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It was clearly understood by all that these were explorations at
the technical level and not negotiations.

Lengthy discussion of the techniques of the Open Market Committee
and the necessity for better liason between the Federal Reserve and
Treasury was a part of the early discussion, and it was clear that both
of us could be better informed on the thinking of the other.

Inasmucl as the Federal Reserve group had a specific proposal,
approved by the Open Market Comittee, in the letter of Felwuary 7 of
Chadrman ¥eCabe to the Secretary, most of the discussion attempted to
clarify what was intended in that letter,

The Federal Reserve group continuously asserted the unhappincss
of the Open Market Commitice ineiNimmes monetization of the Federal
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mariet and the fact that a large amount of selling was probably because
of conmitments alveady made by insurance companies, savings banks, loan
associations and the banking system, and the consequent replenighing of
resarves through sales to the Federal Reserve in the open market of
Government securities, ".
mmﬁuwuqmdmuamvmm,mm
intends to withdraw support from the short tern securities market and let
it adjust itself around the 1=3/4% discount rate now prevailing, They
felt that when these adjustaens were made, a groundwork would be laid in
the market which would sct as a deterrent to lending and meke it possible
to undertake in a more orderly fashion, although at t higher rates,
the refinancings which the Treasury faces in _'mmusertho
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Calendar Year 1951.

Much of their argument revolves around the traditional abhorence of
the banks for borrowing from the Federal Regerve and an aggregate reduction
of needed reserves, : nhadjmﬁ.gthdimtuh"

all v .
advanced prineipally by Mr. Rlefler htmamurymf\m-
market 2-3/. mmmmﬁm)m@mmw
for the -a'Decenmber 2-1/2's, the desire being to lock these two issues

A
up as much as possidble and remove them es an important market factor, A
t-mammmmnﬂa of exchange for l=1/2f five-
year notes for those who des: s |uew he clear
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At the coneluding seasion it was suggested by the T .mms
if the Secrotary should accede to the Federal — .
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This was put forward, not as a counter proposal, but on an
exploratory basis and with an earnest plea on the part of Mr, Bartelt
that we not sttempt 10 prejudge the market, s fus hope that such an
arrangement would release pressure from the market and permit us to get
a start on the refinancing program without impairing any further publiec .

confiderce in the markets. ~— tarines a2 /ﬁ?"
Tt was suggested by the Federal thatjpe might to buy N0 o

iindred millien pe the long - on xi1)ion by the .
one Iundred by the/ Federal, and hen agsg R pumu?’g:’
four tunired - 745 or three mndred@1¥on to be purchased by

the Treasury,
Federal,

'fﬁém.mummutmqmmwmwum
an agreement leaked in any other way than throaugh the published statements ¥ |
of the Federal and the Treasury, and the belief on Mr, Dartelt's part
thhtmmmmmmmmwm%
act as a toniec in restaring confidence to the market, I

There was general agreement thraighamut the discussions that the
Mnadrmuumtumwmﬂwmm;m
significant psychological factor in the cwrent situation.

After extended discussion, it seemed to be generally agreed by all
uutmrmmmwmmuamumwmu/l
not susceptible, with any cansistency, %o ¥ery much compromise, unless
there is a drestic change in the existing market situation, wiich on the
basis of owr talks appeared unlikely in the near future, It is the Federal
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questioming the effectiveness of the operation, and also questioning
the Federal evaluation that the repercassions in the market would not

exploratory talks and that no counter proposals had been offered by the A~
g Zly, it was suggested that the matter now be referred
where negotiations ar counter proposals might take place,
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February 24, 1961

& REPORT ON CONVERSATIONS AT THE TECHNICAL LEVEL OF

TREASURY AWD FEDERAL RESERVE SYSTEM REPRESENTATIVES

Participants:

First Meeting -

Reconvened =

Reconvened =

Reconvened =

Treasury = Nr. Wm. MeC. Martin, Jr.
Dr. George C. Haas
Mr., Edward F. Bartelt

Federal Reserve = Mr. Winfield w. Riefler
¥r. Woedlief Thomas
Mr. Robert Rouse (N.V. Federal)

Tuesday, February 20, 1961, 1:;00 pem., begimning
at luncheon in ¥r. MeCebe's office.

