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COLOI~L WILLIA~Y~: I feel sure you l~ve been impressed with the 
tremendous burden that a wartime econozy places on the Federal Govern- 
ment and its many agencies, but we are apt to forget the roles that 
certain commercial banks play in wartime. Our speaker thismorning 
will discuss "The Role of Co~m~ercial Banks ifl Wartime.,' },~. Cravens 
is highly qual-ified to speak on this subject. In addition to being 
vice-president of the ~i'~erc~mtile Commerce Bank and ~hmst Compa~ly in 
St. !~uis, dt~ing'the war he held several key posts here in credit 
control positi6ns~ in war loans--in fact he was chief of the War Loans 
Committee. ~a ~. Cravens, it is a real pleasure to welcome you back here 
this morning. 

~,~. CRAVENS: Colonel Williams, members of the college: I have 
to start that way Because I have great difficulty in thinldng of you as 
students or pupils. But I do appreciate this invitation to as:ain address 
you as a relresentative of American banking. I use "you" figurat~vely 
and not literally because I hope it is a different group. I have to 
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 to 
ramble around here until twelve fifteen, and then there will be no 
questions. 

Today ! have taken the liberty of changing my assigned subject 
from "The i:~ole of Commercial Bar~s in I , 

~Vartmme Lending,, to "The Role 
of Banks in ~o ~Tars~Actual and Potential.,, To lose either of the 
wars I refer to ~uld be equally disastrous. The actual war I ~ ~ 

.. e z e r  
to is, of course~ the w a r  against i1~lation, and the potential war is 
the grave t}~eat of armed communism. ~lile banking has an equally 
~portant role in both, Z am reversing the order today b~# ~a]d_ng the 
potential before the actual. 

The banking industry believes that plans for financing a ~reat 
military machine must be based on two major premises. First, that if 
the United States avoids or wins the war, but finances it in such a 
way that the integrity of the debt~ the value of money, and the basis 
of our credit structure were destroyed, then this country would in 
effect lose the war after allj in spite 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 wb~t the total cost of financing our defense 
or another war may be, a military victory does not necessarily mean that 
eeonormic and financial defeat and collapse are inevitable. 

l 
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The basic requirements of the'program we have embarked upon 
and of total war are men and money, and money is the banker Is role. 
~,ivate chartered banking must ~ovide money~ that is, w~v credit 

~"d or ' .  and other i'inancial services, in four :~ az'ea~, vntth6ut re~udia- T.,.~es e 8re: 
tlon o~ af>~octln~ the inte~ity of the credit structure. 

~" t ~ finance, the Treasury of the United States 
I. We must a!ree ly.- 

to the extent we are unable to distribute the de~ to orivate investors. 

2. We must finance the oroduction of war materi&l except whe~_,e it 
is more feasible fo~' the Gove~-~ ~ent to'do so directly. Those excoptmono, 
of course, should be kept to a minimum, but they are valid exceptions-- 

atomic ~-progTam and other similar F~'ograms" ener ~j 
" H" " th~ production 

3~ We must finance civilian ~oduction, mnc!u~n~ 
of food and obher agricultural oo~odities needed for bothmi!it~'5 ~ and 

civilian uses. 

&~ We must" provide those other indispensable financial Services 

for the milit~rY~ the Government, and the civilian population. 

A brief ~,eviev~ of o~aexn.~eriences in ~To~.~Td War iI will be helpful 
and ~'~il! apply with somewr~ t equal force, ~Thether m" not -¢~e are build- 
ing up ot~ military power or ~:e in'actual war. Assuming that in .either 
event the period v~i.ll be a lon~ one~ our p~evious financial and indus- 
trial d:periences v.~_ most ce~tainl~ ~ be helpful. Reference to them, 

!ea~ that we however, does not mean~ in the ~ would be cormnitting the 
blhnSer of .planning fob %he bast 1;ar." We m~st look to the future 
~-~ith an e~ on the past. There is, of course~ no way to forecast the 

nor the 
o v e r - a ! l  cos t  o f  t n l o  ~..~.~an'bia ~o~.vam ~e have embarked upon, 

cos t  o f  ano the r  ~va~. 
-~ .q Govez'muent ~S 

We do knovt, ho~ever ,  tb .at  d 'u r ing  Wor ld  ~,!~..v ! I  the  
expendi'burcs amounted to ~98 billion dollars~ Z~ p e r c e n t  of w h i c h  ~'~as 
obtained ~.om ¢~%xes, and 56 percent ~vas raised through bo:~,rov~s from 
banks and from private investors, such as individuals, insurance corn- 

- -o~e suggestion of the ~resident of the 
panies, a n d  trust funds. At" ''~ 
~aerican Bankers Association~ the Secretary of the -.Treasury deemed it 
advisable ~hat the American Banke~ ~s Association fern a co~uittec~ ~;~hose 
membership he personally approved, to serve in an advisory and consu!ta- 

-~as formed and 
"~ . rive oapacl"Y to him and his staff. Such a c o t ~ i t ,  tee  

counseled the Semlet~Y as to the placement and manag.emen% of the 

grov~ing national debt. 

.Inevitably the debt increased from about 50 billion dollars before 
the ~ar t o  a" peak of 275 billion doi!&rs at the close of the vmr. 
Incidental3~'~ this com~.~ittee is still active and continues to meet 
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periodically with the Secretary of the Treasur~. Another major activity 
of the banks was to sell and distribute United States V[ar Savings bonds 
to the public through their ~ .... 

~:ac~l~t~es. As a result more than 50 
billio~ dollars of United States ~lar Savings bonds were held b~ the 
public, which is approximately 20 percent of the national debt. it is 
estimated that banks sold or acted as ~otribut~ng agencies for 80 d ~ ~ • 

percent of this total. 

