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CURRENT PFIN.NCIAL SITU.LTION

It 15 o grecat pleasure to come here I don't know
that I can contribute very much in the course of an hour
beeause I hardly know what 1t 1s you are workaing on and think-
ing about  You look like people whose first quesbion would be
ept to be "hat about inflation? Are we going to have it,
and, 1f so, when®" Thus perhaps I might as well begin with
that and then ramble off inbo other matters

Ve hove the materials for a very great expansion of
money, using the bterm an the wide scnsec of currcncy and bank
. checks. Our Federal reserve system has an enormously high
resorve ratio which would permit 1t to expand credit greatly,
and the Treasury has a lot of honest-to-goodness gold which
. 1t might put into the Federal rcserve and incrcase the reserve
of the Federal reserve banks enabling thom to expand credit

The commercial banks have large excess reserves over
requirements and they can expand credit over a vast oxtent
If that wore done we would have inflation because thc quantity
of the circulating medium would increase far more rapidly than
the volume of output of goods and services. Why doos 1t not
happen? We have easy money at abnormally low rates, but there
1s not the domand.

There are oircumstances under which, given the pres-

ent situabion about gold and excess bank reserves, we would
have an inflationary spurt without question. We had onc, for

example, during the war. During the war there was a lull of
employment of labor  People in businecss were confident that
they could sell at rising praces oll that they ceuld possibly
produce Thoy competed actively with each other to sccurs
materials and labor, the explanabion of course being the large
number of men drafted into the Service and the enormous con-
sumption of matorial in the course of the war

Now we do not have a sibuation of that sort It 1s

not the case that cverybody engaged in industry secs possibilities
of selling at incrcascd prices more than they currently are pro-
ducing, and consequently they do not rush to the banks to secure
additional funds with which to buy more labor and materials.
dMarketang i1s dafficult at presont, and that i1s tho real problom
of recovery, 1t 1s the problem which prescents 1ts¢lf 1n connec-
tion with inflation  You are hardly likely to get inflation of

" business type at a time when for one reason or anothor people
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in wndustry do not feel that they can sell an indefinite
inereoase in output at present prices. You could, of course,
have a foar inflation, that 1s very different. If our rulers
were to adopt the theory that the way to meet obligations in
this country was to increase the budgetbary deficit and to meot
that deficit by printing paper money instead of meeting 1t by
borrowing, after awhile I thank without doubt a fear inflation
v.uld start.

Suppose, for cxample, Congress took the view that 1t
would be desirable in meeting the bonus payment not to borrow
but to print paper momey, and, 1f that did not turn the trick,
to print paper money for other expenditures of the Government.
After awhile wo would all begin To feel doubtful about the
value of our money and our bank balances, and we would rush
into buying tangiblo things to get rid of our money and got
something tangible That would probably induce inflation for
the time being, and an inflationary upward movemcnt of prices.
Sofar as I am aware the .dmanistration i1s not disposed to try
that particular monctary experimcnt. Therefore, I am inclined
to beliove that the danger of inflation wall not present itself
until somehow or othcr the situation bocomcs such that there is
& rapid incrcase in demand for matcrials and labor with ready
sale of outpul, which would induce business concerns all over
the country to apply for more bank loans. Then the question
of restriction might present i1tself.

I turn now to the qguestion of why an increased demand
for labor and materials from the business community has not
developed more generally, quite indopendent of work rolief and
othoer governmental orypenditurcs.

Broadly speaking, thore arec two typcs of products =
consumer goods and capital goods. Il 1s the practice of large
numbers of people to save some of their income and to seek %o
invest 1t. If the investment 1s actually made - 2f 1t s a
now investmont - that mcans a demand for one or amother of the
things known as capital goods required for new structures, new
equipment, ete. It 1s that class of products for which the
domand is rclalively weak  In the case of the consumer goods
industrics, employmont i1s fairly good, 1t 1s relatively low in
the capital goods industries, so the rcal problom of further
trade rocovery 1s, in a large part, the development of a situa-
tion in which there shall be an inereascd demand for capital
goods associated with the umployment of now savings currently
being made. If that develops, the increased employment of the
pooplc in the capital goods industries will result in an in-
creased demand for consumor goods and thus more employment in
those i1ndustries. Thoe problem rcally is to bring about thas
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inereased demana in the heavy industries, and the problem is
a very complicated and difficult ons

To some extent additlonal investments and the consc-
guont demand for the products of the heavy industrics can be
influonced by a low rate of intorest, say 4% rathor than 6%.
At that lower ratc people may be disposcd to make certain
capital 1mprovemets that they would not make at the higher
rate of intorest.

