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CURRENT FINI~NC!AL SITU~TiON 

It ms s great pleasure to come here I don't know 
thst I can contrmbute very much mn the course of an hour 
bccause I hardly know ~at ~% ms you are worklng on and thznk- 
mng about You look imke people whose fmrst quostmon would be 
opt to be "~at about mnflatmon~ Are ~e going to have mr, 
and, mf so, when~" Thus perhaps I mlght as well begln wmth 
that and then ramble off znto other matters 

~o have the materlals for a very great expanslon of 
money, uslng the t~rm mn the wldo sense of currency and bank 
checks~ Our Federal reserve system has an enormously hlgh 
reserve ratlo whmch would permzt st to expand credmt greatly, 
and the Treasury has a lot of honest-to-goodness gold whlch 
it mmght put Into the Federal reserve and mncroase the reserve 
of the Federal reserve banks euablmng them to expand eredmt 

The commoromal banks have large excess reserves over 
requlrements and they can expand credlt over a vast extent 
If that ~mre done we would have mnflatlon because the quantlty 
of the cmrculatlng medmum would mncrease far more rapzdly than 
the volume of output of goods and sorvmcos. ]~hy does it not 
happen? ~Vo have easy money at abnormally lo~ rates, but there 
ms not the demand. 

There are czrcumstancos under whmch, glven the pres- 
ent sltuatmon about gold and excess bank reserves, we would 
have an inflatmonary spurt wlthout questlon. We ~ad one, for 
cxamplc, durlng the war. Dur!ng the war there was a lull of 
employment of labor People In busmnoss were confldont that 
they could sell at rlsmng prmces all that they c~uld possmbly 
produce They competed actlvely wmth each other to secure 
matormals and labor, the explanatmon of course bemng the large 
number of men drafted !nto the Servmce and the enormous con- 
sumptmon of matormal mn the course of the war 

Now we do not have a smtuatmon of that sort I% ms 
not the case that everybody engaged mn mndustry sees posslbmlltmes 
of sellmng at mucr~ased prmces more than they currently are pro- 
duczng, and consequently they do not rush to the banks %o secure 
addztmonal funds wmth whmch to buy more labor and materials. 
~arketmno ms dmffmcult at present, and that ms the real problem 
of recovery, ~t ks the problGm whmch presents mts~If mn connec- 
tlon wmth mnflatmon You are hardly l!kely to get mnflatmon of 
q buslness type at a tlme when for one reason or another people 



mn mndustry do not feel that they can sell an mndofmnmte 
mncroqse mn output at present prices. You could, of course, 
have a fear mnflatmon, that ms very d~fferent. If our rulers 
were to adopt the theory that the way to moot oblmgatmons mn 
thms country was to mncreaso the budgetary defmcmt and to meet 
that dof~cmt by prmntmng paper money mnstead of moetmng mt by 
betrothing, after m~mle I thmnk wmthout doubt a fear mnflatmon 
v~uld start. 

Suppose, for example, Congress took the v!ew that it 
would be desmrablc zn meetmng the bonus payment not to borrow 
but to prmnt paper money, and, mf that dmd not turn the trmck, 
to prmnt paper money for other expendlturos of the Government. 
After awhmle wc would all beg~n to fool doubtful about the 
value of our money and our bank balances, and we would rush 
• nto buylng tangzblo thmngs to get rmd of our money and got 
somethlng tanglble That would probably mnduce inflatzon for 
the tmmo bomng, and an inflatmonary upward movement of prlces. 
Solar as I am aware the ~dmmnmstratmon ms not dlsposod to try 
that partlcular monetary expcrlmcnt~ Therefore, I am mncllned 
to bel~ovo that the danger of ~nflatlonw~ll not present mtself 
untll somehow or other the sltuatmon becomes such that there ms 
a rapld Increase In demand for matcrlals and labor wmth ready 
sale of output, whmch would ~nduce buslncss concerns all over 
the country to apply for more bank loans. Then the quostlon 
of restrlct~on mmght present mtsolf. 

I turn n~v to the questmon of why an increased demand 
for labor and matorlals from the buslness communmty has not 
developed more generally, qumte mndopondent of work relmef and 
other governmental ozpondmturos. 