In addition to the Government,s ~'eat need f~z credit, t[ae 
producers of war materiel required enormous amounts ~ o~ credlt. They 
will lik~'ise requ~,e nozmous amounts as our defense program gains e ' 

momentum, and, of course, astronomical amounts in case of another total 
war. The total war ;~oduction loans and commitments nmde by the banks 
during the ~,ar exceeded 20 billion dol~s. ~ost of this was witho[~t 
government guarantee of the borr~,~er ~s credit. As a matter of fact~ 
for the ent~-e war and postwar period, less than one-hal! of the banks* 
loans to war industries were the "V~" .~',. or "T" government ~usa'anteed loans, 

Before i cover the ability ~f banks %o ~rform as of this date~ 
and the status of the wartime fi~ancln ~ prop~ams, let me review other 
banking services in wa~ ~. , ~e~ly~ the o%~r ", 

B " ~ ~ " ' ~dlspensable services 
for the military, the Governmentj and the civilian population ars: 

1. A " ~" 
ssls~Ing the Oow~'nment ~ locating a~d i~eezing ene~¢~ funds 

in this country that are ~/~tended for esoionage~ sabotag% and other, 
s ubversive activities. 

2. Cooperating wlth Federal authorities in the regulation of 
consumer and real estate credit. 

3. Providing financial assistance in the construction of defense housing. 

4. Z~oviding branch ba~king facilities for ~rzlv , Na~z, and Air 
Force bases and encampments, and check-cashing services for families of 
men in the armed forces receiving dependency allotments. 

5. ~ " " 

ovldlng couoon accounting and clearing services +' .or tho Government as an essential Dart of the rationing system it may estab- 
lish--one of the biggest headaches we took on. 

6, ~[aintaining wsa. loan ac'o~ounts for the United States Treasury 
and serving as its t~- depositories. 

to serve7" inPr°vidingthe ar~edtruStforces.services for men and women ~;ho are called 
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Now, as to the banks* ability to provide this credit, please 

keep in mind that there are more than 15~000 banks in the private 
chartered banPdng system. Banks are at the~" near peak in their hold- 
ings of liquid assets, government securities which can be converted 

. . . . . .  • ~ h~tal cash and government securities .._ 
into Zend b!e ;. ;ost of their tota  asse . . 
exceed 3.09 billion dO~± .~ "- i --~--~-~ b ~ rebutted for financing 
Of course; far less than ~nis amoun~ w~u~ ~ 
purely ~,~ar industries and civilian needs. No allocation of this amount 
is necessary for direct financing for the C~ver nment~s needs because it 

should be avoided at. all cost. 

Equa_,..3~g as important as the tremendous resources of the banking 
. finance~ In World War i! 

~.le~r system is ~ " ,know-how" of war production 
the banking; system gained experience of inestimable'value to war pro- 
ducers~ the armed forces, and the Nation, Noreover~ we have a!re~dy 
reactivated the esoential parts of ot~ World War II program for 
financing defense contractors tbmo~%gh the passage of the Defense R-e- 
duction Act of 1950~ The Regulation "%~ prog%'am is even now operating 

'r basis as before. V~%ile as yet we have no Defense 
much on tn.~ same ....... din" ~owers for the 
Plant C0rpor&tion~ the act Drovi~ed oroaa x~n ~ p ' - ,  

Reconstruction Finance Cetera%ion with the approval of the National 
Security Resources'Bos~'d for financing defense con tract°rs~ fauilities 
over long pc~,iods of time~ Some two bm~.l~o dollars has been ~-ovided 

for this purpose. " 

" ~ -" ucement for the expansion of facilities~ the 
As a further ~ad ...... l-~ ~-vear accelerated depreciate-on 

new tax bill contains an ~m~2~ ~ . . . . . . . .  • ",-,, - -~o ~.-~s been b.~0adened to 

co~er, if deemed des~'abl% ~,n~ 5uo~o.*~ ...... ~ - " and the 
Yes~ the banking ,~y~o~. has the ~esonrces., the .know-hove, 
emergenc~ vehic)~.es to do this defense financing job. 

<. turning to the actaal---the .,,,,at against inf!atioT~-! think 
how . - *~ . . . . . . . .  ~,,7~ in an_v discussion.before ouch a group 

it properly" snoul.o u~ z~,~-.~ ..... , . . -'. orica]lT¢ wars have been notorious breedmrs of 
s this because h.~s.t . ~ . ........ ~ -.~-~.~ 4s: "Disvro- 

8 ,  . o .o  . . . . . .  " %~.~r' , - - 1 - 1 , ' . ' ~ ; ; " l , % ~ a r V  c t e . T . - i n - i o . q . o n  o . l .  . . i . . u . , . ~ < - ~ u ~ w ~ - . <  - -  . ,  - -  , . ,  

grea~ mu..za~on~ ~w ...... -~ .... ~ . L.,_~ ~c~ease in the quan~m~y oz 
portionabe and 2elativel~ snarp ane ~uuuu~ . . . . .  busq~ess." 
money or credit~ or both~ relative to the ai~.ount of exchange - 
* e:* e~ t'!u accordance with the laT~ of the quantity theory of money, 

• s V,~oduoes a rise in the ~.ice level." 
infl.~,'0ion alway 

Duri~:,g warti~,~e, or any period of tremendous outlays for defonse~ 
the aggregate national income of our people rises precipitously and 
this, less that portion drained off by taxes~ becomes a part of a 
%remendou~:~ spending strear~ at a time ~-~hen civilian goods are in short 
SUDD~I. ~.o?oover, o u r  Government has found it impossib!% or .. 