Much offort has beesn directed toward sccuring lower
rates of interest That is the purpose of thoe so-called easy
money poliecy  That policy affects directly and immecdiately
the short term ratecs of intercest, the short term obligations
of the Government arc buing marketed at rates of intercst under
1%, and some of the longer notes of tho Governmont arc at in-
tercost rates only slightly over 1%. From that point wo have
rates of interest all the way up  Interest rates for long term
capital have gone down somewhat, but they have not proved very
susceptible to thc influence of ocasy monsy - not as much as might
be hoped

In BEngland the long berr rates for house mortgagcs have
gone dom ‘o the nel%hborhood of 4% In this country they
dropped from 8% to 53%. That 1s hardly enough to oxert a vory
considerable influcnce on the usc to which additional capital
might be put.

There 1s another factor, however. Vhat can you get
in the way of bricks and mortar and machincs for a given amount
of money that you might put into an enterprise? It happons that
the prices of the capital goods industrics, in spite of the
rather modest demand for their products, have been relotively
stable Steel prices, for example, are in general not more than
between 10% and 15% under the maximum stoel prices ef 1928.

There has not been a recduction in the prices of most
capital goods comparable to the reduction in many othor fields,
particulerly agricultural products Of course, the capital
goods pecople say that the demand for thoir products i1s an in-
vlastic donand - that 1f you reduce tho price of stecl products
1t will not incroase tho demnnd very much, and will not increase
apprcceiably the total cost of products in which steel 1s used
It 1s poanted oubt thet a reduction of 10% on the stoel going
into the Chevrolet would probibly only recducc the cost by about
$8.00, not enough to make for lower car prices. Thercfore,
there would be no more absorption of stecl. There 1s o great
deal of force in that contention 1f you pick a single product,
1lthough I think the steel poople exaggerate a bit bocouse



there are other usos for steel in which the cost of the steel
18 a very much greator factor than in the case of a motor car.

The policy that I have been urging cver since 1
came back to this country is that the way to secure a greater
denand for the products of the heavy industrios 1s a concerted
raduction i1n prices of all of the various products of Tthe heavy
industrics, that 1f you could bring about a concerted recduction
of steel, coment, bricks, window glass, and all the things that
go into construction, then you might expect an increascd demand,
particularly if 1t wore associated with lower intercst rates and
poerhaps also a temporary reduction at leoast of transportation
rates on products of thas type. That, 1n my own judgment, is
the way to induce an increased domand, thereby increasing employ=-
ment with the final result of lossoning the need for Govornment
rclief for the uvnomployoed It would also be somo help toward
balancing the budget  but that his not beon the policy which
we have adopted in dealang wath the depression  We rather have
adopted a policy of trying to maintain prices, and even to
incrocsc thom, for all kinds of products. There was o great
deal of merit, 1t secms to me, i1n the objoctives of the n.l.A.
1n reducing acroa,e and reducing the output of agricultural
products becouse prices of those products had droppod to a far
groator e¢xtent than was the casc of industrial products, owing
to the fact that the farmers were so numerous and the processes
of production so lon,, that they could not of themsolves, acting
as 1ndivaduals or in small groups, do anybthing worth mentioning
toward the adjustment of oubput to demand.

