
I am rmtf happy to have this opportunity of appearing oaf or* too Banking 

and Curra&oj Committee la order to discuss vita yea the problems lmvolvsd in 

tha —Ibjsajssj of taa Batioa*s finances. 

Taa responsibility for taa sound conduct of the Ration** finances is a 

vary grave one. Since taa earliest days of oar history, this responsibility 

has bean placed with the Secretary of the Treasury. Bat the problem* 

involved are not ay problems alone. They are act the probleas of the Congress 

slaas. They are the problems of every citizen of thie nation. 

lore Is the situation aa I see i t . we have today a public debt amounting 

, to over 1250 bil l ion, lot long ago we were worrying about a debt which might 

reach $50 bi l l ion. Ve did not know how the country would be able to stand 

amah a debt, we did not know how i t would affect the solvency of the 

Government. We did not know how It could be managed without disrupting the 

financial l i fe of the Bation. 

But our public debt today Is mors than five times that figure. It la 

the moat important single factor in our financial structure. It represents 

one-half of a l l the debt obligations in the country. Mortgages, state and 

municipal securities, corporate bonds, other private obligations — a l l of 

them added together only equal the sum total of the present debt of the 

Government. 

Life insurance companies now own over $13 bill ion of Federal Government 

securities — about one-fifth of their total assets. Mutual savings banks 

own $11 billion — about one-half of their total assets. Bonfinancial 

corporations own $20 bill ion, or nearly 15 percent of their current assets. 

Individuals own $67 bill ion of Federal securities of a l l kinds — representing 

approximately one-third of their total liquid assets of mors than $200 bil l ion. 
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n—»n ml buk» tail* atcr* tfeft* £61 bil l ion - - • •IIIMMI 1M WBHOII—toll 
w --avajvMHVaa-av'*** ^ aaar-aaa-aaaa •»aa--aBraaaav»WA-ajBr ^ I V W W unawwav -aaar waa^a^-v-anna -aaa-•-»» aaan w MP Hi "I M ^ ^ ^ » ^ p ^ -a "J • a** -»w-»-a»B/ aaa»Tj-r jâ -aa* -waa-» »• P P I I -•• ^ - «igp 

aoforo World bar II , tbo aituatlon « i oatiraly different, financial 

laotitationa aad btaalaoaa awoinn had amok aoro of tbelr iaaaoted fund* In 

private obligatlona. Only a awy aaa 11 proportion of oar indiTidoal 

oltlsene aero camera of the eecuritiea of tbelr Qoaernnant. 

Aftor '*orld v«r II , ten public debt wee la * pradcnlnant paeltlon la the 

financial l i fo of the Ration. The alee, the Importance, and the wide dia-

trlbution of the debt «ro now foots to a l l of ue. They create now problena. 

They place treeawdean new raoponelbllltlee oa tao Secretary of the Taonouij 

who la charged ay lav vita tao aoaad ennaganent of tao •etlon'a finance.. 

preeaurea, both tao probleaa and the rooponalbilitloo am eeoraoealy iaoraaaod. 

Throughout taa pact ear period, aa I bare enpheeiced, tao public debt waa 

tbo aoat lnportant aIngle factor la tao financial l i f e of tao Bat loo. Bat 

It baa not been a dlaruptlwe factor, the prat lean involved la aanaalim a 

public dobt of ovor 4330 bill ion aaa unprecedented. Baa they hare boon euc-

eeeefully aolred. Baring tao postwar perfod tbo dobt baa boon aaaaged la 

auch a way aa to oaao tao probloaa of raooavaraloa and eroaote oar return to 

poaootiaa activity at tao hlgheat lewel of production aad agutofBent la hietory. 

How aaa tbla aceoapllabedf I t van aocoapliahed by aaaaa of aalntainlng 

atablllty la tbo aarket for Fodoxml fluturwaairt aoearltloo aad by spreading 

b l a W L M L DaafiflC K l A f i a f l f l H OBV a w f l A N u B A f l l M r l m X l B S H N i eaVnJBflt VaaflHawSB>* •v <*m*w%m ww^wv w^̂ ^wee em^Baee<»eê |paF ana *e ̂ reî w«>̂ w»» w v a n a p w o o a n r ^rww^^ •» •• »*^^ a» ̂ r^m^^*"***^ m 

T M ^SraaBkAtanrY flflUB I M M I f i •BmaJOKftflaLUr Betl a J. i l l a l f t l l l M T T I i M r b B M M O B w O & l n M I *. 
* new aakapaaaaFaaa^y aaaaav ejaa aiaa aPaalaiaawaaHaaMajy aaaaap^waaapaa* aa*> avao waaaaaa»ap •auOBf| aNaaa™ap™r %rar^papar af a> wapar a 
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tha paat flwa farm, Thorn baa baan no alnllar period i s which such * largn 