Broadly speaklng, there are t~^ro types of products - 
consumer goods and capltal goods. It Is the practlce of largo 
numbers of people to save some of their income and to seek to 
invest it. If the Investment is actually made - If it is a 
now Investment - that moans a demand for one or another of the 
thlngs known as capltal goods requlrod for new structures, new 
oqulpmcnt, etc. It is that class of products for whlcb the 
demand ms rclatlvoly weak In the case of the consumer goods 
industrlcs, euploymont is falrly good, !t ms relatl~ely low in 
the capital goods mndustrles, so the real problem of further 
t~ado recovery is, zn a large part, the development of a s!tua- 
tlon in whlch there shall be an increased demand for capltal 
goods assoclated wmth the employment of now savings currently 
bemng made. Ii that develops, the zncroased employment of the 
people in the capltal goods industrles will result mn an mn- 
creased demand for consumer goods and thus more employment mn 
those mndustrmes. The problem really ~s to brlng about thms 
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zncreasod demana mn the heavy mudustrmes, and the problem zs 
a very complzcatod and dmffmcult on~ 

To some ~xtent mddmtional mnvcstments and the conse- 
quent demand for the products of the heavy mndustr~os can be 
mnfluonced by a low rate of mnterost, say A% rather than 6%o 
At that lower rate peopl~ may be d~sposcd to make certamn 
capmtal ~mprovome~ts that they would not make at the hmgher 
rate o~ ~ntcrest° 

~luch effort has been dlroctod to~ard securlng lower 
r~tes of ~nterest That ms the purpose of the so-called easy 
money polmoy That polmcy affects dzrectly and zmmedmately 
the short term ratcs of mnterost, the short term obl~gatmons 
of the Government are being marketed at rates of ~nterost under 
1%, and some of the longer notes of the Government arc at mn- 
terest rates only slmghtly over 1%. From that poznt we have 
rates of ~ntorest all the way up Interest rates for long term 
capmtal have gone do~m somewhat, but they have not proved very 
susceptmblo to the mufluence of easy money - not as much as mzght 
be hoped 

In England the long ter~ rates for house mortgages have 
gone do ~n to the nel~hborhood of A% In thls country they 
dropped from 6% to 8~. That is hardly enough to exert a very 
conslderablo influence on the use to whlch additlonal capltal 
mlght be put. 

There ms another factor, however. V~at can you get 
mu the ~y of brlcks and mortar and machlnos for a gmvon amount 
of money that you mlght put Into an onterprlse~ It happens that 
the przoos of thG capltal goods !ndustrmes, mn sp!te of the 
r~th~r modest demand for thelr products, have boon relstlvoly 
stable Steel prlces, for example, are In general not more than 
bot~ecn 10% and 15% under the maxmmum steel prlces ef 1928. 

There has not been a roductlon zn the prlces of most 
capltal goods comparablc to the reduct!on ~n many other fzelds, 
part~culcrly agrlcultural products Of course, the capital 
goods people say that the demand for thomr products ms an In- 
olastlc demand - thqt if you reduce the prlce of stool products 
!t will not increase the demand very much, and will not incr~aso 
apprcc!ably the total cost of products in whloh steel is used 
it is polnted cub thst a reductlon of 10% on the steel golng 
into the Chevrolet would probably only reduce the cost by about 
$~.00, not enough %o make for lower cur prices. Therefore, 
there would be no more absorptlon of stool. There ms a great 
deal of force In that contentlon If you plck a slnglc product, 
~lthough I thlnk the steel people exaggerate a blt because 
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there are other uses for steel in which the cost of the steel 
• s a very much greater factor than mn the case of a motor car. 

The pollcy that I have been urglng over slnce I 
cm~c back to thls country ms that th~ way to secure a greater 
demand for the products of the heavy industrlos ms a concerted 
r~ductlou lu prlcos of all of the various products of the heavy 
industr!os, that if you could brlng about a concerted roductlon 
of stool, comeut, brlcks, ~indow glass, and all the things that 
go into constructlon, then you mlght expect an ~ncreasod demand, 
partlcularly If st wore assoclated wlth lower interest rates and 
perhaps also a temporary reduction at least of transportation 
rates on products of thms type. That, mn my own 3udgmen%, ms 
the way to mnduce an mncreqsed deman~ thereby increasing employ- 
mont wmth the fmnal result of lossonmng the need for Government 
rclzof for the unemployed It would also be ~me help toward 
balancmng the budget But that h~s not boon the polzcy whzch 
we have adopted ~n dealing w~th the deprossmon We rather have 
adopted a pol~cy of trying to ma~ntaln prices, and even to 
mncrosso them, for all kmnds of products. There was a great 
deal of merit, it seems to me, In the ob3octIves of the ~A.A. 
zn reducing acreage and reducing the output of agrmcultural 
products because prmces of those products had dropped to a far 
greater extent than was the case of industrzal products, owing 
to the f~ct that the farmers were so numerous and the processes 
of production so lono that they could not of themselves, acting 
as mndmvzduals or ~n small groups, do anythmng worth mentioning 
toward the adDus~ont of output to demand. 