Contrast that with the situation of almost any 1ndus-
try, ospecially those conducted by a fow large concerns  Thay
could chango their schedules of production from month to month
or from weel to week  If, durain, the next two weeks, the orders
coming 1nto thc automobile businoss indicate a demand below what
18 anticipated, they will change their schedules of production
~lmost over night., The farmer cannot do that. Moreover, there
1s not an clastic domand for his products especially when you
ot then down to a low lovel of prices. It always scomed to me,
therefore, that the policy of restricting the output of agricul-
tural products was wise 1f 1t wore clearly understood that it
was o temporary neasurs designed to carry over until somchow or
othcer industrial development mipght absorb sorme of the surplus
lobor at presont attached to agriculbure. But that 1s not what
was donc. We went on from the o A A %o the N R.A , which
tendoed to erystallize the status quo in the industries of the
country. MNo sooner had the code becorwe establishod than the
steel poople moved up the price of stoel products. That, in
Ty Judgrent, was not the way to attack the problsm
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If you are seeking to incrcase the demand for §%§
labor snd for materials, in some dircction or other you
must develop an additional demrnd, and the problem is how
to do 1t., Some people argue that you can increase demand
by inereasing consurer purchasing power, that the incroased
demand 1n consumer goods wall in the course of time rcact
back upon the heavy industrics and upon investriont  So there
1s a good deal of support for the proposition that you had
bettor move up wages because that wall increase consumor
purchasing power. The difficulty with that i1s - and I am
not speakin, of the casc of abnormally low wagos but as a
general proposition relating to wages « that not all con-
sumers are wage e.rncrs  You do not get so pervasive an
influence affecting demand by an increasse 1n wages os you do by
o reduction in price of those products for which there may bo
presumed to bo an elastic demand on tho basis of prosent incomes
1f you reduce the praice Take the diiference hotwoeen increasing
wages in the automobile aindustry with a conscquent increase 1in
the price of motor cars by $50 or $100 apiece. This will cause
sore 1ncreise in consumcr demand smong automobile workecrs, but
I contest that 1t will not be so pervasive an incrcase as de-
creasing the price of the car and leaving the wnge income as 1t
Wa S

Not all incomc 1s dorived from wages  You tap overy
consuner when you offer a product at a lower price, whereas you
tap only a restrictcd demand when you incrcase weges or ronts
or profits. I ropert the qualification that in particular
situations wages may bc abnormally low, just as in particular
situations profits o~y be abnormelly low or nonexistent

We have finally rad ourselves of the N R A. but we
have not rad ourselves of the kind of thinking and the mothods
of pricing which characterized the N.R L That braings rmy talk
to where 1t wos before, to steel pricing and the like  Although
with tho eliramation of the N.R./ some priccs have bcecomo a
little less ragrd than they would have becn 1f the codes had
been maintained, we do not have that genecral acceptonce of the
possibilities of an increasod demand through price roductions
that would appear to mc to bo necessary to induce an incrcased
demand for labor and for nateraals.

Let me take onc more sibustion  Technical improve-
lent 1n an old product inovitably means, 1f 1t 1s a real
inprovenent, that a somewhat smnaller amount of labor will be
roquired to produce a given quantity than before In spate of
the technieal improvement, 1f the price is not roeduced the de-
mand will not be inercased and a certain amount of labor will
necessarily have to be dismissed. If, on the other hwmd, you
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pass on to the consumer the benefit of that improvement in a
lower prace, then 1t may be that the increased demand will
nake 1t possible to maintain the demand for labor as before.
Even 1f 1t does not, at least the consumer will have a little
more moncy to spend on somothing else and so increase the
derand for labor in some other direction.

I suggost thon, that in a period of rapid technical
advancoriont, we need o pricin, policy which spesdily passes on
to the consumcr the benefits of theso improvements. That will
happen speedily 1f 1t does not take too much time for new people
to onter tho occupation; but as you know i1n the casc of many
products the capilal investment is very large, the tamc element
1s long, and so you can have a price maintained to a largo ex=
toent an spite of technical improvements.

