A meeting of the executive cormittee of the Federal Open Market

Cormittee was held in the offices of the Board of Governors of the Federal

Reserve System in Washington on Wednesday, February 1k, 1951, at 2:45 p.m.

PRESENT: Mr, McCabe, Chairman
Sproul, Vice Chairman
Eccles

Evans

C. S. Young
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Conmittee
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Carpenter, Sscretary

Vest, General Counsel

Thomas, Economist

Rouse, Manager, System Open Market
Account

Thurston, Assistant to the Board of
Governors

Riefler, Assistant to the Chairman,
Board of Governors

Sherman, Assistant Secretary, Board of
Governors

Youngdahl, Chief, Govermnment Finance
Section, Division of Research and
Statistics, Board of Governors

Leach, Economist, Division of Research
and Statistice, Board of Governors

For the purpose of bringing the members of the coimittee up to

date on developments since the meetings last week, particularly develop-

ments on Seturday, February 10, Chairman McCebe read a memorendum which

he had prepered as follows:

"This morning, after reading in the newspasper that John
Snyder expected to go to the hospitel tomorrow, February 11,
I telephoned to Allen Sproul andi talked to him about the de-
sirability of calling Snyder to ask him who would be authorized
to discuss open merket operations and 1f anyone were author-
ized to give us an answer to the memorandum we had presented
to him a few days ego, Sproul agreed with me that I should
telephone Snyder, which I did Iin mid-morning.
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"I told Snyder that I was very sorry to hear that he had
to go to the hospital, and he told me that the doctor thought
he should go now. He asked me if I had received a letter from
him &3 he had written me on yesterday (Friday) seying that he
would have to have the operation, that he expected to be back
in about two weeks., I told him that I had not received the
letter, which he thought would be in my hands late Friday
afternoon. He said that we could take up our guections with
Bill Martin during his sbsence but he hoped that the mejor
question, as outlined in our last letter to him, would bve
postponed until his return., I told him that I would have to
take up the question of postponement with the Open Market Com-
mittee as I could not answer for them, He laughed and seid he
understood that.

"Within an hour after talking with Snyder, I received a
telephone ccll from Senator Maybank, who told me that he wves
in Sensator Robertson's office With Senator (O'Mshoney e.d Senator
Robertson. Senstor Maybank €aid that Snyder had been in touch
with hin and told him generally what he had told me over the
telephone, Senator Maybank made & strong plea with me to grant
Snyder's request and postpone any major change in our bond
support program until Snyder had returned as he thought Snyder's
request wvas a falr one, and he thought Snyder might hesitate
about geing to the hospital 1f he thought it might be construed
that he was getting eway for the purpose of postponing a de-
cision, Senators Robertson and O'Mahoney got on the phone andl
nade essentially the same plea as Senator Maybenk,

"Senator 0'Mahoney told me that Congressman Fatman wes
anxious to conduct public heerings on the controversy with the
Treasury, that he was very critical of the Federal Reserve,
Senator Robertson told me that Senator Capehsrt had pressed
him hard for a public hearing.

"I t0ld these gentlemen that I could not assume the responsi-
bvility of spesking for the Open Market Committee, but that I
would try to reach the members of the Executive Committee of the
Oren Market Committee end ascertain their views. Senator
0*Mehoney asked me to telephone him at his office in the afternoon
and let him know what to expect. All three of these Senators
brought up during the telephone conversation with me our letter
to the President and strongly urged that I have the letter with-
drawvn as they thought it would be a misteke to have it publicized
at this time, Cnyder made & simllar request when he talked with me,

"I telephoned to Allan Sproul and it was his opinion that we
should not withdraw the letter to the President, but that we should
indicate that we would not publicize the letter amd that the
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"White House could use its own diseretion about naking it publie.
He thought the letter should stand as the view of the Open
Merket Committee, FHe said further that he did not think we
should commit the Open Market Committee in advance of the
meeting of its Executive Committee next Wednesdsy,

"I then phoned Governor Evans, who seemed to think we
should not oppose the request of the Senators to defer action
for two mors weeks and that we should tell them that the matter
would be taken up and pessed upon at the meeting of the Ex-
ecutive Committee of the Open Market Committce next Wednesday.
He wae pot in favor of withdrawing the letter.