•oluaa of Inag-ranga prograan for toeraaatng pradaallm capacity and for 

aodaratotog axtottog plant and oparationa warn pat into affaot. Stability 

to tha financial aarkata vaa w a n t HI to thaaa prograaa. But tha aaintaaanoa 

of atabillty did not rnfalra abaoluta lnflaxiblllty to intaraat rataa. Aa 

tha aeoneay Itaalf began to function aaaothly at a naw high laral of activity 

and trada, mora f laxlblllty to tha Traaaury dabt aanagaaant program van 

aohlarad by allowing abort-tarn intaraat rata* to incraaaa gradually, vith 

tha outbroak of tha or la la to Soma, howawar, tha eonaldaratlona calling for 

a high lagiat of atab!11ty la tha Govarnaant aacurlty aarkat oaso mora baeaaa 

a l l Important. 

Likawlaa, tha Traaaury achlarad grant auecaa* to lta prugram for 

tooraaatog tha proportion of Fadaral aacurltlaa to tha handa of nonbank 

half of 1950, tho holdtoga of nonbank ovnara raaohad a now poatwar paak, 

whlla bank holding*, eorroapendtogly, f a l l to a nav lor for tho poatwar 

period. Thin ahift to ownarahip to of tho graataat aignlficanca at tho 

praaant Una, atoea It acta diraotly on tho aonay ampply by reducing tha 

Inflationary potantlal of hank aaaata. 

Than raaulta could ant hawa boom aohlarad If oar poopla had not had ful l 

conf idanoa to tha ability of tho Gororaaant to aaaaga tha dobt without dle-

turbanoa to tho aoonoay. Thoy eould art hara boon achlarad if tha cltisena 

of tho nation had art hat ful l conf Idanoa to Gorarnatat aacurltlaa — and 

aetad aa that belief. 

Today, vith tha oaaraoualy toarnatol financial repair amenta of tha dafanaa 

pragma bafora aa, It to aara toportant than oror bafora that poopla hold aa 
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ever hefere that they add to theee holding ae their fundo permit theft to do 

so. 

One of the ohYloee things that hti to he done if vo vant people to hold 

oft to an inreetaent already and* la to etahlllae the price. During the 

proeaat emergency, wo aoet eliminate th® foar that the owner or proepeettve 

buyer ef an obligation of the fluiigieftetit la going to be j*aallsed ia»ediately 

ty baring the Market price of hia inreetaent drop* lobody *ho has any 

choice vanta to hold on to a eenodity that la going dom — that la being 

priced lover all the tiae. It doeen*t take a financial export to figure 

eat the direct and iaaediate cooee^uencee of eaoh a price decline on the 

Jk'^Pab^SV^eSOA^^fc • de^Ree^SS^P^POP 1#*S» aMel^P ^P^Pa#aa«» * V y wP^eSSPJr* O 

Let as pake no alatake about i t — fore lag ap the latereet rataa on 

federal I m i a a i i t aacarltlaa a m i forcing 4am the price. It aeana 

•ltclng off a part of tka laveetaent vhleh ever/ owner of a marketable 

eecarlty bee aade In the obligation* of too flnnnaawit. I t aoene that 

ownera of demand obligation*, such ae eevlnge sonde, may decide It la 

oaaliail to cash la their bonds — to gat their money oat. there la l i t t l e 

Imams spent to bold a fixed law aaa obligation, like eevlnge bonda, wham 

Let no repeat again — nobody vaatte a commodity tbat la coins down 

la price. It la Imperative that we hoop the aeoarltloa of the Federal 

tovernment attractive to oanera and purohaaera. I t la Imperative, there­

fore, that mo hoop the prloos of those sooarltiee stable. We mmet avoid 
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svsry action which hold* the risk of starting a rwaor, a belief, or a fear 

that invest—at la Federal securities is net a good investaent — now or in 

These seasiteratlons ars urgent at al l tiass. With a Federal asot of 

^aw ™s> ^p^k^\j o a a a s i a t ^ swavae*usTe^aFan ojsaa»^^u^j|aauauuu> sjMNnw a> a*sanaasasa>nn^u* asaora e>tP %pa w a w aaaasp,owa»aia 

thsrs is as psriod when so osa afford to raise doubts as to the wis don or 

Iff alia 11 of aa laveetaant ia Federal Hiisiaanil sosaritisa. Under present 

6 l lT I1MBayt j (M I0#J* 1M3INHNHP» aflMHI %ll f t afefisftstir flMftefe lh j | fMPfclfc&flAljAtf i f l f A aHPtMa>i*XY 

»n1>rgod defense progrsa, the ooasiterations calling far a stasia and eoafitent 

situation throughout tas whole broad structure of tas public teat ars 

aagnif isd asngr tiass. 