These then seem to ne to be the fundamental guostions
involved in bringaing about an incroused demand for labor.
Nothaing can be done by cxclusive atteontion to some one factor,
whoether 1t be the price level, the rate of inberest, the pricing
policy, or whot not. The problem is difficult and neceds to be
approached from a variety of points of view, with a clear recoge-
nition that the fundementel objcctive 1s bthe lessening of unem=
ployreat and tho developrment of conditbions which will induce an
wncreoased and a maintained domand for labor and materials. When
you do reach that point therc may be danger of inflationary
wdvances in prices which will reguire restriction and which will
prove very difficult to restrain. The present problem is not a
price probleom. Practically all prices have now reached what 1
thaink may be called a tolerable - an endurable level - and that
s not tho case with prices two or three years ago. Some of
them werce thon intolerably low, but for the immediate future the
Josireable thaing 1s some reoduction of prices of certain commodi-
t1es for which there is presumably on elastic demand, and in
particular a concerted reduction in the prices of all of those
products of the heoavy industries that ere used in association
onc with another,

Althou,h I am supposced to be a monotary or banking
vxpert, I find 1t nccessary to branch off into other faelds.
I uscd to tell my classcs, and some of you wrll rcemember i1t
perhaps in the beginning of ny coursce, that in running a bank
the nain thing was to know about othor people's business  Thatb
18 truc when you come to questions of monetary policy  You
cannot by nonetary policy do cverything, but you may influcnce
a situation desirably or undesirably. It 1s what peoplec do
unler the impact of your mometary polacy that is decisive., It
doos not follow that grenter confidence about money would be
helpful always. It would depond on what business would do af
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1t had more confidence Supposc, bocause of greoater confi-
dence, the stecl poople who arc now filing prices of stoel
for the nexl querter were to incrcasc the prices of stocl

In my judgment, thet would, in large part, noutralizc and
even more than neutrnlize as o recovery influcnce whotover
value may bo atbachod to incroased confidence in the currency
and in the ronctary policy goncrally of tho Governmont

Wo had confidence, you will roecall, an the poriod
of the previous administration, and we had a belanccd budget,
and yet things goncrally went from bad Yo worsec Evidently,
sorchow or othcr, we did not do the right thing although we
had confidence

“ 0f course 1t moy be argucd thot conditions have
so changod +that confidence alone would nov be cnough to
induce ¢ ronl trade rceovery  That is possible, but I would

» bec disposed to think that 1t 1s by no neans a cortainty, and
thet confadonee, 1f 1t woere associnted with an inbelligont
and conbeorprising pricin, policy, would be far more ccrtain
to yiell thet trade rccorery than confidence alone 1f that
confidence were to lcel 1o » restricted pricing policy an the
casc of {the heovy industries of the country

=m0 00m=
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By
Dr OM 7  Spr-guc,

“CURRENT FIN MCI.LL SITULTIONY
linrceh 28, 1936

Q. I would be very much ploased 2f you could give
us sorcthing of the eTfect that mi ht be cxpected as a result
of the leprceci~trion an the value of the dollar, or rathcr tho
inerease 1n tne price of zold under the conditions which hove
provoiled and in which the gold 1tself has beon scgucstered
and mainteined practically int-ct in the Treasury  Its not
having beeon circuletoed has apparently had very little influ-
©MCC Ol Pricos

A Then the dollar wes first doprceinted after wo
wont off gold and thon ves rovel ued, you and I Jid not have
any norc noney in our pockeots and you and I did not have any
rore lo our crodat at the banks against which we could draw
chec s There was not, in othcr worls, as a consequence of
going, off goll, any increesc in the purchasing mcdium. Now
lcl us cons.der whether the gown, off sold exeorted an anflucnce
tcndin,, 1n the coursc of btire, to incrcasc the purchasing
modiun Vo raght have been in a situation at thot timec of
possossing only a vory small amount of pold with tho consc-
guence that the Fecdoral rcserve benks would have beoeon undor
the nccessity of contracting credit anl the various cormercial
banlzs would have bcen under the same nceessity. Ia such a
situntion the going off gold might have been helpful in pre-
venting shrinkage of the purchasin, nediun.