"I telephoned then to Precident Young in Chicago and he
took very much the same view es Governor Evans,

"I saw Governor Eccles at the Shoreham and invited him to
ny apartment, His opinion was very much the same as Allan
Sproul's, I asked Governor Eccles to stand by until I had
telephoned to Senator Robertson and Senstor 0'Mahoney,

"In my conversation with Senator Robertson, I told him that
my informal contacts with the members of the Open Market Ex-
ecutive Committee indiceted that they were disappointed that
Mr, Snyder had not reached a decision before he went to the
hospital and that they would agree to a postponement with
reluctance, I sald that we felt we had a very grave responsi-
bility in checking infletion and we were disturbed by the
substantial amount of Government bonds that we were purchasing,
and that these purchases were furnishing reserves to the banking
system and thus were the basis of multiple credit expansion,

I told him that I doubted Mr. Snyder would be out of the hospi-
tal within the two weeks' period, and that it must be understood
that even though the Open Market Committee might agree to a two
weoks' postponement, 1t must be understood it could not he for
more than two weeks, He said we night consider asking Snyder
to postpone the time for entering the hospital in order to
settle the question, I replied that I did not feel like taking
the responsibility of asking him to postpone an operatiom

which seemed so vital to him.

"I then called Senator O'Mahoney and told him substantially
what I hed told Senator Robertson, Senator O'Mahoney reiter-
ated a strong ples to have us take back the letter to the
President, but I told him there was reluctance on the part of
thie Executive Committee to ask for its return as it wvas a
reply to the President's letter, I told him we would not press
#or the public release of our letter to the President and that
it would be optional with him as to giving it to the press,
This did not seem to satisfly Senetor O'Mahoney. He said that
Congressman Patman was pressing for a public hearing and wanted
to be appointed chairman of the subcormittee to conduct the
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"hearings, BHe faid he had asked Patman not to Press the matter

during the two weeks' period.
"It was evident from my conversations with the Senators

that they were fearful of publicity of our letter to the Presi-

dent ;md of public hearings,

Federa:{ ;Ez::v:h;rzggzmszx; gﬁ;:g:gnl:gg::fﬁing various

In response to a guestion frem Chairman McCabe as to whether the

memorandum covered the principal points with which Mr, Eccles was familiar,
Mr. Eccles stated that in the telephone conversation with Senator O'Mahoney,
referred to in the memorandwn, Chairman McCabe placed great emphassis on
the fact that the System was buying long-term Treasury bonds at a premium,
that he had reiterated this fact several times and had said that by pay-
ing a premium on the bonds the System was inviting their sale by others,
and thet he felt the System should not be reguired teo pay this premium
even if it seemed necassery to maintain per on the outstanding issues at
the present time, Mr, Eccles also stated that the Chairman had pointed
out to the Semator when he was dlscussing the suggestion that the letter
sent to the President on February 7 be withdrawn, that the letter was one
which had been agreed upon by the entire Federal Open Market Committee
except for one member, that it was impossidble to withdraw s letter that
was sent with the approval of eleven menbers of the Committeo without
getting their consent to its withdrawal, and that the executive committee
could not teke such action, Another point which Mr. Eccles recalled the
Chairman had mentioned was the remark that if Secretary of the Treaswry

Snyder could not retwrn fram the hospital within two weeks there should
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by all means be some arrangement whereby sonebody else in the Treasury
would have authority to make policy decisions in en emergency situation.