seesuce of tas anosrtaintlas of tao international situation, we cannot 

faraaso tao fall oxtoat of tas f inaaslal teaaate which any as aate upon tas 

CoTomasat. so know only that they s i l l as very largo, fas Canyon has 

•1 reedy astod to insrosao tao rsvsnass of tao Government. Further aoasttroa 

for a great!/ enlarged revsaui urogram ars now being deliberated. X aa 

faced with tas fact, however, that oar nilltary standing ia already rising 

at a rats which will result ia a budget deficit of several billion dollars 

hy the last quarter of this fiscal year. To tas oxtoat that additional 

rsveans is not at hand to sower al l of the Hutsiwant's needs, we shall 

have to sorrow. Vs shall have to inaram oar already largo public test. 

possibility for seas tias to ooas of reducing tas outstanding teat of tas 

Ou HI sains, fais aaaaa that aatnriag obligations which ooas due aast as 

refunded, tvery halter of a aatsriag iaaas — like ovory holder of a ft earns 

obligation, sash as savinga bonds ~ nay, of eearae, obtain cash far his 
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securities if he so desires* But the mommy %e pay hia w m , la I**** ham 

to he hmnmmA trm •paeons else. During the itiiiftiir of tble calendar 

yttr, for exaeple, aver #50 billion of aarfeetahle securities alone mmmt he 

refunded, this in itself it a inmndouo financing operation. It oann I 

he conducted sueeesafttlly without M l confidence of the holders of the 

aeturiag obligations end of Investors oeaerally In the desirability and I 

wtsdo* of eoatlaulng their iavestaent in securities ef the QeveraMt&t, 

Theee are the coasidemtions which I aost weigh if 1 am to fulfill ay 

responsibilities for the soaaA conduct of the nation's finances, In ay view, 

they catmot be oyereapheoisad. <;oestiori« and doubt* an to the wia&ca of 

investing in securetlaa of the Oovernaent Mali lead to condition* of fiaaaelal 

eheoe* If theee questions* and dmabts persisted to the point where important 

auabcrs of federal security earner* attested to liquidate their holdings, 

irreparable ham wonld fee 4c*»e to the entire financial structure of btsi 

Nation* 

?aoed with theee facts, and full5? reeo#aimUl tfci pe>li* twit which 1* 

placed in «e ae Secretary I thai Treasury, I cannot stand heel? while enperl* 

aetata af fee ting the pnblio credit are ;*ing tried* lasll carper laents told the 

risk of endangering the financial functioning of 00r Governs* nt and disrupting 

the financial life of the country at the very tiae when we aisst gov* ewif I 

eoafldentl and e^wOy in building 19 the defense* of ear Ration. 

fhe Federal Bescrvc tee been pursuing a ecwree of action during this 

pe lot of international oriels irfekh Involves precisely thie risk, the 

Federal Reserve has carried on a policy wluct* has resulted la loweriag sub­

stantially the prices of outstanding Issues of Qovemaerit securities. The 
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atatad oarpasa af tkis t>Mcma i t to ak#»a!t eradlt MpMMAw by f n i g j n latar*st 

#irst aad fartoost, this pragma — &* I t*&Ta Just said — It &Aa*arous 

baaaasa 1% t&kss tka grMra risk of a?>ss feting ih# dabt fitmctttra of tha country: 

not only tka dabt strdatura of tiis Govaraaaat l t s a l f , bat tha Tsrlvatt dabt 

•truetors M wall, flila wô ald tnv*l?a a l l *%f t&a dt f f iaul t las whlak I kava 

Ha>M ati i 

I aak wby *• should taka taeh a riaitj wfegr wa should sraa aoasldai* nations 

nfclsh night taunt* MM credit of tba OaranuMat of MM Uaitad States. «*a* i f 

tha nrotasloa of bank eradli aaal d b# oo*i?l*taly sto»naA by this aathad, i t 

s t i l l do as not soaa ftnHaaal or rnasoaahla to « a th is vs*u>oat knowing, &a wa 

da« tha risk which It laral***. tt> — at a tina wham It i s possibla to a&iatala 

in* aovarnnant bond m&rkat at a lawal pnntittlag now lB%um ta bo offa*od at 

no ahaaga la Interest ra t t i — should wa usa a wa&pon whleh lowers tka >rica of 

tha outstanding s#curltl#s of tha &ova*aaaatt sarieusly unsattlaa tha &o*araiiant 

boad «ftrtcst# and r&lsn* da^bts whioh. I f aat qalatad, oauld tmmix tha Gavaraaaat 

creditr 

la tha sscoad >l&os, MMM i f **** •raAit sxp&aslon vara aoaplataly rastriatad, 

tha battla against inflation would not nacass*urlly h&va baaa wan 1a whola or 

la part, Tha tirasant Inflation i s aat f*& only by bank aradlt ns^aaslan. Oartag 