In Fraace naay poople arc doubtful whethor the
covntry can stay on gold and so from tine to timo peoplc
ho~rded ,old or shippod 1t out of thc country  This s tond=-
1ng, 1n that country, to contract the total amount of tho
purchasing ricdiun ¢ were not in that situation Our great
trouble was that th. poople h~d lost confidence in the solvency
of their particular baaks enl worc teking out moncy for that
ronson. Lt eventually became necessary to close tho banks and
then reopen then with the practical assurancc on the part of
tho Government thet the rcapencd banks were solvont. That
allayed alarm and thore wore no further withdrawals because
of the fear of solvency of banks.

The Federol rescrve had plenty of gold wath which %o
grant further credit and the banks had e¢xcess roserves Therc-
fore, going off gold as we did, did not changc tho situntion



approci~bly os far as tho supply of the purchasing nedaun
WS CONCCINCU.

Wunt the goin, off goll did wos to alffoct tho
situation s rogar's cxporbs and irports  .s the dollar
beeeme less valunble an terns of other curroncics we obvie
ously had to pay morc for imports than wes previously the
casc Tnke tho c~sc of ¢ product like rubber which is
entircly imported - srith the dollar at o lower valuc obviously
we had to pay nore for rubber an terms of the Dutch guilder or
the pound sterling beeousc 1t would cost more to buy guilders
or pounls slerlang., The sarne thing s truc an the caso of
oxports If Lhe pracc of cotton worc 8 pence a pound in Livere-
pool anl contanucd to be 8 pence 2 pouni after wo depreciated
ths dell~r, thun cotton exporters woull got morc cdollars when
they convertol tho procoveds fron the sale of cotton into dol-
lnrs than before deprocairtion. That would have the tendency,
to some catunt, to inprove the price of cotbonm. It would not
have ~s bi, an cffeet an the casc of this country as in some
others beeavse exports are a smaller foctor in the situation
For exmuiple, 1:'st yonr thoe Belgi~ns rovalued thoir curroncy,
lopraciatin, 1t 28% That 1s a very small country, using a
rmach lerger percontage of 1ts labor in producing thangs for
oxport th- 1 1s the cas. an this country. The offect, therefore,
in the Belgirn casc wos gutte pronounced both for the re~son
thot 1t 18 ~ small counuvry and also because 1t reroved that
pressure which wnas prescent owang to the fear that the country
wculd not be able to maintain the former vnluc of 1ts ecurrcncy,
lecdan, peoplc to hoard and seek to wgcure gold for export.

I an, thorcforo, doubtful ~s to whoether the depro-
cictrion of the dollar and its revaluation has had an important
1nflucnce or this country eather on prices or on the total
Jemana for lebor and meterials VWhatever influence 1t has had,
1%s effcet was slight owing to the conditions which I have
mentioned.

T~%e a thard casc, that of Braitein, which went off
in 1931l. Thoy sinply did not have the gold  That gold they
had w s used lcefeandiay the pound  The saituation of tho counbry
with rospeet {o balancos of payronts was so unfavorablc there
scemed no way of nmaintaining the gold sland-rd

Vo hrd the gold and our anternational payment situa-
tion was Pavorable. EBvon after wo wenl off _old 1t was daffai-
cult to keep the dollar in a Jeprcciatod condition. It tended
to snap back to 1ts oll valuc an the surmer of 1933, even though
we p ssod the Thomas amendment and 1t was quibe ovident that +the
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tempor of the people was highly fovorablo to ~ lowering of

the relative vnalue of the doller S1111 the Jdollar tended

to snap back, and finally the .arren plan of buying gold at
hagher pricos was put into effect, but even thet was not
particularly effective. You would naturally suppose thet

such A doterrun~tion on the part of the Government to depre=-
ciato 1ts curroncy woulld be accepted by the rest of the world,
but whon they stopyod furthcr ~dveonco in prices of gold the
dollar agein tonled to snap back, an! the only way to meintain
the legroe of depreciation thet had been roached was to nail
1t Jown, putting claips on 2t by roturiing to gold and agrco-
an,, to toke 1t at $35 an ouncc By that method the deprecia-
tion was fixed and mivle cortain, becrusc thercafter gold came
in in enorvwous gquantities, ond woe acquared more than tw
billions at this prico. That ws sufficiont ovaidonce that the
doller wos, ~t the now priecc acquired, vory groatly undervalucd