Adjourned at 2:45 p.m. to Federal Reserve Beard
Room and continued until 4:30 pem.
Tuesday, February 20, 1961, 8:30 pe.m.,
home of Mr. Riefler

Adjourned at 11:30 pem.
s
mm’. hm, n' lm’ "” P.‘.'
Library of Federal Reserve Building
Adjourned at 6:15 peme
Friday, February 23, 1951, 9:45 a.m.,
Library of Federal Reserve Building

Adjourned at 12:15 pem.

Not cleared with Bartelt or Haas
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It was clearly understood by all that these were explorations at the
technical level and not negotistions.

Lengthy diseussion of the teehniquegligl the Open Market Committee and
the necessity for better liaisoen between the Federal Reserve and Treasury
was a part of the early diseussion, and it was clear that both of us could
be better informed on the thinking of the other.

Inasmuch as the Federal Reserve group had a speecific propesal, approved
by the Open Market Committee, in the letter of February 7 of Chairman MeCabe
to the Seeretary, most of the discussion attempted to clarify what was intended
in that letter.

The Federal Reserve group continuously asserted the unhappiness of the
Open Market Committee in continual monetization of the Federal Debt,
particularly at premium prices and they made it clear that it was the judgment
of the Committee that the price of the leng=-term bonds should be permitted to
drop to par.

There was considerable discussion of the rigidities in the present
‘market and the faet that a large amount of selling was probably because of
comni tments already made by insurance companies, savings banks, loan assoeci-
ations and the benking system, and the consequent replenishing df reserves
through sales to the Federal Reserve in the open market of Government
securities.

Under the policy propesed in the February 7 letter, the Federal would
withdraw support from the short-term securities market and let it adjust
itself around the 1-3/4 percent discount rate now prevailing. They believe

that once these adjustments were made, a groundwork would be laid in the
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market which would act as a deterrent to lending and at the same time make
it possible to undertake in & more orderly fashion, although at somewhat
higher rates, the refinancings whieh the Treasury faces in the final six
months of the Calendar Year 1961.

Much of their argument revolves around the traditional abhorence of the
banks for borrowing from the Federal Reserve and their confidence in the
restraining influence of borrowed reserves. Under these conditions shorte
term rates adjust to the discount rate.

Under considerable pro'uing by the Treasury group, the Federal Reserve
group were willing to explore with the Committee the feasibility of & commite
ment to maintein the discount rate at 1-3/4 pereent for a period of time
running through December 19561 ia order to facilitate Treasury planning of new
money and refinancing at the new levels established as a result of these
adjustments, It was pointed out, however, that any such advance comnitment
mizht present difficulties since it would invelve all directors of all 12
Federal Reserve Banks as well as the Board of Governors.

There was long discussion, eand much of it sympathetie, of a proposal
advanced prineipally by Mr. Riefler thet the Seeretary announce % non-
marketable 2-3/4 percent longe-term, installment retirement, bond (29-1/2 years)
which could be exchanged for the existing 2-1/2's June end December of 1967-72,
the desire being to lock these two issues up as muech as possible and remove
them as an importent market factor. A feature of this issue might be an
alternative of exchanze for 1=1/2 percent five~yesr notes for those who
desired to cesh them or wanted a marketable issue.

At the concluding session it was suggested by the Treasury group that

if the Secretary should effer no objection teo the Federal Reserve proposal
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with respect to the adjustment of short-term rates and should decide to
announce a 2-3/4 percent long-term non-marketable issue, to be exchanged for
the outstanding long-term restricted issues, the Federal Reserve might comsider
maintaining the eurrent levels in the June and December issues until it was
demonstrated whether they would continue to require support. 1In the event that
continued support were necessary, the Treasury group suggested that the Federal
Reserve and the Treasury could meet again to consider the problem.

This was put forward, not as a counter proposal, but on an exploratery
basis and with an earnest plea on the part of Mr, Bartelt that we not attempt
to prejudge the market. It was his hope that such an arrangement would release
pressure from the market and permit us to get a start on the refinanecing
program without impairing further public confidence in the markets.