16* fiaTa n\.nc* MM end af or l l IMP tlj MttM ;i pa* l l ttata* b<^t: IMUMHWI ! • 

rricas vhaa thara has b*aa no nspnasion la baak aradlt %a4 eurraaay holding* — 

b*n* eradlt aad ourranny aaastitata tka t ^ n r aapply af tfet country• fkara 

kava \*m athar i>artads akaa tka pTtaa 1 m l stood s t i l l or dsolimadt alttoufh 

tka aoasy santily was a^aadlaff. 
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«Hy thaa ehould wr nee eteagea la the i ntereet rate at all ta eateat 

inflattaal 

Tte eteek aaeaar to this question Is that, in tlaee of i&flatlaaary pressures, 

*e aust use all of the aeepoai at eat disposal. It deae aat aaea to mm that 

this theory is appropriate* It aaiMWt be sailed aaythlag bat irwtpaaaifcla to 

use Miiafti vhich hare the distinct possibility af doiag w t feara than they 

lo #ood» 

The discussion 19 to tiki* poiat ceater* erowri why 1 would tea appaat* tc 

the Federal deserve aatl-iaf latioa prog**** a**a UT It eaald be dtaanntratad 

that this program vould ®heek credit expaasioa. But I am also opposed to tte 

Federal Reserve pallet because It tea aot taai proved that it is aa effective 

aeasura la restralalag baak laaa expansion ate ia fighttag laf latioa* the 

evidence, oa tha contrary, in all aa tte otter tide. 

The reeord of recent aoaths elearly sheas that the Federal Heeerre actlo&a 

la increasing iatei*st rate* have had aa panaptlble effect on credit 

expeasioa. Total, loans of all eoanaralal banks expended nearly |6 billion la 

tha laat six aoaths of 1950 ~ aa iBeraase of a ae&nittfde afeleh tea aevar bean 

equalled in this country. Va hare had other extreae exaaplae of attaapte to 

control teak credit expansion by interest rate increase* la the paat hiatal? 

of our country, la the 1919-1^*0 iaftetloaar? period, rataa aa short-tern 

Treasury issues ear* run top sharply uatll thay reacted nearly 6 percent; ate tha 

rate aa aall-aoaey tuaat ae high ae 30 peroant. la 1929, rate* oa ehort*tam 

Treasury leeuee aere run up to ahota 5 pareaat; aad the eallHaoaey rata K W t ta 

80 pareaat• let, baak credit expansion van aot effectively cheeked until aa 
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The ftWMBtMMU H — t t P of MM pfciMNd i M t n t M t t M l l a i t r t H 

aarfcat as* eoafidtaea ia tha srsdit of the United States* Ths Q#*mrmm*t 

©scurity oarkat ha* baaa aarlou&ly 'isssttlad; lad ths rssultiag faar has 

rastrala*I lavssters froa purafcaalag or holdlae oa te Ootaramat ofcHgatloaa. 

Tha actions of tbs Fsdsml Rssarva Syste* also hav* brought about tm> 

failures in Treasury rsftfsdtag oparatloas. Finally, ths coafuslo* aad faar 

with rosfoet to ths pries* and ylalds of Govaraasat sscurltias asy aaaa have 

SSSlMBSl the apps&i of savin;.- t o r t u s fttfiag MM faaH s&rx |g kfP , tfcSS* 

was a notleasbls dscraass la ths salsa of ths lar^sr daaoalaatioc. savings 

bonds a d aa laorsass i s redaapfcioas of thasa daaoaiaatloas^ whlah ara ordiaarily 

bought ty tha aor* "sophisticated" l&vsstors* 

Thss* ara tha controlling factors la ay opposition to lacraasas la latarsst 

latei sa lasaaaswl isaaritlaa* 

Thar* Is , hovavsr, sooth*r sars offset of tha Fadaafml Esssrvs actions 

la raisin* latarsst rates which 1 cannot ignors* I rafsr to tha ineraaaa 

la Govaraaaat aapsaditurns which m i l ha rsquirod to pay for tha higfesr latarsst 

rates which wa ara now fo«sd to pay aĵ oa aasr issues of Oowsraaaat aeeuriUss. 

Tha Treasury Is often %uotad as hsiag aaly soaoamsd with this oaa aspact of 

lacrsassd latarsst rates* I am sura that I hairs nsds i t Quite claar to yon today 

that this is act tha cass. Hsvsrtfealsssf It Id ths Trnasaiy's rsspoaslbility 

to raooaasnd fiscal policy which will mm ths taapaysrs' aoasy wisely, fhsra 

Is anwar any dsfsass for aaadlaas iasraasaa la teams« I am sura teat you agraa 

with as that to us* tha taxpayers' aoasy to pay for furthsr lasraasss la MhS 

iatsrast cost of ths public dafct la aa iaaffactual afctaapt to control inflation 

is absolutely ua4uatifiabls. 
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• ^MP<M<«^P V^P * ™ P w w * * wM^ ^^M^FJ^B MM* ^WP ^PTP"1» «Â B MMMP^FWPaMa^^PaAMQpt aNBWP W * » WW I I P 

