
STEED). Under previous order 
-JTt5lia«r"! itJwbfeentiWnitocCromiJWiKiaYtor k 

minutes. 
(Mr. MULTER asked and was given 

permission to extend his remarks and 
include extraneous matter.) . , 
£ THE FEDERAL RESERVE SYSTEM 

/ Mr. MULTER.) Mr. Speaker, it is in-
'deed unfortunate that in these crucial 
times carping criticism of public officials 
has become the order of the day. Much 
of it is directed at our President. Those 
who are engaging in this pastime, includ-
ing newspaper and radio commentators, 
as well as many of our colleagues in both 
Houses of Congress, must become adept 
in dodging the boomerang effect of their 
wrong guessing. Thus far President 
Truman has been vindicated in every 
instance. 

The latest attempt to stir up a con-
troversy concerns the Federal Reserve 
Board and a recent visit by its Governors 
to the White House. Here again misin-
formation and perhaps some deliberate 
misinterpretation, instead of embarrass-
ing the President, has merely injured 
public morale and lowered public con-
fidence, not in the President but in 
Government bonds. 

I am taking this time in order to 
clarify the atmosphere and to indicate 
to you and to the public that this Gov-
ernment will always stand behind its 
obligations. A Government obligation, 
whether it be a bond, a certificate, or a 
note, is a promise by the United* States 
Treasury to pay, a promise that will 
always be lived up to as long as this 
Government stands. There is not and 
never will be any occasion for any holder 
of a United States obligation to take one 
penny less than the amount called for 
by the instrument, together with accrued 
interest in accordance with its provisions. 
In order to understand this situation, it 
is necessary that we know the applicable 
law and something about its operation. 
If more people took the time and trouble 
to acquaint themselves therewith, they 
would be less likely to rush into public 
print. 
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First, let me touch upon the eco-
nomics of the situation, which are quite 
simple. If you had something to sell 
which your neighbor wished to buy and 
there was no currency available to either 
of you, instead of selling the item you 
would probably exchange the item you 
had for sale for an item that he had for 
sale. If, on the other hand, either of 
you had any currency available, instead 
of a bartering of goods the purchase 
would be consummated by. delivering 
currency in exchange for goods. If 
there were 10 people, each of whom had 
something to sell, and there is currency 
available to only one of them and the 
others were unwilling to barter and each 
Insisted upon currency for his goods, it 
Is perfectly obvious that the trading 
would be extremely slow, each one in 
turn waiting to receive some of that cur-
rency. On the other hand, if each of 
those 10 persons in addition to having 
goods for sale had currency, the process 
of purchase and sale almost auto-
matically is speeded up. If some of 
them had an overabundance of currency 
they would probably be freer in its dis-
posal and there would be a rush for the 
goods of the others, increasing the de-
mand and pushing the price up. Mul-
tiply that simple example billions of 
times and you will get a clearer picture 
of what is happening in the channels of 
trade today. Although our Constitution 
prohibits anyone other than the Federal 
Government from issuing money, the 
customs and practice of trade and bank-
ing have effectually circumvented that 
proniDition. Today every owner of a 
checking account effectually issues the 
equivalent of currency. 

With more than 98 percent of all bank 
deposits guaranteed by the Federal De-
posit Insurance Corporation, backed up 
with an additional three billion dollars 
of United States Treasury funds, the 
payment of every check issued, to the 
extent that the maker thereof has 
money in the bank, is guaranteed. 

When we talk of money in circulation 
we necessarily mean not only currency 
but bank deposits which are easily con-
vertible into the equivalent of currency 
by the simple expedient of drawing a 
check. That is what accounts for the 
fact that we can do a gross annual busi-
ness in this country of $260,000,000,000 
to $270,000,000,000, with so compara-
tively small an amount of actual cur-
rency in circulation. 

We are told that today there is an 
overabundance of money in circulation 
which is responsible in part for the in-
flation of the times. 

The Federal Reserve Board is charged 
by law with the duty to regulate the sup-
ply of money. That is not my opinion. 
That is the law. You may read it for 
yourself as set forth in the Federal Re-
serve Act. A very good summary of the 
law is given by the Federal Reserve 
Board itself in a book published by it en-
titled "The Federal Reserve System, Its 
Purposes and Functions." I quote from 
page 1 of that book as follows: 

The principal purpose of the Federal Re-
serve Is to regulate the supply, availability, 
and cost of money with a view to contribut-
ing to the maintenance of a high level of 

employment, stable values, and a rising 
standard of living. 