It was suggested by the Federal that if the Treesury desired to test the
new exchange issue this way, they might consider an agreement that the cost of
supporting the first two hundred million purchased be shared equally by the
Treasury and the Federal Reserve, that the Treasury earry 75 percent of the
cost of the succeeding $400 million, and that the Treasury earry the whole
amount of any purechased in exeess of $600 millien, ‘.'

There was & lot of talk about seecrecy and the diffieulty if such an
agreement leaked in any other way than through the published statements of
the Federal and the Treasury, and the belief on Mr. Bartelt's part that
knowledge that the Treasury and the Federal had gotten togebher would act as
a toniec in restoring confidence to the market.

There was general agreement throughout the discussions that the so-called

feud between the Treasury and Federal was a most significant psychologieal
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factor in the current situation. Both groups attached great importance teo
the publie’s fear of further loss in the purchasing power of the dellar,

After extended discussion, it seemed to be generally agreed by all that
the FPederal Reserve approach was essentially a "package one" and is not
susceptible, with any consistency, to very much compromise, unless there is
& drastic chanze in the existing market situation, which on the basis of our
talks appeared unlikely in the near future. It ie the Federal view that their
proposal would involve no serious disruption of the security market. They
feel that the increased flexibility of the market would produce more confidence.

Their major point is an unwillingness on their part to continue mone-
tization of debt. They concede that maintemance of orderly markets will emtail
some further monetization which they would hope to keep at a minimum.

There was general agreement that we were discussing degrees rather than
absolutes, and that the Treasury was questioning the effectiveness of the
operation, and also gquestioning the Federal evaluation that the repercussions

i in the market would not be serious.

Both sides agreed that monetization of debt must be stopped as far as
possible. The Federal Reserve position was firm that this uuld‘-,ut be done
without repercussions in the money market while the Treasury view has been
that it could be minimized through direct controls which were preferable to
increases in interest rates., This was the philuoph& back of the Secretary's
January 18 address. Upon exploration of the proposals im the light of that
address, however, it was agreed that the proposals discussed did not run
directly counter to that address. He did not discuss an exchange issue. Such
an issue at 2-3/4 perceant, if it were longz-term and mon-marketable, would mot

be inconsistent with a 2-1/2 percent rete on the outstanding marketable issuese
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At the end of the meetings it was made clear again that these were only
exploratory talks. Accordingly, it was suggested that the matter now be
referred to a higher level where negotiations or counter propesals might take

pluo.
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REPORT ON CONVERSATIONS AT THE TECHNICAL IE VEL OF
TREASURY AND FEDERAL RESERVE SYSTEM REPRESENTATIVES

Participants: Treasury = Mr. Wm. McC. Martin, Jr.
Dr. George C. Haas
Mr. Edward F. Bartelt

Federal Reserve - Mr. Winfield W. Riefler
¥r. Woodlief Thomas
Mr. Robert Rouse (N.Y.Federal)

First lMeeting - Tuesday, February 20, 1951, 1:00 P.M.,
beginning at luncheon in lMr. McCabe's
office.

Adjourned at 2:L45 P.M. to Federal Reserve
Board Room and continued until l:30 P.M.

Reconvened = Tuesday, February 20, 1951, 8:30 P.M.,
home of lr, Riefler
Adjourned at 11:30 P.M.

Reconvened - Wednesday, February 21, 1951, 2:30 P.M.,
Library of Federal Reserve Building
Adjourned at 6:15 P.M.

Reconved - Friday, February 23, 1951, 9:45 A.M.,

Library of Federal Reserve Buigding
Adjourned at 12:15 P.l. \
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It was clearly understood by all that these were explorations at
the technical level and not negotiations.

Lengthy discussion of the techniques of the Open Market Committee
and the necessity for better liaison between the Federal Reserve and
Treasury was a part of the early discussion, and it was clear that both
of us could be better informed on the thinking of the other.