• . t_t~'_.~-^,~f +.~ 9~nance the cost of defense and w~ entirel~ t?mough 
"-e to bet r o~ing • taxation a~d must~ tnerefo: ~ resort 

D 
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The unwillingness :on the part of our Government to reduce our 
debt dt~ing relatively prosperous peacetime and the ~u'lation~v high 
national income bring into focus one of the most critical aspects of 
our present situation. This is the sharp contrast between economic 
policies of the United States and Russia during the years s~ce ]iorld 
?~ar II with respect to d6mestic and international affairs. The 
United States has poured a substantial part of its wealth overseas~ and 
at the same time Ires increased its outlays for "welf~a-e" ourposes and 
a stimulation of consumer income and expenditures at home~ I am toS d 
%hat the cost of television sets alone in the ye~%r 3.950 would haw 
built a radar network complete]~v around continental United States, and 
that the raw materials that went into these sets would have been 
sufficient for this program. 

on the other hand~ Russia has drawn upon the wealth of occupied 
and satellite countries to strengthen itself internally and at tile 
same time lms cut down the standard of living of the Russian people. 
.For example, Russia has stripped I~!anchuria of most of its industrial 
equipment. It drains coal and a~'icultural products from eastern 
occupied G~rmany. Russia has disown%led eastern European factories 
and shipped their equipment to Russia. It 6h~avls on the agricultural 
resources of much of Austria and the Balkan States. Russia has also 
established what in effect amounts to consume~, rationing. It has 
all~ed the prices of consumer goods %o soar to almost prohibitive 
levels for a large part of the population and has levied retail taxes 
as high as 60 percent on salt and 70 percent on textiles~ On the 
other hand~ iIussia has rigidly held down the price of producer goods-- 
these, of col:~se, are bought by the State. Y~ other wc~ds, Russia 
is ~aintainlng its large standing armies and its industrial output ZOr 
war, ~;hich accounts for 62 percent of the budget, at the expense of 
conquered peopl~.s and of its ~m workers and citizens. The United 
States, however, has done just the opposite. The United States has 
exported its wealth to foreign countries and at the same tJ~e is 
attempting to practice "welfare statism.,, To f ,- 
not only pla~ing a terrific b~den on capital pay or all tn~s, ~t is 

and business industry-- 
its chief productive resot~ces and its first line of it 
is also creating the most favorable climate for defense--but 

disastrous inflation. 

You might ~roperly ask, "A~e we of the military expected to concern 
ourselve~:~ with such domestic issues as inflation, and, if so, is rampant 
inflation as great a potential threat as armed communism~,, ~J ans~:~er 
to you is most assuredly "yes," since inflation can destroy the very 
things we are fighting for. }~ar~ of you here today remember when you 
could buy a 50 billion-mark postage stamp in Germany in 1923. A 
graphic illustration in a milder form is the case of the French 
pen sioner~ who prior to ~orld War IT received 1,COO franns~-rougif~ 
equivalent to $200. This same pensiona9 today receives 96,000 francs 
with a pur cl~sing pm.'~er of roughly $180. 

5 



~.L%ny people have though% this could not happen here, but over 
the last ten years the United States has experienced the fifth major 
inflation in its history, and like the ethos, this one originated 
from wa~" and the methods of war financing, The total money sup~.oly in 
this country is now in excess of 173 billion dollars, contrasted with 
less than 70 billion dollars at midyear 1940. Our physical volun~e 
of industrial production overthe s~me span of years ~xs sho~n nowhere 
near this tremendous increase, This lag in industrial production as 
compared with the money supply is responsible for the wholesale price 
inde.': advancing substantially over lO0 percent~ and the cost of ].ivin~ 
index to very nearly I00 percent. To lose the war against inflation 
~ould obviate the need for this very institution you are attendin[], 
or the ~reparedness you are getting for the heaVy responsfbilities l°f 
your military ass.~gnmen~ • As a matter of fact, item a, paragraph 
of the ];[ission of the Industrial College of the Armed Forces, ,,Conduct- 
ing a course of study in all phases of our national econo~ and interre- 
lating the economic factors with political, military, and psycho!o~gical 
factors" squarely puts this ~oblem in your laps. 

The extent of the battle agalust inflation today might properly 
be described as purely a skirmish. The ineffectual means we are using 
can only result in failure. They do~ however, fall in four general 
areas and could be made most effectual. These ~-e: fiscal and mone- 
tary measures, credit controls, direct controls, and production. 

The most effective fiscal measure would be to reduce nonmilit~7 
expenditures. The nonmilitary budget has swollen on the basis of :~scal 
1951 budget proposals submitted to Congress last January to 2303 billion 
dollars--t}:~e highest level ~ our history. We have never spent any- 
thing equivalent to this amount in any single year. The comparable 
fig~e for 19AS was 17.6 billion dollars, yet the Nation ~.ospered. 
This tremendous nonmilitary budget is, in part, occasioned by ,'Social 

h 11 
Welfare, Health, and Security," ,,Education and General Rese~ c ~ and 
,'Housing and Community Development"--all havens of gr~ving rash social- 
istic enter~:'ises. The balance is occasioned by public works~ farm 
subsidies, and the foreign aid program. Specifically, ~ithout affect- 
ing the standard of living we have known heretofore in the least, we 
could chop off some seven billion dollars. If our military budget 
reaches 75 to lO0 billion doll~rs~ which it well might, then ~;;e should 
tighten our belts and chop off considerably more than double this 

amount. 

Increased t~xes some next ~ ~aportance of effective fiscal 
measures to eo~bat inflation. We have made h,~o commendable steps in 
this direction, but still have a long way to go to drain off a sufficient 
amount of the national income to come anywhere near balancing our budget 
or to balance purchasing power with the suppl~- of civilian goods. 

~ ~ ~ ~ ?~h T~ ~ ~ ~ ~i '~ ~T~I -~ ~, ,~ 



= 

liR! 

The final fiscal measure I wish to mention, but most important~ 
is the method of covering the budget deficits, ~hich most assuredly 
will result from any heavy defense program or all-out war. The 
Government~ debt resulting from this deficit must be kept out of the 
b 
ank~ng system and channeled into the hands of the public and institu- 

tional investors. No doubt the Se6retary of the Treasury adequately 
covered this in his address to you~ This is the only fiscal and 
monetary mea~ure that brings in directly the ban}dng system. !can 
assure you that the banks of the Nation are ready and v~il3ing to carr~j 
out any program of the ~reasurSthat ~vill properly distribute the 
debt outside bhe banking slshem. 