That means that the Federal Reserve 
Board is charged with the duty of con-
tracting the supply of money by decreas-
ing the money in circulation when there 
is an oversupply or too much money in 
circulation. On the other hand, when 
there is not enough money in circula-
tion the duty devolves upon the Federal 
Reserve Board to make more money 
available to the public by expanding the 
supply. 

The expansion and contraction of the 
supply of money is quite independent 
of the cost of money. You certainly do 
not control the expansion or contraction 
of the money supply by changing inter-
est rates on Government obligations. 
The separation of these two functions— 
control of the money supply and fixing 
the interest rate on Government obliga-
tions—is recognized by our law which 
puts the two functions in two different 
agencies. 

Neither the Federal Reserve Board, 
nor any Federal Reserve bank, nor any 
committee or subdivision of the Board 
or the System, has any right, power, 
or duty to establish j h e rate of interest 
or the terms or provisions of Govern-
ment obligations. Again you need not 
take my word for it, but listen, if you 
will, to what the Federal Reserve Board 
says on the subject. I now quote from 
the same book, at page 105: 

It is the responsibility of the Treasury 
Department to determine the character of 
obligations on which the Government wUl 
borrow and the rate of interest it will pay 
to Investors. In these matters the Federal. 
Reserve is consulted and makes recommenda-
tions, particularly with respect to how the 
war needs may be met with as little infla-
tionary effect as possible. After policy deci-
sions have been made, It Is the duty of tho 
Federal Reserve to see to It that the bank-
ing system is In a position to absorb any 
public debt essential for war expenses that 
is not purchased by investors other than 
banks. 

If we now have clearly in mind the 
separation of the functions of the Fed-
eral Reserve Board and of the Secretary 
of the Treasury, and understand that 
both operations have a tremendous im-
pact upon our national economy, we are 
ready to appraise the action of the Presi-
dent in consulting with the Secretary of 
the Treasury and with members of the 
Federal Reserve Board. 

When the President sent for the mem-
bers of the Board of Governors of the 
FederalTteserve System, he sent for them 
in order to consult with them and with 
the Secretary of the TreaSury lB order 
that the Treasury Department, as is re-
quired by law, could determine what 
should be the interest rates on Govern-
ment obligations. 

There was no attempt to pressure the 
Federal Reserve Board into doing any-
thing or not doing anything. There was 
no attempt on the part of the President 
or the Secretary of the Treasury to tell 
the Federal Reserve Board how to man-
age their affairs. 

The efforts by some newspaper and 
radio nnwiTnfint.fl.tnrs, and yps, some 
Members of both Houses, to confuse the 
issue and to condemn the President as 

though he were attempting to usurp the 
powers of the Federal Reserve Board is 
not only contrary to fact, but is inde-
cent and invidious. 

Mr. GROSS. Mr. Speaker, will the 
gentleman yield? 

Mr. MULTER. I yield. 
Mr. GROSS. In reading the first quo-

tation from that book, did you say it 
is the duty of the Federal Reserve Board 
to regulate the cost of money? 

Mr. MULTER. Yes, sir. 
Mr. GROSS. Not the value? 
Mr. MULTER. No, sir; the cost of 

money. 
That, of course, means the rate of in-

terest you pay for borrowed money, in-
cludiog the rate of interest on private 
and Government bonds. That duty to 
fix the interest rate on Government 
bonds is vested by law in the Secretary 
of the Treasury, and no one else but he 
has the right to fix that rate. 

Once he fixes it, the duty is then im-
posed upon the Federal Reserve Board 
to maintain a market for those Govern-
ment securities. Bear in mind, if you 
will, please, that a Government secur-
ity—any security of our Government, 
whether it is a note or a bond or a certifi-
cate of our Government should at all 
times be treated the same as the dollar 
bill issued by our Government. If ever 
the time comes when you cannot inter-
change the dollar bill for the Govern-
ment obligation we will be in a sorry 
way in this country. 

We are told by some people that it 
is necessary to increase the interest rate 
on Government bonds because there is 
too much money in circulation. I think 
they are wrong. But right or wrong it 
was important for the President to be 
fully informed on the subject. 

It must be obvious that the President 
very properly consulted the Federal Re-
serve Board on this tinportant prob-
lem. 

At this conference the question was 
also raised about the Federal Reserve 
Board's policy of supporting the market 
in Government securities. 

Now let us see what the situation is 
with reference to that. 

First, let me tell you what the policy 
of the Federal Reserve Board has been 
with reference to Government obliga-
tions since 1941. Again, I quote, not 
from any newspaper, but from the Fed-
eral Reserve Board itself. In its January 
1942 bulletin, the Federal Reserve Board 
said: 

Continuing the policy which was an-
nounced following the outbreak of war in 
Europe, Federal Reserve banks stand ready 
to advance funds on United States Govern-
ment securities at par. 

