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THE. SECRETARY OF THE TREASURY

WASHINGTON 25

. JULY 27,1945,
DEAR MR RANSOM;
SINCE TALKING TO YOU OVER THE TELEPHONE ON MONDAY, # HAVE
GIVEN CAREFUL CONSIDERATION TO THE TWO LETTERS WHICH CHAIRMAN
ECCLES SENT TO SECRETARY MORGENTHAU ON JULY 9, 1945, AND TO THE
MEMORANDUM PREPARED BY THE EXECUTIVE COMMITTEE OF THE FEDERAL |
4(:: OPEN MARKET COMMITTEE, WHICH WAS ATTACHED TO THE LETTER WHICH
MR. ECCLES SIGNED IN HIS CAPACITY -AS CHAIRMAN OF THAT COMMITTEE.
" THE LETTERS AND THE MEMORANDUM CONTAIN A NUMBER OF RECOMMENDAT |ONS
WITH RESPECT TO THE FUTURE CONDUCT OF TREASURY BORROWING OPERAT{ONS,
PARTICULARLY THE EIGHTH WAR LOAN, THEY ALSO STATE THAT THE BOARD
OF GOVERNORS AND THE FEDERAL RESERVE BANKS ARE CONS |DERENG THE
DISCONTINUANCE, AT AN EARLY DATE, OF THE PREFERENTIAL DISCOUNT
RATE OF 1/2 OF ONE PERCENT ON GOVERNMENT SECURIT]ES‘MATURING OR
CALLABLE IN ONE YEAR OR LESS. THE MEMORANDUM STATES THAT
mA NECESSARY COROLLARY® OF THIS. ACTION WOULD BE " ... THE DISONT INUANCE
OF ATTEMPTS TO MAINTAIN A PATTERN OF RATES BETWEEN THE 3/8 OF ONE
. PERCENT BILL RATE AND THE 7/8 OF ONE PERCENT CERTIF ICATE RATE",

SUBETITUTING INSTEAD ‘A UNIFORM SUPPORT PRICE FOR ALL CERTIFICATES
mgggngmBER|RRESP[CT|V£”0F MATURITY-= AT A 7/8 OF ONE PERCENT RATE.
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| EXPECT TO REVIEW THOROUGHLY THE WHOLE PICTURE OF GOVERNMENT

BORROWING OPERAT |ONS BEFORE MAKING MY DECISION§ WITH RESPECT TO
FUTURE WAR LOANS. IN THE COURSE OF THIS REVIEW, | SHALL GIVE CAREFUL
CONS IDERATION TO THE CHANGES IN BORROWING TECHNIQUE WHICH ARE
SUGGESTED IN THE EXECUTIVE COMMITTEE'S MEMORANDOM AND LOOK FORWORD
T0 DISCUSSING THESE. PROPOSALS FURTHER WITH YOU AND THE COMMITTEE.
IN THE MEANTIME, HOWEVER, | DO NOT BELIEVE THAT IT WOULD BE
WISE TO INITIATE AN INCREASE IN SHORT--TERM INTEREST RATES.
THE PREFERENTIAL DISOUNT RATE OF 1/2 OF ONE PERCENT ON MEMBER
BANK BORROW NG, SECURED BY GOVERNMENT OBLIGATIONS MATURING OR
(:: CALLABLE IN ONE YEAR OR LESS, WAS INITIATED IN ORDER TO ENCOURAGE
"BANKS TO HOLD SHORT-=RATHER THAN LONG-TERM OBLIGATIONS. ITS EL IMINATION
WOULD |INCREASE THE RATE OF INTEREST ON MEMBER BANK BORROWINGS
SECURED BY SUCH OBLIGATIONS FROM 1/2 OF ONE PERCENT TO ONE PERCENT;
AND, CONSEQUENTLY, |T WOUED GREATLY WEAKEN THE INCENTIVE OF BANKS
TO HOLD SHORT-TERM GOVERNMENT OBLIGATIONS AT A TIME WHEN WE ARE
BOTH AGREED THAT SUCH INCENTIVE 1S PARTICULARLY NECESSARY.
PRACT ICALLY ALL MEMBER BANK BORROWING NOW SECURES THE BENEFIT
OF THE PREFERENTIAL RATE, AND THIS FACT IS GENERALLY KNOWN. THE
ELIMINATION OF THE PREFERENTIAL RATE, THEREFORE, WOULD HAVE THE
EFFECT, BOTH AcruALtY‘AmnﬁeSYCHOLoc|CALLY, OF DOUBLING THE. EFFECTIVE
DISCOUNT RATE OF THE FEDERAL RESERVE BANKS. | AM CONCERNED THAT

- SUCH ACTION, PARTICULARLY IF IT OCCURRED AT THIS JUNCTURE,
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MIGHT BE INTREPRETED BY: THE MARKET AS AN INDICATION THAT THE
GOVERNMENT HAD ABANDONED ITS LOW-INTEREST- RATE POLICY AND WAS
NOW VEERING LN THE DIRECTION OF HIGHER RATES. |
| RECOGNIZE, OF COURSE, THAT THE FIXING OF DISCOUNT RATES

IS A STATUTORY PREROGATIVE OF THE BOARD OF GOVERNORS AND OF THE
FEDERAL RESERVE BANKS. WE HAVE BOTH ALWAYS RECOGN|ZED, HOWEVER,
THAT 1T 1S NECESSARY, FOR THE DURATION, TO WORK AS A SINGLE
TEAM IN FINANCING THE WAR IN THE BEST POSSIBLE MANNER. | AM SURE,
THEREFORE, THAT YOU WiILL BE WILLING TO CONTINUE THE PRESENT

<:: PREFERENT | AL DISCOUNT RATE AND THE PRESENT POLICY WITH RESPECT TO

SHORT-TERM RATES AS LONG AS IT 18 REQUIRED IN THE INTEREST OF
‘SOUND WAR F INANCE.

~ SINCERRY YOURS

(SGD) FREDM VINSON,

HONORABLE RONALD RANSOM

ACTING CHAIRMAN, BOARD OF GOVERNORS .

OF THE FEDERAL’ RESERVE SYSTEM S
WASHINGTON 25 DC. :

RONALD RANSOM.
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