ooeuritloo, If I opoat * foo alaotoo aov ±100000 liy, aoro •pocifleailgr otefc 

hid teBMMtf. in lb* fiaiimMnt oociorltT aaifeat olao# t t e lixraalcdi of t t e 

SopaKLlo of I m i « 

As oooa MI I vt0tt?ii t te finf of t te Ko#oaa fcrtoio* I Uttl t f i r Is 

*7 mind what this oetloa voold aooa with f i i i t t t to tte f It&aooo of t te 

Mtinnouot of t te ttiltod Statoo. Xt n w d to a* that if wo **** to koop 

tte 0*00009 OA aa ovoa teal darlag t te poriod otead ~ If no ooo* to prowm 

WP^^P *ml&M ^PO^^P^F ^P# F W A w * * ŝ OK J r * **^a^^^P w i H ^FM«a ĵPHPEfe a»aoa <«^M a? 4f*IMI^MaSfY jP^^W^P^P^Pa>^P^P ^B^aaBs HP WJKMF^F^W Jfc^P^P 

uatelaaalaf t t e ••mmy ~ our flrot ilaa of datfaaot oa t te financial frost 

M * * ataalo oat aoafidoat altaatlon la t te aanot for Baited Mate* flwiiwimt 

aaaurltiM. T«« MD aoa fro* t te frwrlooa dlacuaaion «te X roaanad taia 

ooaalaoloa. 

waofiidlnflj. on t te day foXtevtet *te oatteaak of teotlXltioo la 

Korea — ttet la , om Honda?, JOB* SO —> I ha* t te Flaeal Aaalatant Secretary 

of tte I t e m ; eosaoy to t te 0PM tertet Caaeattoo of t t e foteroX Baaorve 

Byatoai mf fooXia* t te t "aMr/taing pooolVlo ateaXd te tea* to Maintain a 

I p p a a w w a * ^ "wa^MPap | f W i » a * W P * a P I M 1 W T W W » M B M W P W P H M P M M P J P W MBBM#OMIM W M Ĵ p̂ FaPaPaBw 

a^aiojFf aa^i 0^t^ 41 n ^ M M f t A £ #Madfc ) A 4 ttfettflflftteM^ah^a 
ĵ ^a^a A^^^a* â â a.a« ŵ ^̂ n* â â>̂ p«a â ^̂ ^̂ **̂ ^ W O W W W P ^ P O ^ ^ P W O 

OP Jaljr 17, X wrote at aoaa laafta te Ctelroaa MaCate of t te tear* of 

•aaiiaoro of t te f aderol teoarve Sjatoa, roatatla* a j fooling t tet ataailltr 

Jt d o d %my^Jm^m^m\Jk\ d oa*fe^two^o£> d jM^k ) A d d**o A ^ dt jom% ooaa^l ^ojw^a^ ^o ^ wt41 ^a^o wm* ttaaajMMi 4. •% ofe-ô â̂ k ^K âdfeda 4 ^ 

MM4> OF 01 *0** MW^^TM. • » * • ' ' " • M W W P V **a> ^»«4O0»*^ •** 4* V-FOMF* ^f -A i$rmf* * O p # l a V M H fj? HOBO HMMVMV "**^C* **Ty H "^•WWOP P O M V OMFMI *̂  *'***̂ v 0001 % ;'*M A. %»,- 4 

Xa tola latter, X alao atatod tliat It aaa iaporatlre t tet avarjr financing 

aPJFw'a^a ,^dlM M « • • » ^^P"^Pa • ^ ^ ^ ^ M P O I ^^9 M^tea^p #flp^R VNHs^Pte^j^flF w^p W M W P I P ^ M W F W*A- tF^w^^F-<a^^Ma ^P*» • 
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mmmmmatom •iaao tlioa mm both otfblioly aad *>rlvatolyt aad dlroc 

to Ofeairsaa tf©C*b# aad othor **ff to ta l s of tho Fodor&l Sooorvo 3jr»t« -~ I h&vo 

roatatod ay conviction that otablltty la tho &o*oraaoat ooenrity mrkmt i s 

ro*uirod. 

Km I h*ro «ald, offtoi&i* of tho Fodoral Botorro Hyntoa hwr* not a^rood 

with aio that th* oitast ioa eallo for otabllitgjr la tho Oo^orasftoat bead aarfcat. 

Thm 3ytto» has i#aorod* In i t« motions, tho faat that tho Soorot&yy of tho 

fMMMITi a« chlof f&oaal of floor of %hm M*tioo9 luoi fraro roopoaolbf iitifcit 

with roopoot to tho aaaa#oa«at of tho outotaadlag obll«&tioa* of tho SoT**raaoat 

of tho Ualtod Statoo. fho %otoa ha* aado I t olo&r that* la I ts onlaloa, It 

hao eoK>loto rt&ht to dlorogard oattroly tho wtshoo of tho Soorotary of tho 

froaoury suad of tho "rosidoat la aaaaglag tho &oTora»oat aoenrtty aarfcat. 