They said "at par"—dollar for dollar. 
They say you may have to change that 

now because there is too much money in 
circulation. During each of the years 
1945 to and including 1948, there was 
more money in circulation by almost a 
billion dollars than there was in 1949 or 
in 1950 or than there is today. For veri-
fication, see page 179 of the February 
1951 Federal Reserve Bulletin released 
February 26, 1951. During all that time, 
as it has consistently done since 1941, the 
Federal Reserve Board continued to an-
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nounce its policy of pegging the Gov-
ernment securities market so that any 
time a Government obligation is offered 
anywhere it will always bring'at least 
par, and never less. So the amount of 
money in circulation has not and should 
not affect the necessity for the Federal 
Reserve to buy Government obligations 
at not less than par at all times. 

Now, how is the Federal Reserve Board 
to exercise its control powers—to' ex-
pand and contract the money In cimr-
lation if they may not and must not 
do it by increasing interest rates on Gov-
ernment obligations, and if at the some 
time they must support the Government 
securities market at par? 

Congress requires the Federal Reserve 
Board to exercise its control powers by 
establishing, expanding, and contracting" 
the reserves required of the banking sys-
tem. As of today they have reached the 
limit.nl-that, power. As of today they 
ha VP. rpqnirpH nf thp hanks n.<t high rp-
serves as the law permits. If they need 
any further power, and it is my humble 
opinion that they do—if credit is hot to 
expand unreasonably—this Congress 
must extend the Board's power to 're-
quire of the banks additional reserves 
so as to control the credit expansion and 
prevent it from getting out of bounds. 
In that way they can prevent unneces-
sary or burdensome increases in the SUr-
piiiB nf mnnpy in rlrriiiat.inn 

The controversy between the Presi-
dent and the Federal Reserve Board, if 
any controversy exists, is not over who 
has what power. 

I did not attend that conference, but I 
have read the statemeats of those who 
were there. You mayjUflge for ypttr-
self what occurred if you take the time 
to read the letter of Hon. J. K . V a r d a -
man, a member of the Board of Gover-
nors of the Federal Reserve System, 
which I append hereto with his memo-
randum of February Iff, 1931. 

Obviously this was a misunderstand-
ing. It was not by the President; nor 
was it as to who had what power. The 
Board was called there to consult with 
th& President and the Secretary jot the 
Treasury on ttie_QHe§fcifta_Ql_ interest 
raips that, shall hereafter be charged 
onnew securities. The Federal Reserve 
Board took the position that the rates 

governors did. I do not agree with 
them. 

Some of the governors took the posi-
tion that by increasing the rate of inter-
est on the Government bonds you would 
contract the credit that is causing an 
overexpansion of money in circulation. 
I for one do not believe that that result 
would follow. 

Regardless of who may be right as to 
that, the interest rate—no matter what 
it may be—does not in the slightest a f -
fect the necessity for supporting the 
Government bond market. 

Before passing that point, however, let 
me stress that no one can deny that by 
increasing the interest rate on Govern-
ment securities you necessarily put more 
money in circulation and at the same 
time majce the Government pay more for 
financing its debt, and require the tax-
payers to assume a larger burden to meet 

those increased interest payments. Bear 
in mind, as the Federal Reserve Board 
tells us, as every banker and economist 
tells us, every dollar you release into 
credit channels multiplies by six times 
the money in circulation. 

. The controversy, if we call it such, re-
sults from the desire of some of the 
Federal Reserve Board members to with-
draw the system's support at par of our 

^Government's securities. 
That in my opinion would be a ter-

ribly disastrous _step. IFwould at one 
fell swoop destroy public confidence in 
our financial stability and would not 
help one bit in the fight against inflation. 

Since 1941 the Federal Reserve Board 
has consistently followed a policy which 
should not be changed now. 

In its annual report for 1949 the Board 
said: 

The policy of maintaining orderly condi-
tlons in the Government security market, 
and the confidence of investors in Govern-
ment bonds, will be continued. Under pres-
ent conditions the maintenance of a rela-
tively fixed pattern of rates has the undesir-
able effect of absorbing reserves from the 
market at a time when the availability of 
credit should be Increased. 

Now some of this same Board's mem-
bers say that credit has expanc'sl unduly 
and must be contracted. 

Granted. 
But if in 1949 "a relatively fixed pat-

tern of rates"—a pegged or supported 
market—was preventing the expansion 
of credit, how can you now contract 
credit by a free market. If it was then 
undesirable to fix the pattern of rates 
because that froze credits, it should be 

* now desirable to fix the pattern of rates 
in order to freeze credits which we are 
told are increasing dangerously fast. 