Contrast that with the situation of almost qny ~ndus- 
try, espoc!ally those conducted by a few large concerns They 
could change th61r schedules of productlon from month to month 
or from woo~ to week If, durzn b the next two ~eeks, the orders 
comlng into the ~utemobile buslnoss indlcate a demand below what 
ms ant~cmpatod, they v~ll change their schedules of productlon 
olmo~t over nlght. The farmer cannot do that. Moreover, there 
ms not qn olastmc demand for hls products especmally when you 
got then down to a low level of prices° It always seemed to me, 
therefore, that the pollcy of restr~ctlng the output of agrlcu!- 
rural products ~s ~se If it wore clearly understood that It 
was a temporary neasurs doslgned to carry over untml somehow or 
other l~dustrlal development mlght absorb sone of the surplus 
labor at present attached to agrlcu]tureo But that ms not what 
J~s done. We wont on from the i~ A A to the N R.A , which 
tondod to crystallmze the status quo In the mndustrmes of the 
country. No sooner had the code become establlshod than the 
stool people moved up the prlco of steel products. That, mn 
~ 3udg~ont, ~as not the way to attack the proble~ 
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If you are seekmng to ~ncroase the demand for 
labor end for matorl~ls, mn some dlroctlon or other you 
must develop an addltlonal don~,nd, and the problem ms how 
to do Its Some people argue that you can mncroase demand 
by mncre~smng consumer purchaslng power, that the increased 
dcmand mn consumer goods will mn the course of tlmo react 
back upon the heavy ~ndustr~os and upon investment So there 
ms a toed deal of support for the proposmtmon that you had 
bettor move up ~gos b~causo that w~ll ~ncr~aso consumer 
purchasmng power. The dmffmculty w~th that ms - and I am 
not speakmn~ of the c%so of abnormally low wages but as a 
gonernl proposmtmon relating to w~agcs - that not all con- 
sumors are ~ago e~rnors You do not get so porvasmvo %n 
mnflu~ncc affecting de,and by an ~ncrease mn wages as you do by 
a roductmon In przce of these products for whmch there may be 
presumed to be an olastmc demand on the b~s~s of present mncomos 
~f you reduce the prmco Take the dmiforonco between mncroasmng 
wages In the automobmlo mndustry wmth a consequent zncreaso ~n 
the przco of motor cars by @50 or @100 apmeco. Thms wzll cause 
some lncrolso mn consumer demand among automobile workers, but 
I contest that ~t w~ll not be so pervasive an ~ncrc~sc as do- 
croasmng the prmce of the car and Ioavmn~ the wage mncomo as mt 
WaS~ 

Not all mncomo ms dormved from wages You tap every 
consumer when you offer a product at a lower prlce, whereas you 
t~p only a rostrmctcd demand when you increase wsgos or rents 
or profits. I ropoot the qualmfleatlon that in particular 
sltuatmons wages may bc abnormally low, Dust as in p~rtmcular 
sltu~tlons proflts m~y be abnormslly low or nonex!stont 

Vfo have flnally rld ourselves of the N R A. but we 
have not rld ourselves of the k!nd of thznklng and the methods 
of prlclng whlch characterlzed the NoR A That brlngs my talk 
to where it mrs before, to steel prlclng ~nd the llke Although 
wlth the ellnluatmon of the NoR.~ some prmcos have become a 
llttlo loss rmgld than they would have boon mf the codes had 
boon mazntamnod, we do not have that general accoptsnco of the 
possmbllltles of an increased demand through prlco roductmons 
that would appear to me to be necessary to !nduce an Increased 
demand for labor and for 1~aterlals. 

Let me take one morG sltustlon Tochnlcal improve- 
~ont mn an old product inevltably moans, if it ms a real 
improvement, that a souowhat smaller amount of labor w111 be 
roqumrod to produce a gmvon quantmty than before In spmto of 
the technmcal mmprovomcnt, mf the prlco ms net reduced the de- 
mand ~II not be mncroased and a certamn amount of labor wmll 
necessarily have to be dmsnlssod. If, on the other h~nd, you 
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pass o~ to the consumer the benefmt of that mmprovement mn a 
lower prmce, then mt ~y be that the mncroased demand wmll 
maka mt pessmble to mamntamn the demand for labor as before° 
Even mf mt does not, at least the consumer w~ll have a lmttle 
more money to spend on somethmng else and so mncreaso the 

demand for labor mn some other dmrectmon. 

I suggest then, that in a perlod of rapmd technmcal 
advanco~ont, we need a prlcmn~ polmcy whmch speedily passes on 
to the consumer the bcnefmts of these ~mprovoments. That wmll 
happen speedmly mf mt does not take too much tmue for new people 
to enter the occupatmon; but as you know mn the case of many 
products the capmtal mnvestmont ms very large, the tmme element 
ms long, and so you can have a prmee mamntamned to a largo ex- 
tent ~n sp~to of technmcal ~mprovements. 