Mtnouru t&mmmmtmm ml bat MfforoMoo M w i tho riaapaiato of tfco 

froaoury &ad tho fodoral Mooorro oa utabil lty la tho #ovoriiaoat soourlty 

aerkot alaoot al**yo otart with tho aatloa* of Au#u*t 1 t tao Fodoral 

fiooorro ~- right froa tho hogloalag of tho NttMrii of tho ocmflict la Koroa • • 

attol 1» a aaanor which wutottlod tho Govoranoat soeurlty apricot* Vm* 

Wf roquooto for a pragma vhieh would ^rovoto oonfldaaaa la tho ilo^roraaoat1* 

fiaaaalal oooitioa, tho Opoa Markot 0 o m i t too did aot otop Ito prograa of 

voakoaiag tho a&rkot for @o*ofa*oat soe^irltloc hy continue t*ly rmttlac 

oro«*aro oa loa$-tom bond** la tho **oriorl fro* Juao ?J through August W t 

tho frotoa told $1.1 b i l l i on of loag Voado la J8 tradtag dayo. 

Mtr dooioioa to aaiat&la tho 1-l/k ore oat r&to oa tho tw* loaaoo of 

13-aonth Troetury aotoo offorod ia e ohaa^o for tho *13~X/2 b l l l l o a of 

frmm ury boado aad oortlftoatoo of l*t<tobtodao*s aatarftac a« Soptoabor 15 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



C ONi luhj 

and Oetoher 1 v u as eurpriae to the Federal S#s#r^«« fhis afferiag ~~ 

irhlch, In aeeordaaee with the ^mr» oaf the 5tel«id Statee* tat the auroral of 

the tueeldeat M aa* l a l i s * with ay poXiey of aaliitalalag etafelXlty I s the 

(toveraaeat eecurity aarket. 

The term* of the l « t m a m ^ a e t i am tepit X8 were Uteatleal with the 

tame of the fcMNM lISMWl la H H N M M **$th refundlaa the cert i f icate* of 

i&dabtedaea* which bal aatured ®a Juae 1 a&A am Jul / 1* Ftirtheraare* the i M i 

of the m iaisua* w r t la l ine irttfc t t e aarhet 01a the day of the aref uadiag 

announeeaenl, *a>l net fcha aee4s I t MM market which reh ired a' short*tarn 

security at that tlm* Kevertfeeleeaj t t e Fadaral iteeerve* at tba afaaiag of 

trading m Monday, August 21, laeedlate i / proceeded to run up the rates cm 

short-term eecuritie* — that l a , marts; 4ows the prices of thaa« i*£ue* •» to 

lawln wholly laconalfttent with the rate 0$ the refunding offering of the Treaauxy* 

There has bee& a great l ea l of eaphasla cm the faat that the Federal 

B—erve had to purehaae a large portion of the aaturtag iaouaa 1m the Seytaaher* 

October n A n t l a g operatlaa l a or4ar to prevent the TMaeury ftoa having to 

pay off alaost the entire' w t u r l t i e a i& eaah. What has never bean ancle clear 

Is that thie so»eall*d ^aiiyporV* would Mi have beam required If the F^^Mt^i 

Wtmnm had not efea&fed the aarket m the Slant trading, day af ter the financing 

anaouneeaeat. The refun&lac lseuae were priced la l ine with the aertatt* ae 

I have &aid$ ant the aar&et aGuld hare reepon&ed to the reflating flperation 

satisfactori ly $ If t te Federal Reeeata had not lagediately ehaaf*4 t t e aarkat 

pattern of yield* oa autataadlag aecurit iee, The Gpea Market Geoalttee 

accomplished this hy Xouerlng the price® at which i t aoXA Oovercsaent aeearltlea 

txm I t s portfoXlo, I M f t f «ivia« purchasers a higher rata af return than 

they amiXd receive oa the ae* laaaee offered hy t t e Oareraaeat. 
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Obviously, oost of tli*-' bolder^ of the refunded loonoo 414 not chooot 

to exckoafe tnen for the rnnr isauea. A great «*ny of toon 414 tbelr ova 

refusing taroot* toe R I H N of selling toe «aturiag leonoo to too Federal 

lnoyoo Sjroteot and buyiog took outataadinf issues vfelek w n wore favorably 

priced. Most of the renvetnlng holders either ool4 their securities to toe 

90401*01 PSSOTVO so4 retotos4 too eook* or turasd In too ueturlag issues to 

tko Treasury for eesh. Loss then 6 peroeot of the refunded Issues sore 

exchanged for tko new issues by private holders. It Is obvious, vkeu eoo 

in raising Interest rates oo Goveraneat securities none the refunding operation 

o failure. 