It seems to me that some one is pres-
suring for a free market in "govern-
ments" to break the price under par in 
order to get a higher interest rate. 

If the B o a r ^ n e ^ ^ a d ^ ^ n a l ^ w e r s 

does, it should frankly report that fact 
to Congress and ask for the needed 
power. 

Last year the President in a special 
message to the Congress asked that ef -
fective credit controls be enacted. I 
urged in the House Banking and Cur-
rent y Committee and on the floor that 
we must control all credits not merely 
consumer and real estate credits. 

Unfortunately, provisions for control 
of bank credit were not enacted. The 
only way that bank credit can be con-
trolled today is through the Federal Re-
serve Board's authority to increase bank 
reserves. That authority is presently 
exhausted. This Congress must now 
make up its mind to do one of two things 
if we are to meet this situation and cor-
rect it before it gets out of hand: Wfijyill 
either enact provisions similar to those 
stricken out of the Defense Productfon 

whomsoever, he .jnay_delegate_the jpower 
tn fnnfr.rnl mri i t l̂ nnb- crprilt T am t a k -
ing of now, Qr we must increase the au-
thority on the part of the Federal Re-
serve Board so that it can raise bank: re-
serves and thereby control over-exten-
sion of credit. 

President Truman has clarified the 
situation much better than I could do 
by a memorandum which he delivered at 
the White House on "February 26. 1951, 
to the Chairman of the Board of Gov-
ernors of the Federal Reserve Board, to 
the Director of the Office of Defense 
Mobilization, to the Under-Secretary of 
the Treasury acting in the absence of 
the Secretary who was ill, and to others 
who attended that conference. I com-
mend it to your attention. It is ap-
pended to my remarks. 

The following is Governor Vardaman's 
memorandum and letter: 

WASHINGTON, D . C . , February 16, 1951. 
Memorandum from J. K. Vardaman, member 

of the Board of Governors, Federal Reserve 
System. > 
On the 12th instant I received from United 

States Senator J O H N W . BRICKER, of Ohio, a 
letter dated the 7th in which he comments 
on my public statement on February 5. In-
asmuch as Senator BRICKER'S letter was o f -
ficial and published in the CONGRESSIONAL 
RECORD, I am writing an open letter in an-
swer rather than a private letter In order to 
reply to certain inferences in the Senator's 
letter. 

Attached is a copy of Senator BRICKER'S 
letter to me and a copy of my reply dated 
February 15. 

J . K . V . 

BOARD OP GOVERNORS OP THE 
FEDERAL RESERVE SYSTEM, 

February 15,1951. 
DEAR SENATOR BRICKER: Your letter of the 

7th is acknowledged with thanks. I par-
ticularly appreciate your having taken time 
to read my statement, although the conno-
tation of "totalitarianism" which you place 
on it surprises me almost as much as if you 
suspected me of cannibalism, for instance. 
That interpretation, and fear that you may 
have drawn really serious conclusions Just 
as foreign to my intent, make it necessary 
for me to make myself more clear than I 
evidently did in my statement. Therefore, 
I will reply to each paragraph of your let-
ter in detail. 

In my statement of February 5 I said that 
In my opinion Governor Evans' account of 
the conference between the President and 
the Federal Open Market Committee was 
correct as to what was actually said. But I 
expressed the thought that regardless of the 
words spoken the President was allowed to 
leave the conference with the erroneous be-
lief that the committee would support the 
Government's program. I understand that 
some other members of the Board had the 
same thought; and only one member, so far 
as I know, has denied that the President 
was allowed to leave the conference with a 
false impression. 

You are correct in interpreting my state-
ment to indicate my belief that this Board 
should support the Government's program 
as officially promulgated 6n January the 18th 
by the Secretary of the Treasury, the spokes-
man for the Government In this fierd. My 
advocacy of such support is based upon both 
legal and economic reasons. However, my 
statement did not indicate approval or dis-
approval of the Government's plan, nor did 
I discuss its economic advantages or weak-
nesses. I simply say that since this Board 
has absolutely no statutory authority to al-
ter or to cancel the Government's debt-
financing plan, and has not even the remot-
est suggestion of statutory authority to in-
itiate a substitute plan, it should support 
the Government's program until such time 
as the Congress clarifies the situation by 
legislative enactment which will either— 

1. Give the Board authority in the area of 
public-debt management; or 
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2. Give the Board more effective control of 

investments and reserves of banks and in-
surance companies and other depositaries, 
lending agencies, and institutions whose 
operations materially affect the national 
credit structure; or 