These then seem to me to be the fundamental questlons 
involved in brlnglng about an incrc~sed demand for labor. 
Nothlng can be done by exclus!ve attentmon to some one factor, 
~hother mt be the prlce level, the rate of interest, the prlcmng 
pol!cy, or wh~t net. The problem ms dmffmcult qnd needs to be 
approached from a varmoty of polnts of vmow, v~th a clear recog- 
nltmen that the fundomentsl ob~cctmve ~s the lessenmng of unem- 
ployment and the development of condmtlons whmch will mnduce an 
mncreased and a mamntalned demand for labor and matorlals. ~nen 
you do r~ach that polnt there may be dan~er of Inflatlenary 
~dvances In prmcos whmch v~ll requ!re rcstrlctmon and whlch wmll 
prove very dmffmoult to restramno The present problem ms not a 
prlce problem. Praetmcally all prmces have now reached what I 
thlnk may be called a tolerable - an endurable level - and that 
~as not the cqso wmth prmces two or three years ago. Some of 
them wore then mntolerably low, but for the ~mmedmatc future the 
losmrable thmng ms some roductmon of prmces of cortaln commodm- 
tmes for whmch t}~ere is presumably on elastlc demand, and mn 
partmcular a concerted reductmon in the prmcos of all of those 
products of the heavy Industrles that ore used mn assocmatmon 
one w~th another. 

Althouoh I am supposed to be a monetary or bankmng 
~xport, I flnd It necessary to branch off mnto other fmeldso 
I used to toll my classes, and some of you will remember it 
perhaps In the beglnnlng of my course, that In runnlng a b~nk 
the maln thln b ~as to know about other people's bus!ness That 
Is true when you come to qusstlens of monetary pollcy You 
cannot by monetary pollcy do evorythlng, but you may influence 
a SltUqtlon deslrably or undeslrably° It is what people do 
unler the impact of your monotqry pollcy that is declslve° It 
does not follow that greater confidence about money would be 
helpful a]ways. It would depend on what busmnoss would do if 
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mt had more confidence Suppose, because of greater confi- 
dence, the stool pooglo who are no~ fllmng prmcos of stool 
for the next querier wore to incroasc the prmcos of stool 
In my 3udgmont, thor would, mn large part, noutralmzo and 
even more than neu~rqlmzo as a recovery mnfluonco whatever 
value may be attached %o mncreased confmdonco mn the currency 
an@ mn the monetary pollcy generally of the Govorm~ont 

~ro had confldonco, you v~ll recall, mn the pormed 
of the prcvlous admlnmstratmon, and ~o had a bslanccd budget, 
and yet thzngs gonor~lly wont from bad to worse Evldontly, 
somehow or other, we dmd not do the rlght tbmng although v~o 
had confmdonco 

Of course It msy bo argued %h~% condmtmons h~ve 
so changed that confmdonco alone would nov be enough to 
mnduoo o re%l trade recovery That ms possmblo~ but I would 
be dmsposed %o thmnk that mt ms by no moans a cort~mnty, and 
thor confmdcnce, mf mt ~orc assocmated wmth an zntolllgont 
and ontorprmsmng prmcin b polmcy, would be far more ccrtamn 
to yzel! tb~t trade rccozory than confmdonco alone mf that 
cenfldenoo were to iosl to ~ rcstrmctod prmclng polzcy mn the 
case of the heavy mndustrmos of the country 

--000-- 
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DISCUSSIO~ FOLLOV[ING L1 CTVRE 
By 

Dr 0 }~ ,~ Spr~ guo 

"CURRENT FIN ~I~ICL~L SIT[A~TION" 
l,arcb 28, 1956 

Q. I would be very much pleased mf you could g~vo 
us somcthmng of the e~fect that mz~ht be cxpecto~ ~s a result 
of th~ lepreczotzon mn the value of the dollar, or rather the 
zn~re~se mn tne przco o¢ ~old under the cond~tmons v~ch have 
provozlo9 and ~n ~hmch the gold mtself has boon sequestered 
and maznts~nod practmcally ~nt~ct mn the Treasury Its not 
havmng boon cmreulcted h~s apparently had very l~ttlo mnflu- 
euoc on prmcos 

A ~en the @oll~r w~s f~rst cloprccm~ted after we 
wont off gold and then ~ms rovs&ued, you and I Jld not have 
any more money In our pockets and you a~d I dzd not have any 
more %o our c~odmt qt the ba~s abamnst whlch we could draw 
choc~s There was not, mn other ~or!s, as a consequence of 
going off goll, any zncrcsse mn the purchasmna modmum° Now 
let us cons_der whether the gozn o off gold exerted an znfluence 
tcndmno, mn the course of tmmo, to !ncrcasc the purchaslng 
medlun ~½ ml~ht h~vo boon mn a sltuatJon at that tzmc of 
possosslng only a very small amount of gel@ wmth the cc~nso- 
quonco thab %ha Federal reserve bs~<s would have boon under 
the nccossmty of contrqctlng credmt anl the varmous cor~ercmal 
banks would have boon under the same noccssmty. In such a 
smtuutmon the gomug off gold mzght h~vo been helpful mn pro- 
vontzng shrznka~e of the purchasmn~ modmuno 