In the area of credit controls, which are important wea~ons 
against inflation, private chartered banking plays a far more important 
role. I have mentioned to you that the money supply has reached a 
peak in ~excess of 173 billion dollars and bank credit has accounted 
for much of this increase. As a matter of fact~ 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 banks. This constant reduction of the 
banks~ holding of government securities and its subsequent conversion 
into loan~ is as follows: 

All Banks in the United States - 

(Figures ~artly estimated except on call dates.) 
(Amounts in millions of dollars) 

UeSe 
Government 

Date Loans ~ Ca~sh 

1949~De0 31 ~ . 49, 5L~ 78:~.33 36, 522 

1950--June 30 51,999 
7~ ~20 34, 099 

July 26 53, 320 76~ .440 34, 210 
Aug 30 ~4j 760 75~ 610 34, 060 
Sept 27 56; 670 73~ 750 35,070 
Oct 2~ ~7, 730 73,620 35, 620 

Total 
cash and 

oV~nmpnts 

I14, 955 

llOj 650 
I09~ 67O 
I08, ~20 
109,240 

This tremendous increase in bank oredit is greater than in any compar- 
able period of time in our history. 

Our central banking ~Tstem, the Federal Reserve Board and the 
Federal Reserve Ban2cs, ~mve the chief responsibilities in exercising 
credit controls to combat inflation. It is n~ understanding that the 
Chairman of the Federal Re~serve Board will speak to you tomorrovz, and 
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I am sure he will fully cover th@se responsmo~.l,tlu~ and ~ha£ the - , d ~hat private 
Board is doing to discharge them. As a backgroan as to 
banking can do and is doing~ I-will enumerate the important steps the 

Federal i~oserve Board has taken. 

To date the Federal Reserve Board has placed most of its emphasis 
on a shoat-term rate policy by increasing the rediscount rate from 
1.5 to li"/5 percent and t1~rough its open market operations, which has 
resulted in stabilizing the Government one-year rate at 1.5 percent. 
This has brought about an across-the-board increase Jn commercial loan 
interest rates, which has has a restraining influence in the use of 
credit. The s:0rengthenLug of the gove~:nment short-term rate Y~s been 
a deterring factor in banks selling their short-term government 
securities into the Federal Reserve System. Tl~ough pm,~ers granted 
under the Defense Production Act of 1950~ the Federal Reserve has 
sharply controlled cons~uuer and real estate credit through Regulations 
,,~' and "X". Just a week ago last £~iday they announced increased 

reserve requirements effeot.ive dz~ing January. The resulting 
sterilization of in excess of' t~,o b~llio~l dollars will be a further 
restraining influence in the e~tension of bank credit. 

• ~ ~l~i ity in restraining credit 
Commercial banks share the re~ponSm I 

and are fully cognizant of this responsibility. As ea~'ly as last 
July~ and periodically sin~e the n.~ ~,he banks have been urged by the 
American Bankers Association and the van.iotas supervisory agencies to 
use caution in the extension o;~ bank cred:'t~ to screen loans carefully° 
The response to all of these-appeals has been gratlzymno. The banks 
and the Federal Reserve Board h.ave one method of credit restraint which 
has not yet been £uli¥ examined or used~ and which might t'o~'cefu!ly 
supplement actions a!~-eady .taken or which may be taken bYDefensethe mouetSmYpro_ 
authorities. ~h_s method is i'ound in Section ?08 of the 
duction Act of 1950~ which aut~ora.z e the President to permit financing 
institutions to enter into voluntary agreements to restrain credit 

,~ ~° 

not needed for the defense effort. By ~b.ecut:~ve order the ~esident 
has delegated to the Bo~¢d of Governors his authority under this act. 
A meeting ~:~as held at the Federal Reserve Bank of New York on Tuesday~ 
19 Decem bm~ 1950, to explore the poss:Uoilities of -this method, it was 
attended by representatives of the life insurance companies~ of the 

ba.~.o.. A smaller working s~b- 
investment bankers, and the commercial ""° 
committee is .carrying on the ~ork and it is hoped that in the very near 
future a tangible and effective p~,ogram will be adopted and announced. 

The thinking at the present time is that this type of program or 
a~eement among banks, insurance companies~ and investment bankers 

might possib~-y comprise ,the foll~t, ing: 

i 
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I. A Statement of Principles ~' 
. wou_~ be adopted and all lenders would be asked to give voluntary oomp!iance. 

2o Regional Co..~ittees ~7ould be organized in each ~ec~eral ~ ~ 

R e s e r v e  d i s t r i c t  w h i c h  7.~ould e n d o r s e  t h e  S t a t e m e n t  o f  P r i n c i o l e s ~  a n d  

be availal)!e for consultation by lenders for interpretation of 
principle s. 

3. Rozional Committees and the National 708 r, • • ~o~t~ttee would 
receive statistical data, compiled by the e~eral Reserve System, 
by districts and nationally, YJith respect to the trend of bank ].ending 
by categories, together with similar data ~,vith respect to !ending: Irj 
the insurance companies ~]d investment bankers, all compiled in a way 
%hat will show the d~/'ection of credit use, with a view to the infor- 
mation being used for such am ~ ~ 

,~enc~,nents to the "i~incip!es, or progr&/n 
as may be warranted by results and changing conditions. 

4. Lenders would be asked to keep records of' individual loans 
as to purposc~ in such form as to De avails% ~, 

• ~.~ ..... u±e  for future ana].ysis. 

It shou!d be noDed tha$ ~e ~% i~'~f]mtionary credit is long- 
term credit. An . . . . .  

e±fee~zve screen i~ of credit with maturities of one 
year and longer should make a subs%antial contribution to the anti- 
inflation ~rog~-am. It is my £Jmm ~elief %hat if this program is 
onstunmated and e~. fect~ rely ~S~ ~ ° . 

• , . - -~ ~.~, ,~ ~I ~ae the ~ceatest single factor 
mn the restramn% of bank credi%-~far moz:,e so, in fact, t}'an the Federal 
Reserve Board~s increase of reserve Pequ5rements or the strengthening 
of the shore-term rate. The co]'~:lercial banks eff'ect~vely did this job 
ezore on a voluntar3- asms and I am sure you can count on them to do it again. 