3. Relieve the Board of some of its re-
sponsibility for credit control. 

The Federal Reserve has supported the 
Government bond market at arbitrary price 
levels whenever necessary for the past 9 
years. While the Board has repeatedly re-
ported to Congess the dilemma which con-
fronts it, so far as I know, the Board has 
never asked the Congress for relief from its 
Implied obligation to continue this self-im-
posed practice, and the Congress has not seen 
fit to direct the Federal Reserve System to 
stop this practice. Failure of the System 
at this time to give the same degree of sup-
port to the Government plan, and the with-
drawal of this arbitrary price support, would 
probably result In a chaotic Government 
bond market and a decline in the price of 
long-time Government bonds to some figure 
below par. Just where the price would go 
Is anybody's guess, but any material decline 
under present circumstances might result 
In some sort of a buying panic that would 
further decrease the purchasing power of 
the dollar. 

If I may be permitted a question at this 
point: Would you as a citizen or as a United 
Btates Senator recommend that the System 
withdraw Its arbitrary support from the Gov-
ernment bond market and allow the bonds to 
go below par? 

If you will read again my statement, you 
may consider It less amazing If you note 
that I did not advocate waiver of any actual 
statutory responsibility, authority, or pre-
rogative. What I did advocate was that we 
do not now raise a question regarding pre-
rogatives and authority which this Board 
has never had nor claimed to have; and 
Which, If they ever existed by congressional 
Intent or otherwise, have most probably been 
waived and forfeited by this Board's actions 
or lack of action. 

In this connection It should be borne in 
mind that the Board Issued a public state-
ment on December 8, 1941, which said, In 
part: 

"The System is prepared to vise its powers 
to assure that an ample supply of funds Is 
available at all times for financing the war 
effort and to exert Its Influence toward main-
taining conditions in the United States 
Government security market that are satis-
factory from the standpoint of the Govern-
ment's requirements." 

Since December 1941 the Federal Reserve 
has consistently and without exception sup-
ported the United States Government bond 
market at arbitrary price levels whenever it 
considered such support advisable or neces-
sary. The System is currently following the 
same course. Under present conditions and 
In view of the actions of the Board extending 
over a period of more than 9 years it seems 
to me that any statutory prerogatives In 
the premises, if they ever existed, have been 
forfeited by the precedent set by the Board 
itself. 

You might be interested In knowing that 
for more than a year I have advocated, and 
I believe some other members of the Board 
have done likewise (but I speak only for 
myself), that conversations with the Secre-
tary of the Treasury and action by the Board 
be initiated with a view to reducing to par 
the arbitrary price on long-time Government 
bonds. I could not then see any justifica-
tion for supporting those bonds at high 
premiums, while at the same time owners 
of E savings bonds, mostly small indi-
vidual savers, were penalized by loss of some 
interest If their bonds were cashed before 
maturity. 

Also I was afraid that if we continued 
such high level arbitrary support the mar-
ket might become frozen into that pattern 
by circumstances and events which would 
make it inadvisable or Impossible to change 
the arbitrary price without disrupting our 
economy. The Board has not acted to free 
itself of this shackle to a pegged price which 
the Board voluntarily put on Itself In De-
cember 1941 and has consistently worn since 
that date. Therefore, the System, which is 
a creature of the Congress, now finds Itself 
in a situation where public debt manage-
ment, an area In which the Board has no 
authority, Is having a material effect on 
credit control, an area in which the Board 
does have statutory authority. 

The dilemma Is serious and warrants the 
most careful and constructive consideration 
by every thoughtful citizen, and especially 
you and your colleagues in the Congress. 
And until the Congress acts I do not s^e any 
constructive course of action left open to 
this Board other than to carry on the same 
general policy it has followed during the 
past 9 years, because the Government's 
financing program has been officially pro-
mulgated and stands today as the only 
financing program which the Government 
has. If we do not support that program, 
what are we to do, since we have no author-
ity to cancel or change it and no authority 
to Initiate one o / our own? 

And here again let me emphasize that I 
am speaking In this letter only for myself. 

My statement does not Indicate in any 
way that I am willing to waive, nor did I ad-
vocate that the Board waive, any statutory 
authority or prerogative which the Board 
as such may have or which the individual 
Board members may have under the law or 
under their oaths of office. Educated as a 
lawyer and having enjoyed more than 20 
years' successful experience as a practicing 
attorney, banker, and businessman, the law 
is very real to me. I have always believed 
that our Constitution with its implementing 
framework of statutory laws is the most 
sacred and valuable asset which pre as a 
Nation possess. And, incidentally, I have 
spent more than 6 years in the combat forces 
of our amphibious Army and Navy defend-
ing that belief. In civil life my most serious 
disagreements with friends In public office 
have been based on my thought that their 
actions were in some way interfering with 
the operation and perpetuation of our con-
stitutional Republic. In view of this well-
known official and personal record, your in-
ference that I am a sponsor of totalitarian-
ism seems to me to be less than justified. 