The gquestion that was put to me containcd another
poant. It sconed to irply that becausc gold 1s no longer in
sircul~tion or beeouse the banks do not have at thol has "wde
o diffcrence in tho situbion. I don't thank that i1s the case.
It 1s n»t ncecessary for oo0ld to be in circulation to have an
cffect upon prices. Gold is rcally the foundetion of +the
total circulating, mediun, counsisbtin, of currercy an' bonk
balances. If the Troesury locked up the gold to such an
oxtont that 1t reduced the surplns of the Fcdoral rescrve
banks belov their roquarements, compellans them to contract
ercdit, thon you woull have a situntion in which you miht
say that the policy of the Treasury was alfecting the supply
of the purchasan, ncdiwi, but whon you discover that the come
rercial bonks hove botween two and threc billions of sxcoss
rcscrvas, anit that the Fecderal rescrve b nks have cacoss
rescrves of a billion or more, 1t is difficult to sce how, by
the furthor usc of 1ts pold sbocks, the Govornront could appre-
c1ebly affeet the no'c cf use of the circulatin, mcdaiun of the
country It would be possiblc for the Tre~sury to transfer in
the form of gold certificates a couple of billions of dollars,
That would incronsc the excess roscrve of the Federal rescrve
b nks and wuld give the Gevormment alditional oval-nccs at the
roserve banks which coull bc checked out in ~welin, ordinory
pay-ents of the Governmont Thcse checks woull be depesited,
thus giving bonks additional cxecss reserves and probably
runnin, up tho rcserves of the rcrmber bmks from the prescnt
faigure of two or thrce billions to between four and five
Thon you already have such a hugc cxccss rescrve the addition
of scric more 1s not likely to havo any appreociable effoct.



Q. You have shown how the present saituation is
potentaal of inflalioca in cese the demand should develop.
o Major war would crcate that necossary demanli  Can you
indiente whot tho proper financial policy of the Governnent
shoull b¢ 1n c~se a war come socon?

Ae That 1s a subjeet in which I have o koon intersst
T tricu to start ¢ movement duraing the last war to have 1t
largely financel by taxation as we went along, and I got some
effcet but not as much as I had hoped. I inagine that any
future w r, 2f 1t 1s to be prolonped, must be financed by taxa-
tion anl anflation and not by loans for the reason that various
governronts of the world, ineluding our own, seen to hove in-
curre ! such o huge amount of debt alreondy that none of them
would be rogarlol s a ool rask purely as an investment
proposition in tho event of anothor major conflict.

That 1s only one reason, but there are other roo=-
sons for ny opinion that a war can and should be financed
currently whilce 1t 1s ,oing one If you do not do that you
wnevitably have competibica botween civilian denand and mili-
tary ‘ennnd. Ve had that in the last war. The Government,
1n possession of a vast amount of purchasing power creatced
by loins, ontered in the market for comriodities and competed
for gonds and services wath those of us who remained at home,
with an incevit~ble rapidly rising price level. I recall thatb
I urged a 25¢ ta. on gasoline principally t- free transporto-
tion from the burden of carrying gasoline for the indivadual
consurcr. Thit was re.~rded as quite a horrifying proposition
Sorie taxation cxports opposed 1t on the greound that to irposo
o ho~vy taxation upon them woull deaden the determination of
the peoplc at home in conducting tho wer In a situation in
which goneral conscription is reguired of A1l pcople capablo
of sorving I am confidont that tho civilian population will
ondurc the burden of whrtever toxes may be imposed. The
point that I did not consider sufficicntly in the last war
w~s that we wore not at that time woell organized to shift
over from civilien to rilitary production. You must know
what you want for milibary purposes and know at the outbroak
of the war where what you do want can be most effectively
prolucod.