Inasmich as the Federal Reserve group had a specific proposal,
approved by the Open Market Committee, in the letter of February 7 of
Chairman McCabe to the Secretary, most of the discussion attempted to
ciarify what was intended in that letter.

The Federal Reserve group éontinuously asserted the unhappiness
of the Open Market Committee in continual monetization of the Federal
Debt, particularly at premium prices and they made it clear that it was
the judgment of the Committee that the price of the long-term bonds should
be permitted to drop to par;

There was considerable discussion of the rigidities in the present
market and the fact that a large amount of selling was probably because of
commitments already made by insurance companies, savings bankf, loan
associations and the banking system, and the consequent repleﬁishing of
reserves through sales to the Federal Reserve in the open market of Govern-
ment securities.

Under the policy proposed in the February 7 letter, the Federal
would withdraw support from the short-term securities market and let it
adjust itself around the 1-3/L% discount rate now prevailing. They believe

that once these adjustments were made, a groundwork would be laid in the
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i
market which would act as a deterrent to lending and at the same time make
it possible to undertake in a more orderly fashion, although at somewhat
higher rates, the refinancings which the Treasury faces in the final six
months of the Calendar Year 1951.

Much of their argument revolves around the traditional abhorence
of the banks for borrowing from the Federal Reserve and their confidence
in the restraining influence of borrowed reserves. TUnder these conditions
short-term rates adjust to the discount rate.

Under considerable pressing by the Treasury group, the Federal
Reserve group were willing to explore with the Committee the feasibility
of a commitment to maintain the discount rate at 1-3/L4% for a period of
time running through December 1951 in order to facilitate Treasury planning
of new money and refinancing at the new levels established as a result of
these adjustments. It was pointed out, however, that any such advance
commitment might present difficulties since it would involve all directors
of all 12 Federal Reserve Banks as well as the Board of Governors.,

There was long discussion, and much of it sympathetic, of # pro=-
posal advanced principally by Mr. Riefler that the Secretaxw'ennounce a non-
marketable 2-3/4% long-term, installment retirement, bond (29;1/2 years)
which could be exchanged for the existing 2-1/2's June and December of
1967-72, the desire being to lock these two issues up as much as possible
and remove them as an important market factor. A feature of this issue
might be an alternative of exchange for 1-1/2% five-year notes for those
who desired to cash them or wanted a marketable issue.

At the concluding session it was suggested by the Treasury group
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.
that if the Secretary should offer no objection to the Federal Reserve
proposal with respect to the adjustment of short-term rates and should
decide to announce a 2-3/4% long-term nonmarketable issue, to be exchanged
for the outstanding long-term restricted issues, the Federal Reserve might
consider maintaining the current levels in the June and December issues
until it was demonstrated whether they would continue to require support.
In the event that continued support were necessary, the Treasury group
suggested that the Federal Reserve and the Treasury could meet again to
consider the problem.

This was put forward, not as a counter proposal, but on an ex-
ploratory basis and with an earnest plea on the part of Mr. Bartelt that
we not attempt to prejudge the market., It was his hope that such an
arrangement would release pressure from the market and permit us to get
a start on the refinancing program without impairing further public
confidence in the markets.

It was suggested by the Federal that if the Treasury desired to
test the new exchange issue this way, they might consider an agreement that
the cost of supporting the first two hundred million purchase‘.i be shared
equally by the Treasury and the Federal Reserve, that the Trea:sury carry
75 per cent of the cost of the succeeding $400,000,000, and that the
Treasury carry the whole amount of any purchased in excess of $600,000,000.

There was a lot of talk about secrecy and the difficulty if such
an agreement leaked in any other way than through the published statements
of the Federal and the Treasury, and the belief on Mr. Bartelt's part that
knowledge that the Treasury and the Federal had gotten together would act
as a tonic in restoring confidence to the market.
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There was general agreement throughout the discussions that the
so-called feud between the Treasury and Federal waslg;mos} significant
P c5a groupsd

attached great importance to the publict!s fear of further loss in the

psychological factor in the current situation., T

purchasing power of the dollar.