As to this Board's accountability to the 
Congress the minutes of the Board should 
show that during my nearly 5 years' mem-
bership I have emphasized on several occa-
sions my firm belief that we were account-
able to the Congress and to no one else. 
From time to time and particularly during 
recent years we here In the Board have had 
more than one discussion of this subject, and 
I have been critical whenever one of my 
colleagues acted in any way which I felt 
might Jeopardize our limited right to free-
dom of action as provided under present 
law. 

The admonition in the last paragraph of 
ycur letter Is cordially and wholeheartedly 
accepted and I assure you in your official 
position as a United States Senator that as 
long as I serve as a member of the Board I 
will not willingly waive my responsibilities 
under the statutes or under my oath of 
office. 

Let me repeat, the law is silent as to the 
Federal Reserve's authority in the area of 
debt management, and on the other hand 
the law is quite specific in placing responsi-
bility for management of the public debt in 
the hands of the Secretary of the Treasury. 

Therefore, I feel that the welfare of the Na-
tion would be better served if this Board 
continued to support the official Government 

, financing program just as It has since 1941 
and that the Board should immediately ap-
proach the Congress with an explanation oC 
its position and ask for such clarification a-s 
the Congress might care to make in the 
premises. To do otherwise, that is, to with-
draw the arbitrary support of Government 
bond prices which we have maintained con-
tinuously during the past decade, could re-
sult in near panic in the Government bond 
market which might easily depress Govern-
ment bond prices to some unknown level. 
On the other hand if we continue to give 
the Government financing program the 
Board's customary support until the Con-
gress shall determine otherwise It is possible 
that the present pressing necessity for arbi-
trary support of the market might be con-
siderably lessened or even eliminated during 
the coming months. 

Again, please accept my thanks for writ-
ing to me as fully as you have. And I would 
welcome an opportunity to discuss these 
grave questions with you personally, or with 
any of your colleagues who may take the 
problem under advisement. 

With best wishes, I am, 
Sincerely, 

J . K . VARDAMAN, J r . 

The following is President .Truman's 
memorandum: 
TEXT OF W H I T E HOUSE STATEMENT ON F E D -

ERAL SECURITIES AND CREDIT 
The President met thi3 morning with the 

following: 
Mr. Thomas McCabe, Chairman, Board of 

Governors, Federal Reserve System. 
Mr. Charles Wilson, Director, Office of De-

fense Mobilization. 
Mr. Edward Foley, Under Secretary of the 

Treasury. 
Mr. Charles Murphy, special counsel to 

the President. 
The Council of Economic Advisers, Mr. 

Leon H. Keyserllng, Chairman; Mr. John D. 
Clark, and Mr. Roy Blough. 

Mr. William McChesney Martin, Assist-
ant Secretary of Treasury. 

Mr. Allan Sproul, vice chairman, Federal 
Reserve Open Market Committee. 

Mr. Harry A. McDonald, Chairman,^Securi-
ties and Exchange Commission. 

The President read the attached memo-
randum to the group and there was a gen-
eral discussion of the subject covered by 
the memorandum. The President did not 
ask any of those present for any commit-
ments on the subjects under discussion, but 
expressed the hope that they would go ahead 
speedily with the study requested. 

Mr. Wilson expressed the hope that a 
report could be made to the President within 
10 days or 2 weeks. 
"Memorandum for: The Secretary of the 

Treasury, the Chairman of the Board of 
Governors of the Federal Reserve System, 
the Director of Defense Mobilization, the 
Chairman of Council of Economic Ad-
visers. 
"I have been much concerned with the 

problem of reconciling two objectives: First, 
the need to maintain stability in the Gov-
ernment security market and full confidence 
in the public credit of the United States, and, 
second, the need to restrain private credit 
expansion at this time. How to reconcile 
these two objectives is an Important facet 
of the complex problem of controlling Infla-
tion during a defense emergency which re-
quires the full use of our economic re-
sources," 

T W O OBJECTIVES NOTED 
"It would be relatively simple to restrain 

private credit if that were our only objective. 
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or to maintain stability in the Government 
security market if that were our only ob-
jective. But In the current situation, both 
objectives must be achieved within the 
framework of a complete and consistent eco-
nomic program. 