I tnko 1t thet you have beon working on plans for
war production and that you know what can be produced and
wherc. I soe no neccssity, then, that the things you want
and will neod noced be produced at higher prices (whethor for
lalor or metorials) than those which obtain at the oulset of
tho conflict  Thero 1s no reason so far es I can see why
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trucks or saddles or anything else nced go up in price if
you 1issuc orders at current prices at the beginning of tho
conflict. If you want a product in gre ter quantity than
that which can be produced with existing cquipment, T do

not believe that the cffoctive wry of getbing 1t us to go

out and bid for 1t. I recnll a caso an the war of a cortain
product that was wanted to tho extent of something like 120%
of mexirum capacity, and various agencies were compoting with
eiwch other to ; ¢t some of that product Naturally its price
wonl up, but they did not get 120% untail after the additional
faeilaitics had becon provaded, ant thesc alditional facilibies
could have becen provided far morc rmmediately than was the
case followines the then prosenl practice of various agencics
lssuing orders

If you know what you want and whore 1t can bc pro=-
duced, then the appropriate tazing policy can be adopted which
will bc a pelicy of financing the wir while 1t 1s going on.
Every offort should be nade to prevent a goncral inersase in
price, wshich 1s of no value whabever from the malitary point
of view onl uiulesirable from tho social poaint of view, bocause
1t produces a situation of socinl unrest lamaging during the
period of wer and thereaftor.

Q@  In rognrd to the leereasing of the wage level
during the depression and the effcet on the Jdeman' for labor
anl capital goods, thce policy of the .dministration has becn
to maintain prices includaing the price of labor I hnve been
thingin: of Japan which has o planncd cconomy and which has
beon suceccssful with 21 based on a relatively lower wage level.
thal would be the effect of o lower wope level on the demand
for capartal goods in this country?

o  Thnt 1s a vory complicatel guestion. Just a
word about the Japancse situation. Thoy have boen seeking a
way out through the cxponsion of thoir foreign trade and by
the method of wagce roduction, thoughl don't thaink 1t 1s entirely
by low woges. By thesc moans they have succeclod in improving
their r-lative posiztion an foreign trade and 1t 1s something
that a single country cannot do, especially 1f 1t 1s 2 small
country in relation to the total world narket. I don't thank
we could acecoriplish so rmch by that methold because we arc so
huge that to really nake a great 1upression upon employment
through an inerease an foreipn exports we would have to export
so rmch thot we would subrierge the rost of the world. In this
country, thercfore, I would examine that wage problen only in
rofereonce to an internal demand for additional labor and material
If you could make an adjustment oll the way round, including the



burlen of interost r~tes, rents and wn,es, and induce a
corrcspnr lir, roeluction of rotail miices, then I think

thore 1s o groct leal of rwral in the wope reduction theory
as a me~ns of restorang the balanco, thet has becn donc an
.vstraline It 1s nst an oy gudgreat feasible to concontrate
the reluction nainly oa labor. I do not think that 1s the
way out  Kather, ir wagos arc to bo changed, I should say
thnt the wage reduction should be made where you nay oxpoct
£ leerled ainereasce in Aomnend

Tako bualdain,, for exarplc. If you coul” get
concoeried reduclions in the prices of concnt and brack and
stecl dusignod te increecsc volurc, oand sorne reduction in
tra sport bl ratos of thosc prolucts, then you could go to
the builli~p trades unions where wiges are rolatavely high
anl sur, est towporarily a wage scalc of sorwcthaing undor a
dollar rather than 'bove.

Qs VWaat 1s lhe offect of the rocent change in the
wke-up of the Foderal Resorve Board anl the removal of the
Socerot oy of the Treasury?

++ [ think 2t tends to .1nkc the Beard a nore
indopondent g oney. Ib scons to me lesireblc that thore boe
¢ sopar tion in porscancl, and, with the inercascd power that
1s _1ven the Bouwrd of Governors undor tho chan, cs in the law,
I think 1% 1s oven rorc inportant that the Boird occupy such
2 dastinguished and dignified position that 1t will be possible
to sceure fairst-ratc »on for these posts. Certainly, an tho
past, many gool nen hwe declined appointment on the Federal
Pescrve Boar? I think that posts on thot Board have been rnade
“oro albrretive than in forrer tames.

