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February 26, 1946

Mr. Marriner S. Eeccles
Chairman of the Board

of the Federal Reserve System
Federal Reserve Building
Washington, D. C.

Dear Mr. Eccles:

Your current discussion of the inflation problem and the general atti-
tude of the Board on fiscal matters strikes me as constructive and in
the right direéction. I might take minor exception to your idea that
higher taxes would restrain inflationary prices in the stock market,
but that is not too important as I see it. Lower taxes and a longer
waiting period might work better both to make more natural sales and
to get more revenue for the government.

The two vital things are to move more of the government debt into the
hands of the permanent investors and the other is to continue 0.P.A.
price control.

I am really thoroughly alarmed at the prices of fixed income securities.
If the Treasury doesn't cooperate with the Federal Reserve and stop the
downward trend in rates, I think we are headed for a disastrous crash
in the market for fixed income obligation; i.e., bonds, preferred
stocks, mortgages. Perhaps you will be interested in an imaginary
letter which I did not send and do not intend to send to the Secretary
of the Treasury. I attach a copy.

I hope I will have a chance to see you the next time I go to Washington.
Kind regards!

Sincerely yours,

?M@fa.wm

FBW:er Fraz B. Wilde
Enc.
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Jamuary 18, 1946

The Homorabls Fred id. Vimson

Searetary of the Tressury

Haanington, D. C.

Dear Birs

The oroblea of intarest rates while of particulsar importence to the 1ife insurance
buginess iz vital to our whols economy. The insursnce point of view may properly
claizs to represent the interests of the country as & whole since policyholders
and their families iInclude the overshelzming sajority of cur total population. It
is, therelfore, no%t » purely selfish commercial approach.

The insurance coapanies are well aware of the responsibility asd burdens imposed
upon the Tressury Depurtzent. The Treasury ssong other thinge has Yo secompligh
two sajor objectives: (1) to handle the mationsl debt st a resscoable sost, and
{2) to do it in & manmer which will creste the least digturbance ami the least

risk to the w0le econoay.

It seens to zuny of ug in the life ipsurance business that the prograz of stabiliszed
rates in sccordance with the pattern annocunced in 1942 is besi ealeculated to reach
these ends; i.e., low cost snd safety. It is, thersfore, recozmended thatl the
Treasury reaffirs its policy of wsintainiop stabiliszed rates and thet the stabiliza-

tion be continued in the pattern of 1942.
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It is recognizged that to stubilisze the prices of anytiing, inciuding money, is a
diffiounlt task, Historically, it hes never been guccessfully sccosplished, If
it 1= to succeed, the probabllities are strong that malintenance of an sstabilshed
end announced progria 18 a sounder nolicy than to depart fros it in slther direc-
tion. In other worde, it is just ap important to resist a further lowering of

interest rates as it would be €0 awoid an increase.

fzay students of monetary affairs are deeply concerned st present ;rices for fixed
incose obligaticns. By histerieal coaparison or by amy other test the present
prices of bonds, preferrsd stocks and mortg:gss imileate that these securities
are ;restly inflated. In other words, the price of such sacurities is grotesqus

in cosperigson to their real valus,

The direct evidence of thip is the buying power of the interest received. Five
years sgo, for axample, s good tond could be bought to yield 5E. Today, a bond
of squal credit has a 3% coupon or lessj i1.e., the dollar m has Deen reduced
AGE, btut the buying ower of the dollar hss also been drastically reduced because
the priece of goods and services have gones up. Thirty per cent discount in buyieg
powsr 1z & conserwatlve Jigure to use. This sesns s totxl depreeiation of nearly

&0% in five years.

The aritimetic iz illustrated below.
1940 Price of bond $2000 Income 50
1945 Price of bond $1000 Income 30
Income reduction in dollars — $20 = 40%
1945 Price incresse in cost of living approxisately 30%
30 dollsrs lesz 30% = §21
$50 original dollar income at par buying power = only §21 1ia 1945;

i.e., approxisately 607 discount in resl value
of the bond
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%» are taliking about the same bond with the same credit standing., ¥e azsume the
sarket ;rise is the same. But the yesl wvalue is 60% less. This i» » conerste
iilustration of the sxtreae inflsticn concealed is bond prices. It ie not fully
apprecisted by the ;ublie becsuse the prices of the bowds mlvag have not
directly changed. That this situation iz very resl snd is not & theoretical in-
flation iz well underztood becsuse of its practiezl impact on #11 private owners

of fixed incose obligatlons.