"We must maintain a stable market for 
the very large financing operations of the 
Government. At the same time, we must 
maintain flexible methods of dealing with 
private credit In order to fight Inflation. We 
must Impose restraints upon nonessential 
private lending and investment. At the same 
time, we must maintain the lending and 
credit facilities which are necessary to ex-
pand the Industrial base for a constant 
build-up of our total economic strength. 

"Instead of fighting Inflation by the tra-
ditional method of directing controls toward 
reducing the over-all level of employment 
and productive activity, a defense emergency 
lmpcees the harder task of fighting Inflation 
while striving to expand both employment 
and production above what would be re-
garded as maximum levels In normal peace-
time. 

"What we do about private credit expan-
sion and about the Government securities 
market Is, of course, only a part of the prob-
lem that confronts us. A successful program 
for achieving production growth and eco-
nomic stability in these critical times must 
btf based upon such broader considerations." 

ATTACK ON ECONOMIC PROBLEMS 
"We must make a unified, consistent, and 

comprehensive attack upon our economic 
problems all along the line. Our program 
must Include, in proper proportion, produc-
tion expansion policy, manpower policy, tax 
policy, credit policy, debt management, and 
monetary policy, and a wide range of direct 
and indirect controls over materials, prices, 
and wages. All of these policies are neces-
sary; each of them must be used in harmony 
with the rest; none "must be used in ways 
that nullify others. 

"We have been striving In this emergency 
to develop such a unified program In the 
public interest. Much progress has already 
been made, both on the production front and 
on the anti-lnflatlon front. Many peacetime 
activities of Government, Including the ac-
tivities of lending and financing agencies, 
have been pruned down. 

"Cut-backs of civilian supplies and alloca-
tions of essential materials have been suc-
cessfully undertaken. Important expan-
sion programs for basic materials and pro-
ductive capacity needed In the defense effort 
have been gotten under way. Price and 
wage controls have been Initiated. Re-
straints on consumer and real estate credit 
have been applied. Large tax Increases have 
been enacted, and additional tax proposals 
are now pending. In all these fields further 
action is being planned and will be taken 
as needed. 

"One outstanding problem which has thus 
far not been solved to our complete satisfac-
tion is that of reconciling the policies con-
cerning public debt management and private 
credit control. In considering the difficulty 
of this problem, wc should not be discour-
aged because an Ideal solution has not yet 
been found. The essence of this problem la 
to reconcile two Important objectives, 
neither of which can be sacrificed." 

CONFIDENCE IN PUBLIC CREDIT 

"On the one hand, we must maintain 
stability in the Government security mar-
ket and confidence in the public credit of 
the United States. This is important at all 
times. It is imperative now. We shall 
have to refinance the billions of dollars 
of Government securities which will come 
due later this year. We shall have to 
borrow billions of dollars to finance the de-
fense effort during the second half of this 
calendar year, first assuming the early enact-
ment of large additional taxes, because of 

the seasonal nature of tax receipts which 
concentrate collections In the first half of 
the year, and because of Jhe inevitable lag 
between the imposition of new taxes and 
their collection by the Treasury. Such huge 
financial operations can be carried out suc-
cessfully only If there is full confidence in 
the public credit of the United States based 
upon a stable securities market. 

"On the other hand, we must curb the ex-
pansion of private loans, not only by the 
banking system but also by financial in-
stitutions of all types, which would add to 
Inflationary pressures. This type of infla-
tionary pressure must be stopped, to the 
greatest extent consistent with the defense 
effort and the achievement of Its produc-
tion goals. 

"The maintenance of stability In the Gov-
ernment securities market necessarily limits 
substantially the extent to which changes in 
the Interest rate can be used in an attempt 
to curb private credit expansion. Because 
of this fact, much of the discussion of this 
problem has centered around the question 
of which is to be sacrificed—stability in the 
Government securities market or control of 
private credit expansion. I am firmly con-
vinced that this Is an erroneous statement 
of the problem. We need not sacrifice 
either. 

Changing the Interest jate is only one of 
several methods to be considered for curb-
ing credit expansion. Through careful con-
sideration of a much wider change of meth-
ods, I believe we can achieve a sound recon-
ciliation in the national interest between 
maintaining stability and confidence in pub-
lic credit operations and restraining expan-
sion of inflationary private credit. 

"We have effective agencies for consider-
ing this problem and arriving at a proper 
solution." 

REVIEWS STEPS TAKEN 
"Over the years, a number of important 

steps have been taken toward developing 
effective machinery for consistent and com-
prehensive national economic policies. One 
of the earliest steps in this century was the 
establishment of the Federal Reserve Sys-
tem before World War I. At that time, 
under far simpler conditions than those now 
confronting us, the Federal Reserve System 
was regarded as the main and central organ 
for economic stabilization. 

