CORFIDRNTIAL RAFT 2/26/51

Memorandum for: The Seeretary of the Treamyy,

The Chairman of the Board of Governors of the
Pederal Reserve Systan,

‘The Pirector of Defense Mobilizaticm,
The Chaimman of Cewncil of Joomemic Advisopy.

I have been much conterned with the problem of reson-
eiling two objectives: first, the need to maintain stabllity in
the Wt security mariet and fga confidence in the publie
eredit of the United States, and second, the need to restrain
private credit expansion at this time. How to recemecile these
two ebjeoctiwes is an important faes$s of the complex problem of
controlling inflation during a defenss inm whish requires the full
use of our seoncamic resourees.

It would be relatively simple to restrain private eredit
if that were our only ocbjeative, or to maintain stability ia the
Government sesurity market il that were our omnly objective, But
in the surrent situation, both objestives must be schisved within
the framework of a complete and conxistent econcmie program.

Ne must maintain a stable market for the very large

financing operatiens of the Govermment. At the same time, we must
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maintatn flexible sethode of dealing with privite oredit in order
to Light influtiom. » st impose restraints upon nop-essential
private lsnding and irvestment. AS the came time, we must saintain
the landing and oredit faoilities widch are mecessiry to expand the
industrial base for a constant build-up of cur total sconomio
strength. Tnstesd of fighting inflation Wy the treditienal method
of diresting ooxtrols toward redusing the overwll level of eplay~
neat, ad prodactive activity, a dafense esorgsncy imposes the hurdsy
task of Sighting indlation widle striving to ex.and bosh employmmdt
and produotion above what wxld be regarded as mexcimm levels in
noysal pescetime.

at we do about privete aredi$ sxpansion and abeut the
Covertmmd sec.ritiss eried is, of cowrss, ouly a part of the
problem Shat confironte ws. A sucosseful pregram for schisving
prodmotion prowth and econsria sability in these sridical tismes must
be tmsed upon mush Yocosder ocnsiderations.

e mt min & wified, consistend, and oczprebensive attask
upon onr seteweds problems All along tha line. Owr progrem wust
inolunde, in proper propection, (roduction expansion policy, mane

power polimy, tax poligy, credit nolicy, dett muwgesent and
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nonetary policy, and a wide range of direct amd indirect coentrols
over materials, prices and wages. All of these policies are necss~-
sary; each of them must be used in harmony with the rest; nome
must be used in ways that mullify others,

We have besn striving in this emergency te dewelop such 2
unified progrem ia the publiec interest. MNuch progress has already
been made, both en the production fromt and on the anti-inflatioa
froat., MNany peacetime activities of Govermmest, including the activi-
ties of lemding and financing agemcies, have been pruned down. Oat-
backs of civilian supplies and allecations of essential meterials have
buamnd‘umm. Mmtwnmf&m
materials and productive capacity mseded in the defense effort have
been getten underway. Price md wage comntrols have been imitiated.
mumﬂm.ﬁlhewthwbo-qphod.
Large tax increases have bean mmacted, and additional tax propesals
are now pending, In all these flelds further action is being plamned

wunumum
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Uns outstanding prcblem whieh has thus far not been sclved
to our complete satisfaction is that of reconeciling the policies
concexning public debt management and private credit control. Cone
sidering the difficulty of tus problem, we should not be die-
couraged because an ideal solution has rot yet been found. The
essence of tuls problem is to reconeile two important objectives,
neither of whieh can be sacrificed.

On the one hand, we must maintain stability in the
Government sesurity market and confidence in the public credit of
the United States. This is important at all times. It is imper-
ative 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 billiens of dollars to finance the defense
effort during the sscond half of this c¢calendar year, even assuwming
the early enactment of large additional taxes, because of the
seasonal nature of tax regeipts which coneentrate collections in -
the first half of the year, snd because of the inevitable lag be-
tween m'mnuon of new taxes and their collection by the

Treasury. Such huge financial operations emn be carried out
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saccessfully only if there is full confidence in the public credit

of the United States based upon a stable securities market.

Cn the other hand, we must curb the expansion of private

loans, not only by the banking system ut also by fimancial insti-

tutions of all types, which would add to inflationary pressures,

This type of inflationary pressure must be stopped, to the greatest

oextent eonsistent with the defense effort and the achievement of

its production goals.