The vital staks which the Treasury hag in this matter arises from the danger of a
collmpze in bond prices. Most of ws prediet still further inereases in the sost
of livinge It doega't sees poseible that an unbslsnced condition can long continus
in & free ecomomy. The higher prices rise for goods and serwices the more the
price of fixed incoms sscurities gets out of iine, Nobody ckn pradiet with any
certainty the time when & resction ®ill oecur. One esn surely prediet that a
resoticn is inevitable when the price of anything is sompletsly out of iime with
other sleaents in the economy. It ig poseible that presenibomd prices can go
higher. They «ve, in fact, dolng so. In other words, interest rates can for the
aoment be forced lower, but the conelusion seess orystal clesr that, for the
yroper protection of the [inancial struecture of tie country and for the protectien
of the Treasury in 1ts long tars ;roblen of fineancliog the govermsent debt, it 1s
sost importent to try to avoid the inereasing hasard of s sajor resectiocn in bond
prices. It is certainly undisputable that the higher fixed income obiigatiocus go
the gre:ter the likelihood of trouble. {tabilization of rstss at the present

levsls ceens imperative.

fpecifie argussnts secondary (o this main 4ssue can and sghould be mestioned.

The stateseant often asde that low interest ratss are & ptlmuilue to the economy
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is a theory which is wholly unproved if mot disproved. The Trsasury is not
charged by tlwe Comgress with the duty of trying to demonsirate theories. If it
were, it would observe that in the late Twenties higher and higher imterest rates
did not retard a dangerous boom which ultimatsly collapsed. It would further
chserve that in the Thirties sasy -oney policies did nmot stiaglate the sconomy.
Trose who have cbssrved the practical workings of the country for many yesrs can
tecztify thet the priee of nmoney is the least important considersiion in the alnds
of thoss who wish to promote new snterprises or expand old ones. Awallability
of eapital funds and the likeliheoc that tex laws would persit s net prolit to
the successful enireprensur and investor are the real reasons why soney is put

to workt.

The oost to the taxpayer in servicing the naticnal debt meess importunt purticularly
fros an uninforaed olitlca: viewpoint. Actually from an economical #tandpoint
i probably is unisportant. To & large extant, the people who pay tha bulk of
the national taras are the zane people who loze incozme when interest rates ave
roduced. If they pey less taxes because ihe govermment debt La fipanced at an
ali-over ecost of 2% iastead of 3%, they have lsus soney to pay the isxes with
beosiise their securitier and savings huve been reduced in yleld and their life
inpurance hes cost more aoway. Under & prograx of sitabilization with interest
rates contioued in the 1942 pattern total intarest charges mwould be incressed
slightly. This is becsuse of the necessity of placing a larger portion of ths
dedt 1n the hsnds of permsment investors rather then lesving it in s temporary

form in the banks, This is not, however, an upward revision of interest rstes.

Long term persanent investors, both individuals and imstitutions, will probably
be interected irn the specific suggestlons made below. Sueh & rrogrsa would bs
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distinctly good public policy because it would fund s portion of the preseut dedt
with the best type of inveptors and at only a fractiomal increase ia the total

interest ragolivessnts.

1. 2 lomg tera bond, 40 to SO years, 2 3/4 to & 2 5/8 rate. Buch a
bond could bave restrictions agalnst ressale or pledge for a time,

this to prevent its being used as & gpeoculstive vehiole.

Z. The ususl 22-27 year 2§ bomd inm the nresent form. These two
types should »» tap issues mvailable at asay time. It would
algo be deairable to persit larger purchases of F and G bonds.
Trust funds, especially, would be zerved by this lstier prograa.

Sincerely yours,

Frazar B. ¥ilide

FB%er
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Merch 5, 1946.

Mr. Frazar B. wilde, President,

Connecticut wvenersl Life
Insurance Uompany,

Hartford, Connecticut.

Dear Mr. wilde:

This is to thank you for your letter of February
<6 in regard to the general attitude of the Board on
fiscal matters. Your favorable comment is very much appre-
cisted., I was interested to read your unsent letter to
Secretry Vinson and wondered why you had refrained from
sending it.

while the problem of debt management is by no
means unmanageablie in my judgment, it is a complex and
controversial subject which is easier to discuss in con-
versation than by letter. 1 hope 1 will have the pleasure
of seeing you when you come to washington. In the mean-
time, let me reciprocate most heartily your kind regards.

Sincerely yours,

M. S. Eccles,
Chairman.

ET:b

Federal Reserve Bank of St. Louis