"After World War II, In a much more com-
plex economic situation and a much more 
complex framework of governmental activi-
ties affecting the economy, the Council of 
Economic Advisers was established by the 
Congress under the Employment Act of 1946 
to advise the President and help prepare re-
ports to the Congress concerning how all 
major economic policies might be combined 
to promote our economic strength and 
health. Still more recently, in the current 
defense emergency, the Office of Defense 
Mobilization has been established to coordi-
nate and direct operations In the mobiliza-
tion effort. In addition, some of the estab-
lished departments, such as the Treasury 
rfcpartment, have always performed eco-
nomic functions which go tjpyond special-
ized problems and affect the whole economy. 

"Consequently, I am requesting the Secre-
tary of the Treasury, the Chairman of the 
Federal Reserve Board, the Director of De-
fense Mobilization, and the Chairman of the 
Council of Economic Advisers to study ways 
and means to provide the necessary restraint 
on private credit expansion and at the same" 
time to make it possible to maintain sta-
bility In the market for Government securi-
ties. While this study Is under way, I hope 
that no attempt will be made to change the 
Interest-rate pattern, so that stability in 
the Government security market will be 
maintained. 

"Among other things, I ask that you con-
sider specifically the desirability of meas-

ures (1) to limit private lending through 
voluntary actions by private groups; through 
Government-sponsored voluntary actions 
such as was done in a narrow field by the 
Capital Issue Committee of World War I, 
and through direct Government controls; 
and (2) to provide the Federal Reserve Sys-
tem with powers to impose additional re-
serve requirements on banjts." 

PRESENT EFFORTS CITED 
"Under the first heading, I am sure that 

you are aware of the efforts that are already 
under way by the American Bankers Associa-
tion, the Investment Bankers Association, 
and the Life Insurance Association. I want 
you to consider the desirability of this or 
other kinds of private voluntary action in 
bringing about restraint on the part of lend-
ers and borrowers. 

"I should like you to consider also the 
establishment of a committee similar to the 
Capital Issues Committee of World War I, but 
operating in a broader area. The objectives 
of such a committee would be to prevail 
upon borrowers to reduce their spending and 
to curtail their borrowing, and to prevail 
upon lenders to limit their lending. The 
activities of this committee could be corre-
lated with those of the defense agencies 
under Mr. Wilson with the objective of cur-
tailing unnecessary uses of essential mate-
rials. 

"Furthermore, I should like you to con-
sider the necessity and feasibility of using 
the powers provided in the Emergency Bank-
ing Act of 1933 to curtail lending by mem-
ber banks of the Federal Reserve System. 
These powers are vested in the Secretary 
of the Treasury subject to my approval. The 
Secretary could by regulation delegate the 
administration of this program to the 12 
Federal Reserve banks, each to act in its own 
Federal Reserve District under some flexi-
ble rocedure. The program could be ex-
tended to Institutions other than member 
banks, If desired, by using the powers pro-
vided by the Trading With the Enemy Act." 

RECOMMENDATIONS TO CONGRESS 
"Under the second heading, you will re-

call the recommendation I made to the Con-
gress a number of times in recent years to 
provide additional authority for the Federal 
Reserve System to establish bank-reserve re-
quirements. I should like you to consider 
the desirability of making that or another 
recommendation with the same general pur-
pose at the present time. 

"You are all aware of the Importance of 
this problem, and the need for an early res-
olution. I should like your study to proceed 
as rapidly as possible In order that I may 
receive your recommendations at a very early 
date. I am asking the Director of Defense 
Mobilization to arrange for calling this troup 
together at mutually convenient times. 

"At the same time that we are working to 
solve this problem of malntaiimg the sta-
bility of the Government-securities market 
and restraining private-credit expansion, we 
shall, of course, continue vigorously to re-
view Government lending and loan guaran-
tee operations. Since the middle of last 
year, we have taken a series of steps to cur-
tall such operations and limit them to 
amounts needed in this defense period. I 
am directing the agencies concerned to re-
port to me by March 15 on the nature and 
extent of their current lending and loan 
guarantee •activities, so that these opera-
tions may again be reviewed as part of our* 
over-all antl-lnflatlonary program. 

"HARRY S . T R U M A N . " 

SPECIAL ORDER 
The SPEAKER pro tempore. Under 

the previous order of the House, the gen-
tlewoman from Utah [Mrs. BOSONE] is 
recognized for 15 minutes. 
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