In France many people arc doubtful ~othcr the 
country can stay on cold and so from t!mo to tl~uc people 
hoorded cold or shlppod it out of tl~o couutry Thls Is tcnd- 
Ing, in that country, to contlact the total amount of the 
purchaslng mcdlum c ~er~ not l~ ~hat sltuatlon Our great 
trouble was that th~ people hnd lost confzdence mn the so]vency 
of themr part±culqr bq~cs enl were t~cmng out money fo~ that 
reosono It eventually became necessary to close the banks and 
then reopen then ~ith the practlcal assurance on the part of 
the Government thor the reopened banks ~ero solvent° That 
allayed alarm and there wore no further w~thdrawqls because 
of the fear of solvency of banks° 

The Federal reserve had plenty of gold wmth ~mch to 
grant further credm% and the ba~<s had ~xcess reserves There- 
fore, golng off gold as we dld, dld not change the sltuatlon 



qpprecm~b]y ~s far as the supply of the purchasing ~odmum 

w % q  concornc~. 

V~%t th~ goln b off goll dld w~s to affect the 
smtu%tlon as rcg~s exports and luports .~s the dollar 
b~c~ less valuqblo ~n terms of other currencies we obvi- 
ously had to pay more fez imports than ~s previously the 
case T~ko the c~so of e product Imke rubber whmch is 
entirely imported - ~z~th the dollar ab u low, or value obviously 
we had to pqy ~orc for rubber in terns of the Dutch gumldor or 
the pound sterling bceouse it would cost more to buy guilders 
or pounls storlingo The same thmng is true in the case of 
exports If %he price of cotton ~erc 8 pence a pound in Lmver- 
pool and continued to be 8 pence a pounl after ~m depreciated 
th~ dollar, then cotton exporters woull got more @ollars when 
th~ V con~crtol the proceeds f~om the sale of cotton into dol- 
lars th~n before doprocmotmono Thut would huvo the tendency, 
to some extent, to improve the price of cotton° It would not 
h%vc ~s bi~ ~n effect in the case of this country ~s in some 
othor~ because exports are a sm%llor footer in the situation 
For oxa~!o, l,st your the Bolgm~ns rovuluod thomr currency, 
Ioprocmatmn o ~t 28% That ms a very small country, usmng a 
much l~rgcr percentage of mrs labor mn producing thmngs for 
export *h,~ ms the eus< mn thms country. The effect, therefore, 
mn the Bolgm~n c~sc w~s qumte pronounced both for the ro~son 
that mt ms ~ small country and also because mt ro~ovod that 
pressure which wus orosont owmng to the fear that the country 
~uld not bc able to mamntamn the former value of mts currency, 
loelmn~ people to ho%rd and seek te ~ocuro gold for export. 

I am, therefore, doubtful %s to whether the aepro- 
cietlon of the dollar and mrs revalu~tmon has had an important 
Influence or thls country either on prlces or on the total 
deuan~, for Isbor and ~et6rials ?%atovor influence it has had, 
Its effect was slight o~mng to the condltmons ~hmch I have 
mentlon~d. 

T~ke a thmrd case, that of Brmtemn, whmch ~nt off 
In 19SIo They slmply did not have the gel@ ~at gold they 
h%d w s used lcfendlng the pound The sltuatlon of the country 
wmth respect to balances of payments was so unfavorable there 
seemed no ~y of mamntalnmng the gold standard 

~Vo h~d the gold ~nd our internatlonal payment sltua- 
tlon ~as f~vor~blo. Even after ~¢e wenL off cold It was dlffl- 
cult to keep the dollar mn a doprocmatod oondmtmon. It tended 
to snap back to mrs el ! value mn the sur~mor of 198~, even though 
~e p ssod the Thomas ~mendment and mt was qulbe ovldent that the 
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temper el the people was h~ghly f~vorablo to o lowerzng of 
the rclatmve value o~ the doll~r Stzll the doll~r tensed 
to snap back, and fmnally the ~arron pla~ of buy~mg gold at 
hmchor prmcos was put mnto effect, but oven the% was not 
particularly effective. You would naturally suppose thst 
such % dote~nmn~tmon on the part of the Government to dopro- 
czato mrs currency would be accepted by the rest of tho world, 
but when they stop~od further ~dwnco ~n prices of gold th~ 
dollar mgsmn tenlod to snap b%ck, an] the only way to ms~ntazn 
the leL~oo of 0oprcczat~on thor had been roached was to naml 
mt dovm, puVtmng cl~ps on zt by rotur~zng to gold and agree- 
~u~ to take ~t at ~35 an ounce By that method %he doprec~a- 
tmon was fzxed and m~do cortamn, bocouso thereafter gold came 
mn zn enormous quant~tmes, end ~ acqumred more than t~o 
bmllmons at thms prmco. That was suff~czont evzdonco that the 
dollor wos, ot the now price ~cqu~red, very greatly undervalued 