After extended discussion, it seemed to be generally agreed by
all that the Federal Reserve approach was essentially a "package one" and
is not susceptible, with any consistency, to very much compromise, unless
there is a drastic change in the existing market situation, which on the
basis of our talks appeared unlikely in the near future. It is the Federal
view that their proposal would involve no serious disruption of the
security market. They feel that the increased flexibility of the market
would produce more confidence.

Their major point is an unmwillingness on their part to continue
monetization of debt. They concede that maintenance of orderly markets
will entail some further monetization which they would hope to keep at a
minimam,

wﬁwﬂmﬂg,ﬂe was general agreement that we
were discussing degrees rather than absolutes, and that the éLeasury'was
questioning the effectiveness of the operation, and also questioning the
Federal evaluation that the repercussions in the market would not be
serious.

Both sides agreed that monetization of debt must be stopped as
far as possible. The Federal Reserve position was firm that this could not

be done without repercussions in the money market while the Treasury view
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has been that it could be minimized through direct controls which were
preferable to increases in interest rates., This was the philosophy back
of the Secretary's January 18 address. Upon exploration of the proposals
in thg light of that address, however, it was agreed that tisere the pro-
posals discussed did not run directly counter to that address. ( e

termaiades. He did not

discuss an exchange issue. Such an issue at 2-3/L%, if it were long-term
and nonmarketable, would not be inconsistent with a 2-1/2% rate on the
outstanding marketable issues.

At the end of the meetings it was made clear again that these
were exploratory talks,as
Dpetire-TrERETITE Accordingly, it was suggested that the matter now be
referred to a higher level where negotiations or counter porposals might

take place,

-
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February 24, 1951

REPORT ON CON?ERSATIONS AT THE TECHNICAL LEVEL OF

TREASURY AND FEDERAL RESERVE SYSTEM REPRESENTATIVES

Participents:

First lieeting =

Reconvened =

Reconvened =

Reconvened =

Treasury = Mr. Wm. McCe Martin, Jre.
Dr. George C. Haas
Mr., Edward F. Bartelt

Federal Reserve = lMr. Winfield We Riefler

Mr. Woodlief Thomes
Mr. Robert Rouse (N.Yes Federal)

Tuesday, Februsry 20, 1951, 1:00 pem., beginning
at luncheon in Wr. licCabe's office.

Adjourned at 2:45 p.me to Federal Reserve Boerd
Room and continued until 4:30 p.m.
Tuesday, February 20, 1951, 8:30 pem.,
home of Mr. Riefler
Adjourned at 11:30 pem.
$
Wednesday, February 21, 1951, 2:30 pem., "
Library of Federal Reserve Building
Adjourned at 6:15 p.me.
Friday, February 23, 1951, 9:45 a.mey
Library of Federal Reserve Building

Adjourned at 12:15 pem.

4:35 peme =~ Cleared with Martin
Not cleared with Bartelt or Haas
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It was clearly uaderstood by all that these were explorations at the
technical level and not negotiations.

Lengthy discussion of the techniques of the Qpen Market Committee and
the necessity for better liaison between the Federal Reserve and Treasury
was & part of the early discussion, and it was clear that both of us could
be better informed on the thinking of th; othero

Inasmuch as the Federal Reserve group had a specific proposal, approved
by the Open Market Committee, in the letter of February 7 of Chairmen McCabe
to the Secretary, most of the discussion attempted to clarify what was intended
in that letter.

The Federal Reserve group continuously asserted the unhappiness of the
Open liarket Committee in continual monetization of the Federal Debt,
particularly at premium prices and they made it clear that it was the judgment
of the Committee that the price of the long-term bonds should be permitted %o
drop to par.

There was considerable discussion of the rigidities in the present
market and the fact that a larze amount of selling was probably because of
commitments already made by insursnce companies, sevings banks, loan associ=-
ations and the banking system, and the consequent replenishing %? reserves
through seles to the Federal Reserve in the open market of Government
securitiese.

Under the policy proposed in the February 7 letter, the Federal would
withdraw support from the short-term securities market and let it adjust
itself sround the 1-3/4 percent discount rate now prevailing. They believe

that once these adjustments were made, a groundwork would be laid in the
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market which would act as a deterrent to lending and at the same time make
it possible to undertake in & more orderly fashion, although &t somewhat
higher rates, the refinencings which the Treasury faces in the final six
months of the Calendar Year 1961.