! have included in the various means vle have of combatin~ ~'Ifla- 
$ion the matter of direct contro!s~ solely to bring it up for dis- 
cussion since in i~ opinion i% does not deal with the ' *' 

oaszc cause of 
inflation, A great many people feel that inflation can be stopped 
merely, by having the Federal Government fix a price on ever2-hhingo 
Direct controls do nothing to remedy the excess of money over uroduc- 
rich. Direct controls deal_ only with the ezfect,'" vilich is rising~ prices, 
and delay the impact of a stea~lly'" mounting" moneysupply on %he price 
level. Under direct controls this dammed-up purchasing prover will 
eventually break t~mough---either in the form of black markets or s]~-- 
rocketing p:ices in a postrelease period. Moreover, ~ice Oont~o!s 
must be accompanied by wage contro~s~ and t h e y  a r e  almost ~possib]e to 
effectively administer. Certainly~ short of total war, the Government 
should have the courage %o adopt adequate fiscal and credit measures 
against inflation and they shou3d first be given a chance to ]a'ove 
themselves. .. 
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Production, on the other hand, iS a basic remedy of inflation° 
In peacetime, if'±~ were possible to keep ou]!' production level with" 
our money cupply, ~e would have no inflation. In a ~srtime economy~ 

,~ . 4- continue any- 
ho,,,,;ever, it is obvious, to me at least, that ~e c~nno~ 
~lhere near our I~esen t rate of production of civilian goods and na~- 
rain our pro.sent standard of !iving~ and at the same time support an 
enlarged ~'~:tsr~ machine. This means that -~e muoo~ to a deg:?ee at 

. [ l lJ.~:. . t .  j 
least, rely heavily on the fiscal and credit mea ~es. ~[ost assuredly, 
however, ~e should do ever~rbhing possible to build ne~ productive facil- 
i % i e . s  by p~Ivate enterprise, to cultivate the development of tech- 
nological improvements to increase productivity and -to ~o_.ot business 
in the expansion of its plant and equipment° I have great confidence 

Inor - s- 
in the ingenuity of American industry to make vast strides in " ' es 

ing production as it always has done in-the past. 

To sun~a~i ze, I would like to give you some of ~.Dr specific 
suggestions today which may be of some value in ,,,,.;inning bo.t}_) o:[' these 
~ars and I think they apply in most instances 7~,ith equal :,orce. They 

are" 

1. The financial req u~m~ements of our Government should be su-p~.~&ied 

to the ~;aximum extent possible by taxation. 

2. To the extent that gove~.~} ~',enta! deficits are necessary~ 
this debt should be soread as widel7 as possible and under no circum- 

d it be concentrated 4n the Federal .~.leserve or conner- 
stances s.~.~oui -~ "~"d ~onetization 
cial banking systems ~.~,here it is i~:~ediately monetm.~e 
of the debt means that pun-chasing povzer is in~eased~ which only adds 

fuel to the fire of inflation- 

~. The financial requirements of the Nation ~s ~oauctm e 
machine should be met tlm'ough substantially the same channels and 
methods that ~.~ere employed in ?~or!d ",;Tar II. This means that adequate 
credit ~~i!.[ be promptly available }.~ithout superimposing direct 
government financing on top of the present credit struct@e. 

~e ohoul "" ~ ....... .'~ ~sential e~,~t~en di- 
~ ' ~ d immediately effect drastic reductions in o u r  non- 

milit~y ex?,.enditures and z~.~r~ner re~uu~ ~, ........... 
ttwes as our military needs increase. 

5. It is paramount that you gentlemen treat both of these 
enemies alike and so indoctrinate the entire mi!it~'Y personnel. 
Certainly these of our ~:;ilitary establishment should not only be 
cognizant of the danger of winning one ~~ar gnd .!os.i,:% another, but 
also should be ~ged to so mm,_orm their ±ammlme and loved ones of 

• ~ • 4 ~ ~ and military--so 
these dange#s. The milit~'y establlshmcu~cmv-~-an 
info~med~so :[ndoctrinated--~~ould via their families back home bring 
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about an effective demand on Congress and on our Administration to 
inaugurate ~nd carry out adequate fiscal and monetary measures to 
thwart this ~$~ave danger. 

Vfhen our Nation is threatened by war, ot~ people are more than 
ready to subordinate their normal activities, their judgment, their-- 
political sentiments--yes, even their thinking--to the military and 
its needs. Through such subordination, they can easily lose the 
significance of a well-managed civilian econoz V tuned to the needs of 
the military and, most .important, can easily lose the significance of 
the grave dangers of inflation. It seems to me, therefore, that it 
is only fair to ask you and o~m other military leader~ to share the 
responsibility of defending both hazards--the hazard of all-out war 
and the hazard of in flatmon." 

I am honored to have had this occasion to address you. Probab~r 
there was never before a time in the history of ot~ country when our 
people we.re as appreciative as 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 you. 

QUESTION: I,&,. CravenS, ! am interested in a little bit of infer- 
mation on guaranteed loans. .T~" ~e could assume that John Doe comes into 
your bank and says, ,.Ij~. Cravens, I am doing a good deal of business 
and nV working capital is a little !re'J; I need ~50,000 for 90 days." 
And you say, "Joku, that is O.K.,,. and you give it to him. Then he 
comes in 30 days later and says, "I~ business has grov;n terrifically. 
The Government has been giving me a" lot of contracts and I must lmve 
some more money. .I need about ¢I00,OO0.,, Then you say, 'q,~fel!, look, 
give me a statement as to exactly ~vhat you need and ~~hat it is to be 
used for and "~ewill see what we can do." He b~.~ings that in and 
perhaps you say, "This is for fixed capital and that is a long-term 
loan. We wouldn,t be able to deal with that, and on this oth~, for 
your working capital, you have gone just about as far on the credit 
side as we can give you. But~,if the Air Force or the Army ~,ill 
guarantee 50 percent of this $100,OO0 or $3.50,000 you need for working 
capital, then we can }~ndle it." Could you elaborate a little bit on 
that? Do you direct him to go to the RFC for fixed capital, or ho~ 
would yon handle it? 

