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Without attempting to give a smmmary or to indicate all of the
important questions that were raised in yesterday's hearings, this aoao-
rsndua is for ths purpose of pointing out a few important impressions
w*>ich 1 gained from listening to the questions and answers.

The dilgma of monatarv policy. It seems clear from the questions
of Senators Douglas and Flanders and Congressman Wolcott that they are
fully aware of the difficulty which tue Cystam would face in endeavoring
to carry out a restrictive monetary policy in view of the large public
debt* Hr, "oloott rererted frequently to a question as to whether so®e
m8axm could be devolved for setting aside a part of the public debt so
that it could not be monetised. Genator Douglas also raised a question
as to whether the large volume of Government securities held by banks (he
might nave mentioned others as well) weakened the System*a powers of
control. Senator Flanders asked whetn@r a situation mifcht arise when a
rise in interest rates paid Dy the ~overnasnt would be desirable,

These questions will ne#d some further clarification. Mr.
fillia*fcs in handling’ them enersily indicated that flexibility in open
market operations would be necessary to deal witi* them. ihe implication
from this is that security prices would decline. Senater Douglas wanted
to know about exactly what the procedures of ../stem open market operations
would be under the circumstances, lie asked bow the System could sell
securities when other holders would be endeavoring to sell. 4r. illia."8
did not explain the processes by which restraint might be exercised under
these circumstances, for example, that the System might not need to sell
but would only need to restrict its buying in order to exert restraint
against further expansion.

fosters of the COsalttee in this connection raised a question as
to what additional legislative powers the System would need — are there
My legislative restrictions on discount rat® action? — on open market
operations? sir. Williams finally indicated that trie System: would need
power to change reserve requirements, but he did not indicate whetner this
power could be used or not without lowering the prices of joveraaent
securities. He went on to indicate that the poser to increase reserve
requirements was complicated cgr tarn problem of non®saber banka, go refer-
ence was mad® by anyone to the Board's earlier proposal for a special
reserve requirement aa a means of immobilising a part of the debt nor was
sny reference made to the possibility of issuing securities of types
w/iich would encourage firmer holding of the debt and discourage frequent
selling is anticipation of possible jprice declines.
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