Chairmen McCabe added that Senator O'Mahoney stated that he
understood there had been additional legal authority given to the
Treasury since the Banking Act of 1935 with respect to the management
of the public debt and the terms on which Treasury offerings might dbe
made, but that after looking into this matter, Mr. Vest had informed him
that he had not been able to find anything that met the description given
by Senator O'Mahoney of such authority, Chairran McCabe also said that
he comuented to Senator 0'Mahoney that, although Secretary Snyder had
stated he would be out of the hospitel within sbout two weeks, 1t eppeared
from the experience cf one of the mexbers of the Eoard's staff (Mr., Leonard)
that an operstion of the type the Secretary was undergoing might delay hie
return to the office for as much as a couple of months, to which Senator
0'Mahoney responded that if the Secretary was rot back within tvo weeks
he would not ask for a Turther delsy, tiwt he thought the matter ought
to be completely reviewed, and that no one could ask the committee to go
beyond the two-week period in delaying action,

The Chairmen then referred to & letter from the Secretary of the
Tressury dated February 9, beering a post-office cancellation of 11:30
a.m. February 10, end received in his office on February 12, as follows:

"I have your letter dated February 7, to which we are giving

careful study,.
"T am plenning to go to the hospital Sunday to have the

eye operation which you know I have been postponing for some
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"time, This 1c about the only time I can get avay in view of
the fect that within a few weeks, Y will have to be on tbe
Bill mgain in comnection with the tax progrem. I have been
advised that the Committee has scheduled s number of pudblic
witnesses end that my personal appearance will hot be neces-
sary for mwhile,

"Upon my return, we can arrange to have conferences on
the Debt Management Program,”

The Chairman then stated that on Tuesday, February 13, there

was delivered to his office a letter from Senator 0'Mahoney dated February

10) as followa:

"May I not send this brief note to summarize the opinions
which I expressed to you end to Mr, Allan Sproul at our confer-
ence in your office on the morning of Thursday, February 8, with
respect to the conflict over federal debt management,

"1, The soviet dictators are convinced that the capitalistic
world will wreck itself by economic collapse arising from the
inability or unwillingness of different segments of the popu-
lation to unite upon economic policy.

"2, Inflation in the United States 1s the result of no
single cause and therefore cannot be remedied by a single cure,
but only by & variety of policies of which taxation to establish
a 'pay~-as-you-go' policy and economy in govermment expenditures
will te the most effective,

"3, High interest rates on commercial paper are of them-
selves no obstacle to inflation. Witness the fact that call
money in New York hefore the crash in 1929 on the average was
higher than 10% while the yield on short-term governments was
at times higher than 5%. In a run-a-way inflation the cost
of bank credit is no deterrent to borrowers who think they know
Lhow to take advantage of rising prices,

"4, Rising prices after Korea resulted largely from scare
buying, hoarding and profiteering by these who sought to gain favor-
eble positions for themselves by hedging againet inflationary
controls which were widely believed to be inevitsble because
of the beginning of the war and the military preparedness program.

"S5. With a national debt of 257 billion dollers of which
155 billions are in marketable securities of the government and
58 b12lions are in savinge bonds which are actually demand notes,
a policy intended to drive down the market value of the marketable
securities would, if successful, undermine the confidence of the
holders of the savings bonds and might precipitate a rush to

redeen,
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"6, 1If the price of outstanding bonds is driven to par
because the Federsl Reserve Board desires to rave the premium
of 22/32 which has been currently pald, no one can predict what
other sales at lover prices may result and how much the Treaswy
will be forced to increase interest rates on new issues, if
needed.

"7. We can determine exactly how much an increase of
interest rates on new iseues will cost the government, snd, with
the annual service charge now running at a total of 5.8 billion
dollers, the rising cost to the govermment of carrying the dedbt
by reason of increased interest is perfectly cobvious,

"8, While it is possible to compute exactly the cost of
increesed rates on governmente, we can only guess what effect
higher interest rates on bank borrowinge will have on bank credit
expansion.