~i~. CRAVENS: W'e ~'~ould handle it as follows: First of all, we 
urge t h e  banks to  t ake  above-avm~age r i s k s  ander thoso  c o n d i t i o n s ,  
p a r t i c u l a r l y  where t h e r e  a r e  c o n t r a c t s  t h a t  a re  not  too. d i f f i c u l t  t o  
justify. That is, where it is not exactly a. new item or ~'~here the 
costs are reasonably well-established. 
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But to take your example and carry i% on to where the credit 
requirements of that small producer are ballooned to the extent t.hat 
his ~orking capital and his capital that he has in the business to 
protect us is wholly inadequate, in that case ~e ~iould mahe ~l.~ica- 
%ion for a V-loan under the imesenb ne~ V-loan setup--it is c~.~ erent 
from what J..t was the last time inasmuch as we now have seven gunman- 
teeing agencies and then %r~e had only tl~ ee- No~7 ~e have, in addition 
to the armed forces--that is the Army, the Navy, and the i~ ~ Force~ 
General Services~ the Departments of Agriculture and Comuerce, and • ~,~ould prepare ~Jould go from 
so forth, so that the application ~hich -~'~e 
the local i[,ed--that is the Federal Reserve bank or its branches--into 
the Federal Reserve Board here and then it r~ould be sent to the agency 
that controls that particular contract°rls contracts.the contrIfactorrepresenta-'~ms 

], I~. tires of tn~b agency thought that the products 
producing-~:ere essential, they ~'~ould guarantee the amount of money up 
to 90 percent. Th~ bank r~ould be the one -that ~ould decide ~hether 
it wanted a 50, 60, 80, or 90 percent guarantee. The reason... .is that 
the higher the bank goes the greater the Govern ment~s par.o.mcmpat_on in 
the interest paid. During World War II the Government made some 23 

million dollars out of its fees after losses. 

Aboht the percentages of guarantee no~-~, they are not ~bitrary. 
They say, "Take anything you ~,lant up to 90 percent, but anything above 
90 has to be negotiated." There ~e not so many of them at the 

Cha.~rman !!,[cCabe ~-~ill give you more 
present time. The demand--maybe ' " 
accurate information tomorro~--I think less than 200 applications have 
been made to date in the country and they have totaled less than I00 
million and only some 35 million have been authorized, 

Vie do have a factor today that ~~e must cure by legislation 
before we can get any substantial amount of private financing for ~;ar 
contracts. That is a ruling on -the part of the Comptroller General 
to the extent that the assignee under a 6ontract is liable for recouF~- 
ment of ~oriOe revisions and other claims, No~:~ we had some instances, 
one exa~%ple~ where a man borro~~ed $I00,000 to perform a contract. He 

~ ~I st, or at least part of it, the bank received the 
pe~zorme ~ the contra 
$100,000, retired the loan, canceled the note, and sent it to the 
contractor. The Government came along and revised the contract for one 
reason or another. Then the con%racier was broke, so they made the 
bank dig up and pay the $100~000. We do have proposed legislation to cor- 
rect thls~ all %he services, the B~reah of the Budge~, and most everybody 
else have agreed to it, and ~-~e hope that it ~d.ll be passed short~, in 
the new s(~ssion of Congress. Such legislation ~0;ill relieve a good deal 
of i~essure on V-loans and on RFC. The RFC l~as had numerous applica- 

tions for that very reason. 

.... s in nov~here near as good shape as .we rTere 
As to :.~acmlmtme , we are 

d~ing ~Vorld ~/ar II. W(~ have the vehicles but ~e haven ~t clarm~-ed~ at 
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least at this moment, our position. The RFC 1~s 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 hasn:t taken a;~v action in that direc- 
tion ~s yet. There is no Defense PlantCorporation. That is one area 
that needs attention and needs it ~dly. 

QUESTION. ~9. Cravens, during the course of your discussion, you 
stated that t.~e commercmal banks would be w~lling to do anything 
possible to ~revent this inflationary trend d~rir~g the coming years. 
i wonder if you would care to discuss the possibility of the co~.ercial 
banks accepting nontransferable bonds from the Government and at the 
same time acceding to the regulation that they place reserve require- 
ments against active deposits. V~ouldn% that greatly cut down the 
credit trend? 

~. CRAVE~S: It wouldn't cut it d~vn in'the least because I 
don% care .what kind of securities we accept~ we have put that huCh 
more credit into being. If you buy the bond, we haven't increased 
the credit outstanding~ but regardless of what l~nd of security the 
Treasury ~Jould give us, we have increased credit percentages by that 
amount. So it doesn% make any difference whether we hold nontrans- 
ferabl@ or nonnegotiable bonds. The only thing the Government ~.ght 
be able to do--to follow 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 can,t finance defense production. 

QUESTIOI& Isn't it true that during the war the Federal Reserve 
did not require the commercial banks to maintain a reserve reauirement 
against government deposits? 

NP~° CRAVENS: That was true. That is not true today, ho~,~eve~. 
We do maintain them. That was true primarily for 6nly 40 percent of 
the defense dollars and ~nly until they were spentm Take the amount 
of s~ch funds on deposit, figuring any reasonable reserve against 
them, "t 

wou!a affect the loanable reserve of the banks very little 
one way or the other. 

QUESTION: Aren% these bends also used to further inflate credit 
by being turned into the Federal Reserve banks for more credit? 

~R. CRAVENS. The bonds have not been so used yet because there is 
no need for the banks to borrow at the ~esent time. The Federal 
Reserve- banks have sold bonds into the banking system of some five or" 
six billion dollars during the last y.ear. If they ~;~ere nonnegotiable, 
nontransferable, theFederal 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 fact that the bonds a~e nonnegotiable 
~ouldn% affect their obtaining governments. 
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QUESTION: That is what I mean~ the point beyond which the com- 

mercial banks couldn tt issue credit. 

~. CRAVENS: In talking about the amount of reserve requirements, 
for instance, if you raise reserve requirements up to 70 or ~O per6ent, 
you will stifle the whole" Nation because you ~Jon~t have any credit. It ~ 
might be that in New York, it wouldn ~t hurt but very little; in Houston, 
it might throw industry Jut0 a panic. It is an impossible thing to 
have across-the-board reserve requirements of such high percentages. 

QUESTION: You mentioned the n~1 term h@re.-.guaranteed facility 
term loan, ~' which you said is a new wrinkle. Would you care to 

explain a little bit more about it? 