The questlon that was put to me cont~incd another 
polnt° It seemed to imply that because gold Is no longer in 
c~rcul~t!on or beceuse the b~nks do not have it that has ~uado 
o @iffcronco In hho sltu,~lon° I don't thlnk that Is the case. 
It ms n~t necessary for bold to be In clrculatlon to have an 
effect upon prlces. Gold is really the foundetlon of the 
total c~culat~nL modlum, cons~stln b of currercy an I bonk 
bql%nceso If the Troosury looked up the gold to such ~n 
extent that zt reduced the surpl,]s of the Federal reserve 
banks bole ~ tholr roqulroments, compolllns them to contract 
crcdlt, then you ~oull have a sztu%tzon In whlch you mlbht 
say that the pcllcy of the Treasury was affectln C the supply 
of the purchaszno medlu~l, but when you dlscovor that the com- 
nerc!al bcnks hove bo~/~oen two anC throe bmlllons of excess 
reserves, anl th%t the Federal reserve b~nks have e~coss 
reserves of a bllllon or more, it ms dlfflcu!t to see how, by 
the further use of its gels stocks, the Government could appre- 
clcbly affect the mo~o cf use of the clrculatln o mcdlum of the 

country It ~ould be posslble for the Treasury to transfer In 
the form of gold cortlf!catos a couple of b1111ons of dollars. 
That would 1~croase the excess rcsorvo of the Federal reserve 
b n.~s ~n@ ~ uld g!vo the Gevermuent ald!tzonal oalonces at the 
roso~vo banks whzch coul[ be checked out mn-uoetmn o ordinary 
p%~uonts of the Govor~ont These checks ~oull be deposited, 
thus gzvmn C bo~cs addztmonal excess reserves and probably 
runnmn~ up the reserves of the moubor b~ks from the present 
fzguro of two or three bmllmons to bet~mon four and fmvo 
~on you already have such a hugo excess reserve the ~ddmtzon 
of some more ms not lmkely to have any approczablo effect° 
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q. You have shown how the present smtuqt~on ~s 
potoutm%] of mnflqt~on ~n ccse the do,and should devolopo 

~ maoor war would crczte that necessary denanl Can you 
~ndzcqtc wh~t the proper f~nanc~al policy of the Govornnont 
shoull b~ In o~se a war came soon~ 

~. Thzt ms a subDoot ~n whmch I have a keen ~nterest 
I tr~e~ to start s movement durmn L the last ~ar to have zt 
larLoly fmnance% by taxatmon as ~ wont along, and I got some 
effect but net as much qs I had hoped. I mmag~ne that any 
future w r, ~f mt ms be be prolonged, ~ust be fznanced by taxa- 
tion anl ~ufl~t~on qn~ not by loans for the reason that varmous 
Covcr~ents of the world, ~ncludmng our o~n, seen to hove mn- 

curre[ such a huge amount ~f debt already that none of them 
would bo rogar]ol ~s a Lood r~sk purely as an ~nvestment 
propos~mon mn the event of another ma3or conflmct. 

That is only one re%son, but there are other roe- 
sons for my oplnlon that a vmr can and should be flnanced 
currently ,~llc it is bolng on. If you do not do that you 
znevltably have compctltlon between clv111an demand and mlll- 
tary ,~on%ud. ~To had that in the last ~r. The Govormuent, 
in possosslon of a vast amount of purchaslng power created 
by lo~ns, entered In the market for comnodltles and competed 
for goods and servlcos wlth those of us who remalned at home, 
wlth an inevlt~ble rapidly rlslng prlco lovolo I recall that 
I urLod a 28# ta~ on gasoline prmnclpally t~ free transportm- 
tloa from the burden of carrylng gasollne for the indlvldual 
eonsu~or. That was Io~rded as qulte a horrlfylng propos~tmon 
Sor~o tax%tlon exports opposed It on the ground that to impose 
a heavy taxation upon them woull deaden the dotermlnat~on of 
the people at homo In conductlng the war In a sltuatlon in 
whlch zoneral consormptmon ms requmrod of ~ll people capable 
of sorvmng I am confmdont that the cmvmlman populatmon wmll 
endure the burden of whatever taxes may be mmposed. The 
point that I dmd not consmder suffmc~cntly mn the last war 
w~s %ha~ we were not at that t~me well organized to sh~ft 
over fr~m c~v~lmsn to mmlmtary productmon. You must know 
what you want for m~l~tary purposes and know at the outbreak 
of the war where what you do want can be most effectzvely 
pro%ucod. 