Q. Vo have hoord 1t said that you made the statenent
th t this counbry coull readily support a forty billion dollar
debt If tnot 1s corrceb, can you toll us how you arrived at
th-t fi ure?

4 I don't know whother 1 said forty or not, but af
wo arc propwel to eadure a burden of taxnes as hoavy as that
which obtnins an dnglanl, we heve not renchoed tho limt of the
debt s yot, oven 1f you anclude the local onl stato debt
Th1t 1s net sayins that 1t 1s desirable to o to forty billions.
I have olso sai  this In goang to tho fipurc of whetover the
norirun 1s, we will not arrive at 1t bofore o (ollapse in the
Governnent cre'at 1f wo do not scc any ond to the incroasc in
debt. Lot us start waith an asswied ~ddition of threoe billion
d0llars to the debt this yoar, a1t next year the incrense in the



ko

SRR

NS T TR S N1 (o T LR Ay Nl ARSI o oy e T R T

debt 1s two and one-half billion, and the year after, two
billion, an' grviually 1oves lown to zoro, we can very con=-
siuor~bly ald in bhe Hotal of the lebt without any weakoning
of Govermrment crclit. If, however, the debt incroasc this
yerr 1s three billion, threc ~nd ong=half next yoor, the
possibilily thnt a2t maight be four the following year, and no
onc knowing, whit 1t would be an the fifth yooar, then T thank
th~t Governnent credit woull bo scriously wenkened long before
you rc ched that ixamun that maght be attrined 1f the trond
18 1n the reversc dircction.

Q. Recontly there has been wide publiacity concern-
in_ taxetion on corporate profits whet coffeet would th-t
have on money should i1t becone effcetive?

une  That depcnds on ‘hether the propensity i1s %o
consure as contrasted with the propensity to save. On the
wholc I think a2t would slichtly incrcoso consumptinn becouse
1f morc 1s paid out in livadonds cortainly not all of thot
which 18 paid out wxll »c saved and rcinvested by the
recipilents.

Q  Wwould vou say somethins as to the basing point
of steel - 1ts advinbtoges and disadvantages?

4 I woull rothor nots I talked to a comnmittoe
in the Scnate yoslerlay enl began by saying I was not a
tochnical expert I might say 1t fucilitales maintaining a
morg or lcss fixed »or uniforn price scale throughout the
1ndustry which adopts 1t Since the stoel poople honcstly
bolicve i1n the sinbality of prices I don't think there would
bo a vory big change 1f your basing point pricc systoem wero
abolished. I don't sce the chaos that the svocl pecple
insist would follow,

Q 1 was interested an ounc point you brought out.
Tou mentioned the fact that short torm money rates are low
bul that long torm noney rates hed not fallen in proportion.
dJust vhy 1s that so?

A It 1s partly due to the fact that we have such
a large number of lending agencies as contrasted with Braitlein,
for cxenplo Take the matter of buildaing loans & large
proportion of the canitel available for house buildin, in that
country cames fron building socicties, anl therc are cight or
ten of therm doins pretty much all of the business  Then one
of them starts a reduction, 1t has got to be followcd by the
rest  In this country therc are hundreds of daffercnt agoncies
scattercd all about for the purpose of loaning moncy for that
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particular uso anl they ore just as much influenced, perhaps
rore, by the deosire to poy high wntercst rates to the stock-
holdsrs as lhey arc in stirwmlatin, buildang. That s the
kind of <:plenstion I should gave on thoe slowness with which
the chance comes ~Lout  On gilt-odge bonds the rates have
rove lown quite as rapilly as in Bratoin, but that has been
minly for large concerns enjoying the very best of credat
n1 cvcn so thoy hive not beeon randuced to cxpand very much.
So I feel we hive ot te have o combination of low cost for
rateriils ant 1 w robes of inlcrest. If you ars in a situn-
t1nn where you feel corbtaan ab wuld cost you rore to make
improvements two gocrs hence than 1t w 11 now, and 1f you
can ot the monoy chenply you may go shead. I you can't
you arce less likely to o forward.
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