MR. CRAVENS: I just mentioned t~hat® The n~ wrinkle is that ~ 
World War II when we inaugurated for the first time the V-loan pro~am, 
it only covered ~orking capital loans~ The Defense Production Act of 
1950 primarily authorizes agencies to guarantee ~orking capital loans, 
but if they deem it advisable they can guarantee facility loa~m- The 
ne~ Defense Plant Corpo~ati on took care of all new plants. 

QUESTION: One of the indicators of inflation is the stock l~ket~ 
for in&tance, at the beginnln~ of the last war, a dh'op in the %~alue of 
stocks. Toda>~ we see rationing coming on, a conversion program which 
is cutting earnings of companies~ ~d control of critical mate~i als 
causes ~ork stoppages, increasing vmges. ?,~at is your explanation for 

the inflation occurring in the stock market today? 

i4R. CRAVENS: I ~on~t agree that the stock market is anywhere 
• S near inflated to the extent that all other matermal and commodities 

are in the country." I think probably the~pric e of stocks co~i~ared t~ 
the price of cotton, or the price of coal~ or the price of steel, or 

the price of materials is relative~z cheap. 
| 

There is only one plausible explanation for anyboc~y s buying 
co~]mon stocks and that is that they are scared to death of the dollar. 
We are b~'ing them for trust fdnds, trying to save some little bit for 
widows and other beneficiaries. Tha~ is the arts%vet. If you don~t ~et 
any yield at all in the stock m~-i~:et~ you ~,~ill still have a bull m~,ket. 
People ~'~ill not buy bonds. They ~:;on~t take any fixed investment. They 
are scared to death, and they have a right to be scared to death° TI~ 
dollar is no~ less than 50 percent of what it was ten ~ars ago or so. 

then i QDESTIO~. I would like to sort of h~'ief our position and 
will ask you a question that you are not going to like. Vie ~ho are in 
-the military are especially dependent" on the value of the dollsr. ?[e 
don~t have the opportunity, as a rule, to stay in any one place long 
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enough to put our money in anything to keep us from the iflflation 
trend. ~any of us are buying property to take care of it. ~,[a~I of us 
feel that the reason inflation erlsts is because bankers have not lived 
up to their responsibilities in forcing price and resources to get 

Cf ' ° 

together, oet-ozng the value of government bonds down to where they 
belong, and making the dollar scarce enough to increase its value. ~2~ 
have bankers adoi~ed such a position? 

~,,R. CP~VEI',[S: ~,Teii, I think maybe to some extent they haven't dis- 
charged their responsibility. Let me begin with that. But I donlt 
think, ever~ if they had tried very hard, they ~:;ould be in a ~osition 
any different from what they are nm~ except that they wou!dnlt be so 
welcome in the Secretary of the TreasG2yls office as they are. 

QUESTION: Is that partigularly desSrable? 

~. GIAVEI'IS: We!l~ since they ere, under present policy, o~m 
supervisory agency and mean the life and death of the banking system, 
it is aofairly desirable t~. ~ JUSt don~t have the power to force 
a realistic attitude on t}~ i~i~ ~ T~easu~y. I% comes about from 
having a lot of archaic aS@~Bta~%~i ~ t~Be Dep~tment. They seem to 
think their one pr~nsry objec~iv@ t6 dO this job is to keep the cost 
to the Goverrment down to a ~ni~.~m. Every time they save thre~" quarters 
or even a half they have cGst %~ ~j~a% billion~ of delian-s, &~d 
th e cost goes higher while %.~. ~ ~ ! ~ . . ~ w e  just ean l tse l l  any 
o~ner idea. Do you kncn,~ why we oanlt sell it? It is because it is 
political. The fault probably is more with the men in Congress than 
in the Secretary of the Treasury.: I~ is tragic. It is tragic not 
only because to let those rates rise would be anti-inflationary, but 
it is tragic because we are not developing sec~mities that the public 
will h~. They canl% take the risks. They have contracts outstanding 
and they have to deliver. 3 percent ~nimum. Those are contracts out- 
standing. They have to buy governments d0ring time of Wa9 because 
there is no place else to put their money. Theytake a 2.5, 2.25 per- 
cent security because they Imvenlt a~thing else. But what 1"~appens 
when they get a chance to get anything else? They sell them. John 
Doe bought a ° $75 bond which is going to mature next year or the year 
after. ~Vell, 2.5 p~cent isnlt very attract.i.ve or even 2.9 to John 
Doe under these conditions~ because-he "has lost a good d4al of the dollar 
he put in. If we could increase it~ it might attract h~. I think 3 
or 3,5 percent might attract a lot of people, but you canlt get a 
realistic position in a political," capitalistic system like we have. 
Tt is tragic. Somewhere along the line ~se will have to come to it. 
The bankers cannot control it. While we hold a large part of the debt, 
we cannot control or fix the rates. %'re have tried to work with the 
Federal ~eserve BoArd to make some peace~ and behind the scenes we have 
done a lot of good. You will notice the Dece~nber issue came out ~ith 
a five-year one end tl~ee-fot~%hs. We did get a short-term rate up to 
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one and a half. Everything is lovely for the r~nute. Did you ask 

Secretary Snyder about that? 

QUESTION ~. No, because at the time I didn It fully appreciate what 
~as going on. I h~ve only recently developed that. Going into this a 
little more deeply~ maybe an educations~l campaign is needed to get the 
American public to realize what is goi~g on, make the American public 
under s t and  t h a t  hz~he~ taxes  a r e  t he  h o t t e s t  inves tment  t hey  

r ight no~. 
' "  ~. is 

~l. CKA~o. The quickest ~ay to get anybody to do sometnlno 
for a banker to tell him not to do it. We are the poorest. ~Pe°Plee in 
the ~;orld to tell the p[folic to do arqvthing. "~e m~e a Imtu! higher 
-in their estimation than %~e %~ere at the beginning of the Great ?~nite 
Father in 19"33, but we are not %00 high. I still think~ aud you oug~ 
to think about exactly ~.~hat I told you this morning, when you take 

~. k indoctrination and training, 
boy into "the service for a !3 .~ee period of 
teach him exactly through the imoblem and let hd~ write letters back 
to the folks at home, telling them "I am going to go to Korea; you see 
to it that I get more than 50 cents for ~y dollar when I get home." 
Then you will get Some pressure on Congress and that is good ~-essure, 
not from tl~ banks. If we go up before Con~e ss, they just laugh at us. 

