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BOARD OF GOVERNORS
DF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

Honorable John V. Snyder,
Secretary of the Treasury,
Washington, D» C.

Dear Johns

The Federal Open Market Committee, at its meeting on
October 7, which was attended hy the Presidents of all of the Federal
Reserve Banks, discussed at length the present economic situation of
the country, in its domestic and international aspects, and the rela-
tion of monetary and credit factors, and of debt management, to vhat
presents itself to us as a clearly developing accentuation of infla-
tionary tendencies* In the light ofig4jMs discussion it vas the opin-
ion of th© group that a constructs*. reo^paiendation to you, with
respect to the November 1st fina^3g, could be aade only as part of
a broader program of bringing toyyar on this situation all of the
weapons of control which aiy£*TsX sellable to us in the field of
monetary policy and debt t(

Inflationarylfcreaiures bave been strong in our economy
during th© paet few mtX^juff&nd. there is ample indication that these
pressures will continue strong, and perhaps be accentuated, In the
months immediately ahead. The basic causes of this situation are well
known, A vast supply of money and other liquid assets was created
during the war and there have been additions to this accumulation of
purchasing power since the end of the war. There hae also been an
inadequate supply of goods and services, both domestic and foreign,
growing out of the destruction of war and the defensent of civilian
demands when a large part of output was destined for military us®.
The obvious consequence has been that, at current prices, the supply
of purchasing power in the hands of active spenders ig far in excess
of the value of even present high levels of output.

The existing situation, therefore, spells continuing pres-
sure toward higher prices. In Edition we must take cognizance of
the fact that conditions are highly favorable to further credit ex-
pansion. Continued heavy demands for bank loans are likely from
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Honorable John *'. Snyder - 3

end another billion doll&rs in January. The Federal Keserve
portfolio holds a. little over ©a© billion dollars of tfcfl next
three ismi@« of maturing certificates, Depending upon the seeds
©Is the jttwtti IWI, the Federal SLeserve could preiMMBit these oar-
tificates for retirement and ftuMtt vmld still be mlSilli ftw
the retireaaent of bills to the extent found to he desirable*

2* The policy of raising short-term rates of Interest
should he continued so M to l©«s®» the WP§/$ on the part of
banks either It reach oat for loBger-term CtavorB&eiit seeurities9
@r to sanke undesirable loans, and investments, in order to main*
tain earnings* This would m@sn moving up issuing rates ®n cer-
tificates, and penaitting the axrr#nt rat® on Treasury bills
sarket yields @n outstanding cortlfloates to H # s la
¥itb a&rk@t deMands M 4 the eoapon rates adopted, on ftovly
sued eortifieates* In Tiaw of ,larg€ •jtmitlst of

during tfe§ next fov yoars9 a large part of which
bj baaikst the Treasury In 1 B a position to redueo its in-

terest burden by refunding into lover»rate short-t®rm
tff hmmr®rg the rmtes aro too low coira©Tcial busks will
other aa»©ts and ehift more of their Govomaent securitis^s t-©
the Eesorvo Sjst®a» Modoratoly higfe#r |lMHrV4ora rate® vill
dtnlalsh this tendancy and at th« same lino not imis® th®

the paltry of gi^miping all c#rtifieat@« into four
issmep and of gradually raising rates should be co»-

as followst

(«t) CoriifiostM maturing HoTomher 1 should bo
vith either a on© p6r~><sent 11-aonth certificate

& l«*l/S per o#at l^Haon^th note*

(b) Certifioates a®tun-lag 'Doeombor 1 should b
exchanged for a 1-1/8 p®r ooat 13*aonth a#t@ aid those
aa.turing Jaaua,jy 1 for a 12-®oatli certificate at the

(c) Holder® of bond® amturing DOOSM^OT 15
be offered the privilege of eaeehange into the !*•$/§
cent net®® i ssued oa SoooBboor 1«

3* It is reeoa®eiid#d that the Treasury adopt
to ®ae®urag# holders of waturiisg saTings bonds t© reisvost

into additional issues for the purpose of troaffa^ these
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Honorable John W* Snyder m U «•

funds out of the spending stream* This may be accomplished tqr
giving the holders of maturing savings bonds the option to use
the funds obtained to purchase either (a) series JE bond© above
the limit of 13,750 for total purchase* in any one jearj or
(b) a special nowaarketable 10-year bond, with an annual inter-
est coupon of 2-1/2 per cent and the option of redemption at
par after six months on 60 days1 notice«

Um Increase the Federal Reserve Bank discount rateg
to 1*1/4. or 1-1/2 per cent in line with market conditions after
a further increase in the rate on certificates is indicated.

5» Increase reserve requirement* for central reserve
city banks (Hav York and Chicago) from 20 to 26 per cent in
three 2-per cent steps. These increases, which vould put con-
siderable pressure on banks in these cities &&& make it nec-
essary for them to shift Government securities to the Heserve
System in order to aaintain reserves, should be timed in ac-
cordance with th© need for pressures on the central money mar-
kets so as to obtain the full benefit of the psychological as
well as the actual effect of the increases.

6* In view of the pressure*, for consumer credit
growth froa buyers, sailers, and lending agescieg and th# end
of .Regulation 'W on Sovember 1, th® Board of Q&rernorB will pre-
pare a strong statement gtresein. the dangers inherent in an
excessive easpanssian of suGh credit and urging the adoption of
self-imposed restraints* The Board vill five thi© statement a
national release and will send copies to the various national
credit organ!Rations* Each federal Reserve 'Sank ̂ 111 send copies
af the statement ever the signature of th© President to Regula-
tion i registrants in its district and will give the statement
vide local puMLicity, ¥harever practicable the matter vi.ll be
discussed vita representative* of the various credit organisation*.

7# An agreement is being sought among Federal and State
bank supervisory agencies to direct bank exssin&tions tovard dis-
couraging eacpaasion of b&nk loans, especially consumer loans,
real ©state loans, and what may appear to be «pe-culatiTe business
loans* They should also urge the m&intemnc© of a high degree of
liquidity and, vaere banks reduce liquidity and increase riek
assets, the building up of th«sir capital positions*

This program vouXdf of course, require constaut consulta-
tion between representatives of the Federal Open Market Committee and
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Honorable John ¥* Sayder •» 5 •

of the Treasury, a*** *fc Sproul tad t would dxpect to hold
at your diaposid. ©o that IMP m&j be able to tine the Tirlii attps of
the program la relation to the deaaads of tfo® situation as it

Sincerely yoursf

* Tcol©8,
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