"9, It is imperative in this crieis that there should be
no conflict between the Federal Reserve Board and the Treasury
the two most important flscal agencies in the world upon the
intelligence and patriotic cooperation of which may depend the
success of this natiocn in the idealogical conflict with Russia,

"I sppreciete very much the opportunity of discussing
this end other problems with you end your associates, These
conferences are always helpful,”

Chairman McCabe went on to say that this morning he telephomned
Assistent Secretary of the Treasury Martin and told him that Secretery
Snyder had given him to understand that dQuring the latter's absence Mr,
Martin was the person with whom he should communicate at the Treasury on any
gquestions concerning Treasury financing. The Chairmen sald he told Mr,
Martin that the executive committeec of the Federal Open Merket Committee
was meeting in Washington today end that he and Mr. Sproul would be gled to
talk with him a2t some convenlent time during the day. Chairman McCabe went
on to say that Mr. Martin came over and the rroblem before the Treasury and
the Federal Open Market Cormmittee was extensively reviewed,

Mr. R. A. Young, Director of the Divislon of Research and Ste-

tistics, Board of Governors, Joined the meeting at this point,



2/1k/51 -8-

Mr, Sproul expressed the opinion that there were two matters before
the executive committee, (1) whether the letter to the President shouid be
vitbirawn, and (2) whether assurence would be given to anyons that nc changse
in the existing hasis for open merket operations would be made for e period
of two weeks, It was strongly his view that the letter should not be with-
dravn end that assurances of the kind referred to should not be glven gt a
time when conditions were chenging so rapidly and the responsibilities of
the Federal Open Market Committee might require that some action be teken,

Other members of the executive committee expressed concwurrence
with Mr. Sproul's views and it was agreed unanimously that the letter to
the President would not be withdrawm,

Thers was a discussion of the whole problem of System credit
policy and its relationship to Treasury debt management in the light of the
developments that had taken place, the effectlveress of a more restrictive
credit policy in retarding the growth of benk credit, the baeis upon vwhich
further discussions with the Treasury should be conducted, and what other
conclusione were called for by the executive committee at this time,

In a &iscussion of the additional authority that should dbe re-
guested from the Congress by the Board of Governors with respect to bank
reserve requirements, it was the consensus that an Increase in the present
maximm legal reguirements should be requested, and that the increzsed
authority should be made epplicsble to nommember as well as member banks

with the understanding that noumember banke should be permitted to carry
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thelr reserve requliements with their correspondents or with the Federal
Reserve Bank and supervision of the requirements so far ss nonmember banks
wae concerned should be placed in the hands of the State bank supervisors,
There was sgreement with the suggestion by Mr, Sproul that any request for
additionel authority over reserve requirements should not be advanced as a
reason for deleying the use of the existing powers of the System should
couditions call for their use,

Chalrman McCcbe stated that the remaining immediate gquestion
before the executive committee was the response to be made to the request
of the Secretary of the Treasury for a two-week delay in any change in the
present basis of open merket operations of the System.

Durirg the discuselon of this end other points, Chairman McCabe
stated that Assistent Secretary of the Treasury Mertin was anxious to have
staff-level dlscussions of the wholw problem presented by the letter to the
Secretary of the Treasury dated February 7, 1951, end thet it wae his (Chair-
nan McCebe's) assumption that such discussions would be carried on on the
basis of that letter, This understanding was unenimously agreed to.

There vas also a @iscuseion of the nature of the reply to be made
to the letter from Senator 0'Mahoney end it was understood that e reply
would be drafted and sent upon the approval of Chailrmen McCebe,

Secretary's note; The reply sent
to Senator O'Mahoney on February 23,

1951, in accordance with this under-
standing vas as follows:



2/1k/51 -10-

"Thenk you very much for your letter of February 10,
summarizing your views on monetary and debt managenent policy.
I intended to respond more promptly but the pressures here
have been exceptionally heauvy. I should like to set dowm ny
views in crder that we mey be able in & very friendly way to
see where our opinious colncide, as I think they &o at most
points, and where we may perhaps differ.