Much of their argument revolves around the traditional abhorence of the
benks for borrowing from the Federel Reserve and their confidence in the
restraining influence of borrowed reserves. Under these conditions short-
term rates adjust to the discount rate.

Under considerable pressing by the Treasury group, the Federal Reserve
group were willing to explore with the Committee the feasibility of & commit-
ment to maintein the discount rate at 1-3/@ percent for a period of time
running through December 1851 in order to facilitate Treasury planning of new
money and refinancing et the new levels established as a result of these
adjustments. It was pointed out, however, that any such advence commitment
mizht present difficulties since it would invelve all directors of all 12
Federal Reserve Banks as well as the Board of Governorse.

There was long discussion, and much of it sympathetic, of a proposal
advanced prinecipally by Mr. Riefler that the Secretary annaunce%g non=
marketable 2-3/4 percent long~-term, installment retirement, bond (29-1/2 years)
which could be exchanged for the existing 2-1/@'8 June and December of 1967=72,
the desire being to lock these two issues up &s much as possible and remove
them as an important market factor. A feature of this issue mizht be an
alternative of exchange for 1-1/2 percent five-year notes for those who
desired to cash them or wanted & marketable issue.

At the concluding session it was suggested by the Treasury group that

if the Secretary should offer no objection to the Federal Reserve propesal
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with respect to the adjustment of short-term rates and should decide to
announce a 2-3/4 percent long-term non-marketeble issue, to be exchanged for
the outstanding long-term restricted issues, the Federal Reserve might consider
mainteininz the current levels in the June and December issues until it was
demonstrated whether they would continue to require support. 1In the event that
continued support were necessary, the Treasury group suggested that the Federal
Reserve and the Treasury could meet again to consider the problem.

This wes put forward, not as a counter proposal, but on an explcratery
basis and with an earnest plea on the part of Mr. Bartelt that we not attempt
to prejudge the merket. It was his hope that such an arranéement woull release
pressure from the market and permit us to get a start on the refinancing
program without impairinz further publie confidence in the marketse.

It was suggested ﬁy the Federal that if the Treesury desired to test the
new exchange issue this way, they might consider an agreement that the cost of
supporting the first two hundred million purchased be shared equally by the
Treasury and the Federal Reserve, that the Treasury carry 76 percent of the
cost of the succeeding $400 million, end that the Treasury carry the whole

* amount of any purchased in excess of $600 millione ¢
)

There was a lot of talk about secrecy and the diffieculty if such an
agreement leaked in any other way than through the published statements of
the Federsl and the Treasury, and the belief on Mr. Barteltts part that
knowledge that the Treasury and the Federal had gotten together would act as
a tonic in restoring confidence to the merket.

There was general agreement throughout the discussions that the so=-called

feud between the Treasury and Federal was a most significant psychological
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factor in the current situation. Both groups attached great importance to
the publiets fear of further loss in the purchasing power of the dollar.

After extended discussion, it seemed to be generally agreed by all that
the Federal Reserve approach was essentially & "package one" and is not
susceptible, with any consistency, to very much compromise, unless there is
a drastic change in the existing market situetion, which on the basis of our
talks appeared unlikely in the near fubture. It is the Federal view that their
proposel would involve no serious disruption of the security market. They
feel that the increased flexibility of the market would produce more confidences

Their major point is an unwillingness on their pert to continue mone=
tization of debt. They concede that maintenance of orderly markets will emtail
some further monetization which they would hope to keep at a minimum.

There was general agreement that we were discussing degrees rather than
absolutes, and that the Treasury was questioning the effectiveness of the
operation, and also questioning the Federal evaluetion that the repercussions
in the market would not be serious.