I take It thct you have been worklng on plans for 
war productlon and that you know what can bo produced ~nd 
where. I see no necosslty, then, that the thlngs you want 
and will need need bc produced at hzgher prlces (whether for 
labor or -~cterlals) than those ~hleh obtaln at the ouLset of 
the confllct There Is no reason so far ss I can see why 
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trucks or saddles or enyth~ng else need go up mn prmce mf 
you zssuo orSers at current prmces at the bogmnnmng of the 
confl~c%. If you w%nt a product mn cre tcr quantmty than 
that whmch can be produced wmth exmstmng oqumpment, I do 
not belmevo th%t the offectzve w~y of gettmng mt ms to go 
out and b~d for ~t. I recall a case mn the war of a cortamn 
product that was ~anted to the extent of somethzng lmke 120% 
of r~xmmum capacmty, and varmous agcncmos ~rere competmng wmth 
o~ch other to ~t some of that product Naturally ~ts prmce 
wont up, but thuy dmd not ~et 120% untml after the a@d~tmonal 
f~czlmtmes had been provmdod, and those aldmtmonal facmlmtmes 
could have boon provmded far more zmmodmatoly than was the 
case follow~n C th~ then present practice of v~rmous agencmos 
• ssumng orders 

If you kno~ what you want and whore mt can bc pro- 
ducod, then the approprlate taxmng pollcy can be adopted whlch 
will bca pellcy of flnancmng th~ w,r v~hlle It ms gomng on. 
Every effort should be made to prevent a 6on~ral increase mn 
prlce, ~vhlch ms of no value whatcvGr from the mmllt~ry pomnt 
of vmew onl u~des~rable from the socmal point of v~ow, because 
• t produces a smtuatzon of socmal unroat lamagmng durmng the 
por~od of w~ and thereafter. 

Q In ro~rd to the locreasmng of the wage !evol 
durzng the depressmon and the effect on the doman~ for labor 
an/ capmtal goods, the pollcy of %he ~dmlnmstratlou has been 
to im~mnta~n prices Includmng the prlce of labor I h~ve boon 
thlnzmn C of Japan whlch h~s a planned economy and whmch has 
boon successful wmth mt based on a ~olatmvcly lower wage level° 
r~at would be the effect of a lower wage !eve! on the demand 
for capztal goods mn thls country~ 

• ~ That ms a very complmcatel questlono Just a 
word about th6 Japanese sztua%zon. They have boon seekmng a 
way out through the oxp~nslon of themr forelgn trade and by 
the method of wage roductmon, thoushl don't thlnk m% ms entmrely 
by low wages. By those means %hey have succeeded In mmprovmng 
thomr r~latmve posmtmon zn forelgn trade and m% ms so~othmng 
that a smnLle country cannot do, especmally mf mt ms ~ small 
country mn relatmon to the total world market° i don't thmnk 
we could accomplmsh so nuch by that method because we are so 
huge that to really l~%ke a gr~at m~pressmon upon employment 
through an increase mn forcmgn exports we would have %o export 
so much that we would submerge the rest of th~ world. In thls 
country, therefore, I ~oulS examlno that wage problem only mn 
reference to an Internal demand for addmtmonal labor %nd matermal 
If you could make an adjustment all th~ way round, Includmng the 
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burlon of ~&toros% r~tes, rents and w a o e s  , and mnduce a 
corresporlmrb roJuctzon of rotaml o~mccs, then I thmnk 
there ~s a gze~t foal ,~f uor~t ~ th~ v~Co ~cduct~on theory 
as a mc~ns of restermn g the balance, thor has boon done mn 
~ust~al~q. It ms n.t mn ny judgement feasible to concentrate 
the re luctzon mamnly on l~bor. I do not thmnk that ~s the 
w~y out kathcr, ~f wales are to be chanbed , I should say 
tha~ the ~aLo ~educt~on shoul@ bc m~do w h c r e  you may expect 
e k, o z l o d  : L n c r e q s o  i n  do u~nd 

Take bumldmno, for exanple. If you coul ~ get 
concor%o~ roductmous mn the prices of cohen% an~ brmck and 
s~eol designed to mncrosso volume, and sor~ reduction ~n 
%ra~sport~tz0n rates of those proluots, then you coul@ go to 
the bumll~g trades unmo~s whet, ~ wa~es are rolatzvol£ hmgh 
anl suggest ~ouporar~I/ a waLo sca!o uf something under a 
dollar rather th~n bore. 

Q. v~mna% ms the effect of the rccont change mn the 
~ako-up of the Fedcr~l Reserve Board anl the removal of the 
Secret ~ry of %he Tro~sury~ 

. i thmnk mt tends to ~toko the Board m nero 
indopendunt auouuyo Ib scons to me leslrsblc that there be 
s sop~r tzon mn porsonnol, and, wlth the increased power that 
is blvcn the Bo~r@ of Governors under the chanocs mn the law, 
I thmnk zt ms even r~orc mz~ortant that the Bo~rd occupy such 

dmstznguzshcd and dmLnmfzed pos~tmon that zt wmll be possmble 
to secure fzrst-ratc ~on for these posts. Ccrtamnly, mn the 
p~st, nany gool r~n h~ve doclmncd qppoznt~ent on the Federal 
Poscrve Bo~r ~ I th~nk that posts on that Board have beon ma~e 
~oro attractive than mn fo~or t~es. 