"(1) I agree with you entirely that the Soviet dictators
would like to bring about our economic collapse and, as you know,
Inflation ia perhaps the greatest force for arraying the various
sectors of a capitalistic economy ugeinst each other, John Maynerd
Keynes stated in his 'Economic Consequences of the Peace' (1919):
'Lenin 18 said to have declared that the best way to destroy the
Capitalist System was to debauch the currercy.,.lenin was certainly
right. There 1s no subtler, no surer means of overturning the
existing basis of Society then to debauch the currency. The
process engages e£ll the hidden forces of economic law on the
slde of destruction, end does it in a manner which not one man
in a rwillion is able to diagnose,’

"(2) We are in egreement that inflation in the United States
i1s the result of no single cause and can be remedied by no single
cure, A major cause of the inflation since Korea, however, has
been abnormel spending by individuals and businesses financed by
the liguidation of Govermment security holdings and by an un~
precedented volume of borrowing, particularly from banks,
Inflation occurred despite a balanced Federal budget, and a prompt
increase in texes. Under the conditions in prospect, even 1f the
essential pay-as-you-go texes are adopted, further inflation
cannot be prevented without effective restraints on business and
other private borrowing combined with appropriate debt menagement
policies,

"(3) I would like to meke clear my view that anti-inflation
restraint through monetary and credit action is not effected
through interest rates alone, It is augmented through measures
and actions designed to limit the availability of bank reserves,
the effect of which is to reduce the willingness of bankers to
lerd. When credit demand is active, all such limitations on the
supply of credit necessarily affect interest levele, In 1919-20,
restraining action by the Federal Reserve was too long delayed
“ut, once taken, was too drsstic and was too long continued.

The action was followed by termipation of the boom, Certainly
it cannot be said that monetary action was ineffective in curbing
infletionary pressures at that time,



2/14/51 “11-

"Restraint on the availability of bank reserves in the late
1920's, (reflected in part Iin the interest levels of the period),
effectively prevented an expansion by bunks of the money supply.
Prices of commodities and services remained relatively etable during
this period. The great inflation was in stock prices with stock
Purchases heavily finenced through stock market loans by others
than banke. Despite a potential return on their money as high
as 8 to 10 per cent on the average in the call market for losns
on stock exchange collateral, member banks did not expand these
loans. Yields on short-term Government securities averaged about
4-1/2 per cent in late 1978 and early 1929, compared with about
3 per cent previously, while y’elds on long-term Govermment btonds
rose only from 3-1/k per cent to about 3-5/8 per cent, The
nisteke of the Federel Reserve authorities in this period was that
restraining sction was too long deleyed and was inadequate,

"(4) I agree with you that ricing prices after Korea resulted
largely from scare buying, hoarding, and profiteering. This was
Tinanced with a steady rise in national income as well as with cash
ocbtained from liquidating Government securities In e supported
market, and on the basis of unprecedented resort to credit which was
ell too freely available, If liquidation of Govermuent securities
had not been so free ¢:nd if credit had not been ro readily available,
pricas could not heve been bid up as much as they were, Excessive
buying still continues without eign of let-up, 1f not In fact at
an accelerated pace, It 1s still heing mede posceihle to an importent
d»gree by & shockingly large prowll in bLark loans and ty liguidation
of Governuent securities at prices tiut do notl retard such liquida-
tion,

"(5) end (€) Coufidemce of the public in Govermment securi-
ties as well as in other forms of 1liquld savings is inextricadbly
bound up with public conf*dence in the value of the dollar. Vith
the large cverhand of such liquid savings, and consldering among
other things the heavy maturitiee of suvings bonds comlng up next
year, it is extremcly importunt that confidence in the dollar be
fimly established by Govermment policies that destroy the in-
flation threat at its roots. Continuation of too easy money
policies will meke it next to impossible to engender confidence
in the sustained reel value of Government securities,