The maintenance of stability in the Government securities

market nscessarily 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 — stahility in the Government securities market or con-

trol of private credit expansion. I am firmly convinced that this
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is an serroneocus statement of the problem. We need not sacrifice

either.

Changing the interest rate is only one of several methods

to be considered for curbing credit expansion. Through careful

consideration of a much wider range of methods, I believe we can

achieve a sound reconciliation in the national Iinterest between

maintaining stability and confidence in public credit operations

and restraining expansion of inflationary private credit.

We have effective agencies for considering this problem

and arriving at a proper solution.

Over the years, a number of important steps have been

taken towards developing effective machinery for consistent and

comprehensive national economic policies. One of the earliest steps

in this century was the establishment of the Federal Reserve System

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 11, in a much more complex economic situation and a much more com-

plex framework of governmental activities affecting the economy, the
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Council of Fconomic Adviscrs was sstablished by the Congress under
the Employment Act of 1946 to advise the President and help prepare
reports to the Congress concerning how all majar economic policies
night be combined to promote ouwr economic strength and health. Still
more recently, in the current defense emergency, the Office of lefense
Jiobilisation has been established to ocordinate and direct operations
in the mobilization effort. Im addition, some of the established de—
partments, such as the Treasury Department, have always performed
sconomic functions which go beyond specialized problems and affect
the whole economy.

Consecuently, I am requesting the Secretary of the Treasury,
the Chairman of the Federal Reserve Board, the Directer of Defense
Mobilization, and the Chairman of the Council of Economic Advisers
to atudy ways and means to provide the necessary restraint on private
credit expansion and at the same time to make it possible to maintain
stability in the market for Govermment securities. While this study is
underway, I hope that no attempt will be made to change the interest
rete pattern, so that stability in the govermment security market will

be maintained.

Among other things, I ask that you consider specifically the
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desirability of measures: (1) to limit private lending through voluntary
actions by private groups, through Government-sponsored voluntary aetions
such as was done in a narrow field by tne Capital Issues Committee of
World War I, and through direct Govermment controls; and (2; to provide
the Federal Reserve Syatem with powers to impose additional reserve
requirements on banks,

Under the first heading, I am sure that you are aware of the
efforts that are already underway by tne American Bankers Assoclation,
the Investnent 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 lenders
and borrowers.

I should like you to consider alsc the establishment of a
committee similar to the Capital Issues Comxittee of World War I,
but operating in a broader area., The objectives of such a Committes
would be to prevail upon borrowsrs 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 correlated with
those of the defense agencles under Mr. Wilson with the objeetive of

eurtalling unnecessary uses of essential materials.
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Farthoermore, I should like you to comsider the necesaity
and feasibility of using the powers provided in the Emergency Bankinmg
dct of 1933 to euriail lending by member bamks of the Federal Reserve
System. These powers are vested in the Secretary of the Treaswry
mbjset to ny approval. The Seeretary eould by regelation delegate
the adninistration of this pregram to the 12 Pederal Reserve Banks,

sach to act in its own Federal Reserve District under sams flexible
precedure, The program could be extanded to institutiens other tham
member banks, if desired, by using the powsrs provided by the Tradiag
with the Enemy Act.

ummuegmau.munrnmmmu.
I@ummamdmnmtnmhwm
additional sutherity for the Federsl Reserve System to establish
bank ressrve requiremsats, .Ishuldnhyo;tcm.rthdom&-
bility of making that or another recommendation with the same gemeral
purpese at the present time.

You are all awars of the importance of this problem, and
the need for sm early resclutiem, I should like ysur stady to proceed
as repidly as pessible. I hope you will be able to give me at lsast
initial recommendations by Narch 15, I am asking the Secretary of
the Treasury to arrange for callimg this greup tegether at metually

comvenient times.
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At the sawe time that we are working to solve this
problem of maintaining the stability of the Government sccurities
market and restraining private credit expansion, we shall, of
course, continue vigorously to review Covernment lending and
loan guarantee operations. Cince the middle of last year, we
have taken a series of steps to curtail such operations and 1limit
them to amounts needed in this defense period. I am directing
the agencies concerned to report to =me by March 15 on the nature
and extent of their current sctivities, so that these operations
may again be reviewed as part of our over-all anti-inflationary

program,
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