Both sides agreed that monetization of debt must be stopped as far as
possible. The Federal Reserve position was firm thet this coulg not be done

S
without repercussions in the money market while the Treasury view has been
thet it could be minimized through direct contrels which were preferable to
increases in interest rates. This was the philesophy back of the Secretary's
January 18 address. Upon exploration of the proposals in the light of that
address, however, it was agreed that the proposals discussed did not run
directly counter to thet address. He did not discuss an exchange issue. Such
en issue at 2-3/@ percent, if it were long=term and non-marketable, would not

be inconsistent with a 2-1/2 percent rete on the outstanding merketable issueseo
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At the end of the meetings it was made clear again that these were only
exploratory talks. Accordingly, it was suggested that the matter now be
referred to & higher level where negotiations or counter proposals might take

place.

- -

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



N\

It was clearly understood by all thet these were explorations at the
technical level and not negotiations.

Lengthy discussion of the techniques of the Open Market Committee and
the necessity for better liaison between the Federal Reserve and Treasury
was & part of the early discussion, and it was clear that both of us could

be better informed on the thinking of the other. The discussion broucht out

the high degree of ecooperation which exists between the ‘Treasury and the
Federal Reserve in coordinating the funetion of the Treasury in maintaining

its dally cash position with the function of the Pederal Reserve in controlling
bank reserves. It was mentiomed that the Treasury consults freely with the
Hanager of the Open Market Account in forecasting daily and weekly cash receipts
and payments and in determining the smounts of calls o be made on Treasury

Tax and Loan Accounts. The Mansger of the Open Market Account was commended

for his courtesy ia furnishing information snd answering questions regarding
the Market, whem requested, but the view was expressed thet if the Federal
Reserve would consult more freely with Treasury before movements are made
interest rates) there would be brought about a ecloser coordination of the credit
policy of the Federal Reserve with the debt sanagement poliey of the Treasury.
Treasury mentioned, particularly, its helplessness when Open h_rht_ Poliecy
between financing periods results in a market situatiom which virtually pre-
determines an interest-rate change for the new financing., It was also felt
that confidence is not promoted if new issues are permitted to "sour" shortly
after they h-nmwtwtﬁ-w;,

Inasmuch as the Federsl Reserve group had a specific propessl, approved
by the Open Market Committee, in the letter of February 7 of Chairman McCabe

143@1 = il e Py p aalss iy sanorsiirdl Lot
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to the Secretary, most of the discussion attempted to clerify what was intended
in that letter.

The Federal Reserve group econtinuously asserted the unhappiness of the
Open Y¥arket Comnittee in continual monetization of the Federal Debdt,
partioularly at premium prices and they made 1%t clear that it was the judgment
of the Committeoe that the price of the long-term bonds should be permitted to
drop to par.

There was considerable discussion of the rigidities in the present
market and the fact that a large amount of selling was prebably because of
comnitments already mmde by insurance compeanies, savings banks, loan associ-
ations and the banking system, and the consequeant replenishing of reserves
through sales to the Federal Reserve in the open merket of Covernmeant
securities.

Under the policy proposed im the February 7 letter, the Federal would
withdraw support from the short~term securities market and let it adjust
itself around the 1-3/4 percent discount rate now prevailing. They believe
that once these adjustments were made, & zroundwork would be laid in tlu
market which would act as a deterrent %o lending and et the same time make
it possible to undertake in & more orderly fashion, although atysomewhat
higher rates, the relinsncings which the Treasury faces in the ;1u1 six
months of the Calendar Yeer 1961.

Much of their argusent revolves around the traditional abhorence of the
banks for borrowing from the Pederal Reserve and their confidence in the
restraining influence of borrowed reserves. Under these conditions short-
term rates adjust to the discount rate.

At the suzgestion of the Treasury group, the Federal Reserve group

indicated a willingness to explore with the Committee tho feasibility of a
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& commitment to maintain the discount rate at 1-3/4 percent for a period of
time ruming through December 1951 in order to facilitate Treasury planning of
new money and refinancing at the new levels established as a result of these
edjustments. It was pointed out, however, thut any such advance commitment
might present difficulties since it would invelve sll directors of all 12
Federal Reserve Banks as well as the Board of Governors.