Q,~'q'T ~''- Wen Series E bonds were issued in 1935 I believe, they 
UA~O- _~11 * 

~'~ere called Baby Bonds, saviDz s bonds, s[~all type. They ~ere ta~ 
exempt. Later on, they made the~ te~xable. You are speakJ/%g about 
making bo~ds more attractive. Do you think people would.invest more 
in these Series E bonds if they were still tax exempt.? 

NR, C~AVENS: That is a fine Ouestion. ! am glad you'brought'it 
up. There 8.re t~mee pl~.ses of it ~I would like to discuss, First, we 
have the problem of 80 bil~.ion pieces of ~mper issued nov~--i guess mere 
than that, As they mature, we ~ve a tax prob3em because that 25 
oercent gaiu, that 25 dollars on every hundred-della2 bond~ is sug~ject 
to income tax. The Treasury economists~ as you kn~ have really sort 
of tentatively agreed to go along with the program of temporari~,V at 
least puttin~ fom*~ard the day when th& tax is due. I think that iS 
step one. T}at is a "must." We must. If ~e don~t forego the tax~ we 
must put it ahead until such time as cashed. 

Step .two is the type of t~x. Yo~ Imve heard a lot o.~' people s ug- 
gest~ "Let us not make it Income tax, but tax it as capital gain." 
.Personally I don~t think that %~;ilI do a bit of ~ood because a 2~ per- 
cent gain is orobab!y not go~/~g to be much lesS. Right no~a it ~'~ouldn ~t 
be more than the big bulk of those holders pay~ so that is not a~qr real 
induce~nen%. ~.[a~rbe if taxes got up to Z~O percent, there ~ou!d be some 

inducement. 
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Step t?~ee, 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 bonds~ don't roll them over. It costs ove~ • 
five million dollars for new bonds, just to distribute them, just the 
motion, the mechanics of it. We suggested that the Treasury tell 
people to keep their bonds, they will accrue one percent every four 
months--of co~:'se they are demand paper~and they are t~x free. [~ ~e 
would do that, people would not only hold their bonds but they would 
b~y more. That would be from interest-bearing new blocks p~mchased 
per dollar. So answering your question specifically, it would be a 
great thing if we would ~mke them tax free. 

QUESTION: In the first question that was asked, you brought up 
the Defense Plant Corporation, RFC, and other government lendiflg 
agencies. 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, t~mt increases inflation. If the co~tractor 
comes into the bank and borr~s the money: out of the bank, that does 
not increase inflation. 

}~. ~f~VENS: No. No. ~ the ~FC or s~%~ one of the goverztment 
agencies, and that is the Governz~mn'b of the United States money, that 
money goes into the sbending stream= The only inflationsa-y as~pect, 
oth~" than the amount-that went into the spending stream, is the 
sot~ce of f~nds. If the Treasury taxes them, then you have no inflation. 
You have t-sxed the amount out and p~t it back into the stream, it is 
an even balance. You have an absolUtely even balance= You have a 
ts~x of a billion and you put back into the spending stream a billion. 

If the Government, h~ever, borrows that billion instead of 
acquiring it by t~ca~ion, then you have to see the character of the 
borrowing. If the Government borr~vs that amount from an individual~ 
or insurance companies, or private investors, then there is a working 
balance~ no inflation. Why? Because a billion ~as taken out of the 
spending streom and put back in. If the Government borro~vs the money 
from a commercial bank, then the spending stream'has been increased by 
tv;o billion; if it goes into the Federal Eeserve, it goes up six times, 
or six billion. If the banks loan direct, rather t~han to fina~ce 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 yotr question? 

QUESTION: In other words, any time the loan is made, unless it 
originates from taxation, it is inflationary. 
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}~. CRAVENS: Every &oan.made known to man is inflationary. 

QUESTION: Would you say something about the effects of a 
severe clamp-down on consumer and real estate loans? 

~. CRAVENS: Yes, I ~ould like %0~ The present dilemma ~ith 
respect to inflation is ~rimarily due--I laid it all on the laps of 
war~ but it is not all the war. it is also in a good many of the 
policies that our Government is following. One of these areas where 
the Government has violated sound principles to the worst extent has 

eouaoe cred~:bj, sponsoring a tremendous exten- been in the field of real ~-~ '" 
sion of real estate credit through l~,~ equities--the biggest e:~a of 
credit expansion ~,~e have known. We never could get any regu~tion of 
that. We got them to regulate everything else~ but ~,~e couldn't get 
Con~'ess to touch it. This time~ we have the Regulation "X". 

You might be inter'ested in the mechanics of that regulation, The 
Federal Reserve is authorized under "the Defense ~,oduction Act to 
regulate real estate money, mortgage credit of the conventio~al type. 
It is required also to regulate government guaranteed credit~ but it 
can,t regulate government guaranteed credit unless it gets the con- 
sent of the Federal Housing Adn~ni.strator. He caner give it until I~ 
gets a ruling ~.~om the Veterans ~ Administration as to what advantage 
is given to veter~~ns over and above Jo}m Doe. We finally" got them 
together; That is why the regulation was late coming out. It cut 

down 500~000 housing starts. 

In the field of consumer credit, Regulation "V~' was for a 15- 
month limitation generally. That will probably cut out about 25 
percent of the credit." That will take about 50 percent out of this 
market--in other ~ords~ about half the goods'bought on time. That 
half is a~ild reduction in purchasing power. It might have to be 
tightened. I think right nm~ it ought to be let alone until ~ve see 
~vhat happens to it. Both these regulations are very, very effective. 

COLONEL WILLI~i~: I know you all realize now ~vhy we ~ooked vri~h 
' t pleasure to ~[m. Craven~s lectOre~ "On behalf of the staff~ facul y= 

and student body, I thank you, siv~ for coming down. 

] ~ .  CRA"~NS: It was a real pleasure. 

(6 Ear 1951~350)S. 
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