I hove noted that the flspttosti OnUhsi' refunding woo approvo4 by too 

President before its announcement. When it beeoae appsreot toot tko net ton? 

w* woow yW^oW-oWJk I w w W r w W J^yo*VOOI w w l w O I W I W O ' O I N M I P aue* WlWPHWo a # a gv • *»*«•*• *? SMS •••HP 

refloating operation, President Tnnsan •*• pereonally and hy letter — requested 

Chairman MeCahe to se« that the action® of the Federal Unserve Synteet vere 

consistent vtth maintaining confidence in the credit of the tfatted states 

end stability in the Goreronent security wurktto The President wee matured 

that this notiId ha done. In the nooks that followed, nevertheless, the 

federal *eeerve continued to push up rates en 9e*eri«ent eeeuritiese 

vhil* these events were taking place, it man necessary for the Treasury 

to undert*he another refunding offering* The terms of the refunding of 

#6 hillton of certificates of indebtedness ami hoots maturing In Beeenfcer 
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1990 sad January 1951 «**o tmnmedi MI io?i^cr ft« Boeanso of the notions 

of the federal fteeeree 1A the intervening period, a higher Interest rate feat 

to ¥0 offered than to August to order to prtee the nev issue to Hot with the 

market, folders of the Dseosftsr January uaturlag looms «*•** ^-cordla^ly, 

offered 5-yoor fressury notes droving tuterest ot the rote of 1~3A P*»oot 

for year* the suv lnut was in aeeord vlth the Federal Reserve reeoaonenda-

tloof oat Mr* MeCahe assure* »e of the full cooperation of the System In the 

refunding operation* 

The announcement van node on Woveuber 88 • the fol loving day 000 

Thanksgiving; 00 that Friday, leveafeer tfcf 000 the first trading day oftor 

the aaaouneettettt vas made. On that day* tho Federal ieeerve permitted the 

market to go off shorply; and further unsettled market peyeholegy hy dropping 

the price 00 tho Victory Loam 2-1/«fs hy 2/38! during tho day. flits letter 

actloa was of particular etgalfleoaoe hoeeues this Issue Is tho hellvether 

of tho long-torn hood nwrtcet* 

As a result of the continued uncertainty with reepeet to tho prtee sod 

yield outlook created la tho ulnds of Onset—Mini eecurity tHMN^ tho exchange 

experience la tho Psuenfhsr January refunding operation — vtiile considerably 

luproved over 3eptea*er-0ctoher aa urns still far frost satisfactory. Only 

51 percent of tho maturing issues vere turned la to tho Treasury hy private 

holdors for tho new Issues* Moreover, tho cash re#emptlo*i experience una 

only slightly hottor than In flnpitsafccf-October, Cash redemptions smnunteg 

to l*-l/2 porooat of tho total of tho maturing Issues* In tho previous opera­

tion they tot amsnntsrt to 17-1/2 porooat, This comperes with em average on 

offerings of this typo of a little over 5 poroont In recent years. 
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In Addition to unsettling the Government security market by sfcarp 

mark-down* to the prices of outstanding Oovtnwst issues, the Federal Btwrfi 

System continuously instigated rumors of further increases of rats* on Government 

securities. This typo of thing led to further doubt and confusion AS to 

where the Federal Btttnt System Intended to take the Government Market. 

Thin "planned confusion/ as it was called by one Market commentator, 

was supposed to. make banks hold on to their Government securities and refrain 

from expanding loans. What actually happened was§ entirely different* There 

wee eo each confusion and unaettlceent in the market that inventors vera 

restrained by fear fro* holding on to Government securities* As a resultf the 

Federal Reserve portfolio of Ctoverment securities increased by mearly 

#2*1/2 billion between June 30 and December 31 »» the opposite of the effect 

the Federal Reserve actions were intended to have. 

Although there was some pressure on the Ifmg end of the Government market, 

the events which I have Just described affected primarily the short- and medium-

tern is ues of Government securities. However, early in January* Mr. MeCafee 

and Mr. Spronl •• President of the Federal Beserve Bank of Hew York •• outlined 

to me a program which would involve a complete reorientation of debt management 

policy. They proposed a program of farther increases in Interest rates, 

particularly in the long-term area. They also wanted me to put higher interest 

rates on savings bonds. It seemed to w&, un&mr theee circumstances, that the 

tims had com* to settle for the duration of the emergency the matter of the 

rate on long-term Government bonds. Accordingly, I met with the President and 

Chainsan ^cCabe to discuss the entire deferse financing program* At this 

time it was agreed that siarket stability was essentia.! a&l that, therefore, 
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the 2-l /£ T»era«at rat* on loa#»t*m ft***rft**ftt bonds should be maintained &ad 

that refaadiaf aad it^aofttr Issues should be finaaaod within the pattern of 

that rate* fhis w*%* ijsaedtritely c^rior to the speech vhlch I ande on Jaimary I , 

before the Hew York Board of trade, aaaouaelat this policy. 

