional type.
Tt is required also to regulate governmend guaranteed credit, but it
can't regulate government guaranteed credit unless it gets the con-
sent of the Federal Housing Administrator. He cantt give 1t until he
gets a ruling from the Veterans! Administratlon as +o whal advantage
is given to vebterans over and above John Does We finally got then
togethere That is why the regulation was late coming oute It cub
down 500,000 housing startse :

Tn the field of consumer credib, Regulation "W was for a 15-
month limitabion generallys Thab will probably cut out aboub 25
percent of the credite’ That will bake aboub 50 percent out of this
merket—~in obther words, about half the goods ‘bought on timee That
half is a mild reduction in purchasing powers It might have to be
Yightenede I think right now it ought to be let alone until we see
what happens to ite Both these regulations are very, very effectives

COLONET, WITLIANS: I know you all realize now why we looked with
pleasure to Mre Craven!s lectiree ~On behalf of the staff, faculty, -
and student body, I thank you, sir, for coming downe

MR. CRAVENS: It was a real pleasure.

(6 Var 1951~350)S.
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