Q° I~o h~vo heard mt sald that you r Lade the statement 
th t thls counbry coulO roaSlly support a forty bllllon dollar 
/ebt If tnot is correct, can you toll us how you arrlvcd at 
th~ f~bure~ 

A I don't know whether I sa!d forty or not, but mf 
we arc prep~rol to endure a burden of taxe~ as hea~£ as that 
whlch obtalns in Lnglanl , we h~vo not rouchod the l~it of the 
debt ~s yet, even If you Include the local on% state debt 
That is not say!nc that it ~s dosmr~blc to Lo to forty bllllons. 
I h~vc else sal thls In golng to the fzguro of wherever the 
maxlmum ~s, we ~Tlll not arrlvo at it before a (ollapso in the 
Govormnent cre~it If wo do not see any end %o the increase In 
debt. Lot us stair ~mth an assu~md ~ddltlon ,~f three b1111on 
dollars to the debt thls year, I[ next yoar the incr~asc in the 
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debt zs t~o and one-half b~llmon, and the year after, t~{o 
b~ll~on, an ~ grv]ually qovos lo~vn to zero, ~o can very oon- 
s~orobly al@ to ~ho tot~l of the lobt wzthout any weakening 
o ~ Gover~ont crcl~t. If, however, the debt ~ncreaso th~s 
yo~r ~s throe bmllmon, three ~nd one-half next ye~r, the 
poss~bmlzty that zt mmLhb be four the followmng year, and no 
one knowzn L w~t mt ~ould be mn the f~ftb year, then I thmnk 
thor Gow~rnment crodm% ~ul~[ be sormously weakened long before 
you re chcd that naxmuum that nmght be attamned mf the trend 
Is ~n the reverse d~rcct~ono 

Q. Recently there has boon wmdo publmc~ty concern- 
zn tqxstzon on corporate profmts ~Thst effect would thor 
have on money should mt become offoctmve~ 

~. That depends on ~othor the proponszty zs to 
consu~e as contrasted w~th the propenszty to save. On the 
whole I thmnk mt would slmghtly ~ncrcoso consunptmon because 
~f more zs pamd out ~n %~vmdends cortamnly not all of that 
whzch ms pamd out w~ll be saved and rcmnvostod by the 
reclp~onts. 

Q ]~ould you say so~ueth~n C as to the basmng point 
of steel - mrs a~vqnta~os an~ d~sadvantagos~ 

~ I wou!! rothor not. I talked to a comnlttoe 
mn the Senate ycsborlay snl began by sayln L I was not 
tochn±cal export I m!ght say it f~cllltqtos malntalnlng a 
more or less flxod or unlforn price scale throughout the 
Industry whlch adopts it Since the steel pooplc honcstly 
bollcvo !n the st~blllby of prlcos I don't thlnk there ~uld 
boa very bmg chanse If your baslng polnt prlco system ~ro 
abol!shedo I don't see the chaos that the s~eol people 
znsmst would follow. 

Q I ~as zntcrested !n cue polnt you brought out° 
You ~ent!oned the fact that short term money rates arc low 
bu~ that long torn money rates hod not fallen in proportlen° 
Just ~rhv Is that se~ 

A it is partly duo to the fact that ~ have such 
a large n~ubor of iondlng agencies as contrasted wlth Brltsln, 
for exo1~lo Take tbc nat~cr of bulldln L loans A largo 
proportmon of the cz~mtol avamlablo for house bumldln s mn that 
country tames fro]1 buzldlng socmotlos, an] there are cmght or 
ton of them doln S prc~tty much all of the buslnoss V~cn one 
of them starts a reductzon, mt has got to be followed by the 
rest In th!s country there are hundreds of dmfforcnt agoncmos 
scattero~ all about for the purpose of loanlng mono~ for that 
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pqrtlculqr use anl they sro 3ust ~s much Influenced, perhaps 
more, by the dosmro to poy h~gh 1~tercst rqtos to the stock- 
holders ~s they arc In stlmulatln~ bulldln L. Theft Is the 
kznc ~ el :]plsn~tlon I should glvo on the slowness v~th whlch 
thr chance comes ~bout Ou gilt-edge bonds the rates have 
gol~e ~o~n~ qulto as rapllly as ~n Brl%aln, but thqt has been 
u~inly for lar~e concerns en3oylng the very best of credzt 
ul cvcu so they hive nol been inrlucod to cxpqnd very much. 

So I fool we h~e cot to have a cemblnatmon o~ low cost for 
r atcrz~ls an~] 1 w tutus of znlclest. IZ you are in a sztua- 
tlon where you fool cortaln Ib v~uld cost you ~oro to make 
improvements t~o yeses hence than it ~ ll now, anO zf you 
cqn Got the money cheaply you nay go ahead. If you can't 
you arc less l~koly to co forward° 

. r e  213 8 
- 8 - 