At you a l l kaew, o f f i c ia l s of the federal Reserve S&rstea haw publicly 

attacked this policy, despite the fact thi t Chalrsuta Me6*be hod agreed to I t 

before I t s mnouacesumt. articalttrly **• Snroul ana Mr, Eoelee bare strongly 

cr i t ic i sed the aaaouaoed urefraa. Her*oT#rf subsequeat to the announcement, 

the federal Reserve Systaa continued to put pressure on the l o o n i e r * bond 

market. On January 2$, the Qfiea Haricot Ceaatttee a#s£n reduced i t s buying 

price on Tictory Loan *»l/**»« X* « • at this Juaotare that Fresidaat Tnmaa 

asked the open Haricot Coaaittee to aoot with hi*, 90 that ho could ianrota 

apoa the Coaaltto* the need for s tab i l i ty la the Government bond market aad 

confidence in tho credit of tho United Mates; %nd request that they govern 

their actions accordingly. To a a l l know tho rooultv of thin meeting. 

for a f u l l understanding of tho oregram which has bee* ?ar«**d by tho 

federal .Reserve since 1-st &ae t i t i s lmr?ort%at to not* tho source of the 

federal Kcserve1* pow*r. 

U fl| net pgMtl luring MM f tMl Jilttgg of Hui fSf«t iNlfHNN l i MM 

United States, the Secretary of the Treasury was given fu l l responsibil ity for 

tho conduct of the Watlea** ftaaaees. f h i s responsibil ity has remained %?lth 

hla since that tisno. Th* instruments which enable tho Fodoral K0serve Systoa 
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to aaeume this rsepsmtlblllty itself as* to dictate tb# financial policies 

of the (Joverament how fallen Into its hands accidentally, ifcey ore the 

direct result of the great change* la am* eeoaooy m i to our financial life 

brought ahout by the laerease la the public debt — vltb aa accompanying 

lnorooao In the Ooverossat security holdings of the Federal ftHMflPi System, 

la 1913* *hen the Federal Beeerve Systs* was established, It was gtv*n 

permission by lav to carry oa transection* la the financial markets. This 

permission una thought of aa an Incidental pert of lta discount functions *• 

namely, aa an incidental part of credit operations carried on between the 

hanks and their oem members. There man no thought and no possibility at that 

tine that market operations could influence to any appreciable extent the 

financial policies of the Government. 

For many years, such market transactions aa eere carried on by the 

System were conducted hy Informal gfonps or committees. In the middle Thirties, 

however, when the last major revision of the Federal Reserve Act took place, 

am agency for carrying on market transactions wee established hy law and was 

given full statutory authority to conduct all of the open market^operating* 

of the System* This agency wee designated the Open Narket Committee of the 

Federal Reserve System* It vat made up of the seven Governors of the System* 

together with five of the presidents of the Unserve Banks* fit that time •• aa 

In 1913 — there una mo recognition that conditions might develop which would 

give this Committee the posers It now has to dominate the financial markets 

Mid to dictate the financial policies of the Govsrnment, 

Between 1915 and the preeent time, the Federal debt has grown from 

$33 billion to over ia*» billion* Hie Government security holdings of the 
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federal l i i m i Syeto* hare groan from about #2-1/8 billion to ewer #90 b i l ­

lion. •*•**** tk* public debt u widely distribut*A —nog Institutional, 

business, and individual o n m thrimghfiwi tk* BatIon, tk* Ofoa Market 

Committee need use only * mal l port of it* current holding* to okangt too 

interest rates sad sstabllsh any frloo level It ak*»s* for tk* amrketmkle 

ooomrttios of to* federal govern****. Bee**** of tk* at so of tk* public 

debt, this action in turn has tk* offoot of a depth charge. It aota up 

roforomaoiona union are folt throughout too ontlro eeonony. 

As I hava already emphasized, power* of thi* omgnltud*, i f eserclaed 

without regard to tn* public Interest, hold tn* possibility of irrstrlsvably 

credit of tn* Oovomnont. They hold tn* possibility of driving 

jvt of tn* tluvrinwjn* *—erlty narkot and foroing tn* 

to flsaae* it* need* ky ineroaalng roaort to tn* bank* — tk* 

noat inflationary type of financing which It would b* paoalblo to devise. 

I an eertoin that the ftngwii ant tk* kntlon will not vlsh to delay longer 

In r—wwlng tno yo**lkllity of *nek a dangeron* develop**** daring tni* 

erltioal period In tk* nation** klatory. 

I nope tknt 1 nave •ueeeeded today In dispelling tk* tkangh* that 

there la any ny*t*ry about tk* stops whisk wo nnst take If wo are to f Inanee 

oar defense ***** without bar* to tk* eeonony. Ik* problen 1* oloar. oar 

ooaroo 1* plain, lot as no* do away vltk futi le theory nam eoajdoturs. 

Let a* got on vltk oar great task of building up our defeases by utilising 

In fa l l neasure the strength, tk* vital i ty , and tk* power for growth of tk* 

d—rio>* eeenomy nam tk* Anoriean financial *ysten. 
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