"(7) and (8) The interest cost on the public debt should
be as low as is consistent with economic stability., Interest
rates should be high enough, however, s0 that the debt will be
bought and firmly held by the investing public end will not need
the support of an undue anount of money creation. Figures on
additional interest cost that have been widely quoted ure many
times larger than any increase that 1s likely to occur in the
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"next several years, We should also keep in mind that interest
rates on short-term Government securities also decline in periods
of recesslon as they did In the 30's and more recently in 1949,

I am o014 Tashioned encuch to bhelieve that history will repeat
1tself and that over a period of years interest retes will fluctu-
ate with changing economic conditions.

"(9) The Federal Reserve has alweys tried to avoid conflict
with the Tressury, The record over the years shows patience,
compromise and much sacrifice of basic convictions to this end,

I en still hopeful that a basis of mutual understanding and agree=
ment can be reached. If not, we will have no defensible alterna-
live save but to do what, Iin our considered Judgmeni, 1s for the
best interestis of the country, in accordance with cur statutory
responsibilities, We can, of course, always go to the Congress
that created us and to whom we report and appeal for e redefi-
nition of our responsidbilities,

"It is gratifying to hsve had this opportunity for frank
interchange of views with you., 1 hope we will continue to
confer vhenever it may be helpful to either of us to do so."

At the conclusion of the discussion, it wvas agreed that the po-
sition of the executive committee with respect to the regquest of the
Secretaxry of the Treasury for a two-week delay, should be that if the market
offerings of long-term restricted bonds continued end the System was
called upon to purchase these issues in the volume purchased during the
last few days, 1t would be necessary Tor the executive committee to teke
action to permit the System's support price to decline, and that in that
event Mesers, McCebe and Sproul would endeavor to confer with the repre-
sentative of the Treasury who would have suthority to digcuss the matter
and to alvise him of the ection which it was felt should be taken,

Cheirman McCebe then called upon Mr. Rouse for a report of open
market operations since the meeting of the executive committee on Jenuary

31, ¥r, Rouse presented reports rrepared at the Federal Reserve Bank of



2/1k/51 13-
New York covering commitments exscuted from January 31 to February 5,
inclusive, and from February & to February 13, 1951, inclusive, Copies
of these reports have been placed in the files of the Federal Open Market
Committee,
Upon motion duly made and seconded,

end by unanimous vote, the transsctions

in the Sysiem open market account, as

reported to the members of the execu-

tive committee for the period Jenuary 31,

1951 to February 13, 1951, inclusive,

were approved, ratified, and confirmed,

It vas agreed that no ection need be teken at this meeting with
respect to the direction issued by the executive committee to the Federal
Reserve Bank of New York on February 8, 1951,

Mr, Cerpenter stated that a wire had been received from the
Secretary of the Federal Reserve Bank of Dallas dated February 8, 1951,
edvising that the directors of that Benk had elected President Gilbert a
member of the Federal Open Market Committee for a one-yeer term beginning
March 1, 1951, ard W, S, McLarin, Jr., President of the Federal Reserve
Bank of Atlanta, as Mr, Gilbert's slternate., Mr. Carpenter suggested that,
inasmuch as Mr. McLarin had requested retirement effective February 28,
1951, the following wire to the Dallas bank be approved:

"Your wire February 8 relating to election of Messrs.,
Giltert end Mclarin as mepmber and elternate member re-
spectively of Federal Open Market Committee for year beginning
Merch 1. Imnasmuch as Mr, Mclarin hes requested retirement

effective Februsry 28, assunie that at next meeting of your
board of directors you will elect another alternate member in

Mr. Mclarin's stead,”
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Upon motlon duly made end seconded,
the vire wae approved unanimously,

It vas agreed that the date for the next meeting of the executive
comnittee should be subject to call,

Thereupor the meeting ad journed.,