There was long discussion, end much of it sympathetic, of a propesal
advanced prineipally by Mr. Rlefler that the Secretary announce a non-market-
able 2-3/4 percent long-term, instellment retirement, bond (28-1/2 years)
which could be exchanged for the exlstiang 2-1/2's June end December of 1967-72,
the desire being to lock these two issues up as much &s possible and remove
them as an lmportant market factor. This security would not be redeemable

by the Treasury prior to msturity. However, a feature of this issue might

be a privileze to exchanre it prior %o maturity for a 1-1/2 marketable five-

Year note in order to take oare of situsctions where owners subsequently might

desire & securlity that could be sold on the market. Mr. g.-nn- indicated

that the amortization feature of the proposed 2-3/4 percent non-marketable

bond could be eliminated from the terms if om comsideration by the Treasury
that micht be undesirable. ._ %

At the concluding session it was sugzested by the Tressury bg,roup that
il the Seeretary should offer no objection to the Federal Reserve proposal
with respect to the adjustment of short-term rates and should decide to
announce & 2-3/4 percent long-term non-marketable issue, to e exchanged for
the outstanding long=term restricted issues, the Pederel Reserve might consider
meintaining the current levels in the June and December issues until it was
demonstrated whether they would continue to require support. In the event that
continued support were necessary, the Treasury group suggested that the
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Federal Reserve and the Tressury could meet mguin to consider the problem.
This was put forward, not as a counter proposal, but on an explorstory

basis and with an earnest plea on the part of Mr. Bartelt that we not attempt

to prejudge the market, or the ability of ths Treasury later in the year te

sell a 2-1/2 percent security, such as a G bond or the 2-1/2 percent Investor

Series type issued in the Fall of 1947. It was his hope that such an arrange-

nent would release pressure from the market and permit us to get a start on
the refinancing progrsm without impairing further public confidence in the
markets.

It was suggested by the Federal that if tbo_'ruuury desired to test the
new exchange issue this way, they might comslider an agreement that the cost of
supporting the first two hundred million purcheased be shared equally by the
Troasury and the Federal Reserve, that the Treasury carry 76 percent of the
cost of the succeeding $400 million, and that the Treasury ecarry the whole
amount of any purchased in excess of §600 millien.

There was & lot of talk about secrécy and the difficulty if such an

. sgresment leaked in any other way thau threugh the published statements of
the Federal and the Treasury, and the belief on lr. Bartelt's part that
knowledze thet the Treasury and the Federal had gotten together "p-uld act as
& tonic in restoring confidence to the market.

There was general agreement throuzhout the discussions that the so-called
feud between the Treasury end Federal was & wost significant psychologieal
factor in the current situation. Both groups attached zreat importance to
the publie's fear of further loss in the purchasing power of the dollar,

Af'ter extended discussion, it seemed to be penerally agreed by all that

the Federal Reserve approach was essentially a "package one" and is not
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susceptible, with any consistency, to very much compromise, unless there is
a drastio change in the existing market situation, which on the basis of our
talks appeared unlikely in the near future. It is the Federal view that their
proposal would invelve no serious disruption of the security ﬂl‘k‘.t. ﬂuy 3
feel that the lnervased flexibility of the market would produce more confidence.

Thelr major point is an wmwillingness on their part to continue mone-
tization of debt. They concede that meintenance of orderly markets will entail
some further monetization which they would hope to l;up et & minimua.

Thore was gensral agreement thet we were discussing degrees rather than
absolutes, and that the Treasury was questioniung the effectivensss of the
operation, and also questioning the Federal evaluation thet the repercussions
in the market would not be serious.

Both sides agreed that monetization of debt must be stopped as far as
possible. The Federal Peserve position was firm that this could not be donme
without repercussions in the money market while the Treasury view has been
that it could be minlalzed through direct controls which were preferable to
increases in laterest rates. This was the philosophy back of the Secretary's
Janusry 18 address. Upon exploration of the proposals in the licht of that
address, however, 1t was agreed thet the proposals discussed did not rum
directly counter to that address. He did not discuss an uuhlng; issue. Such
an issue at 2-3/4 percent, if it were long-term and non-marketable, would be
consistent with the pattern of a 2-1/2 percent rate as announced by the

Secretary on January 18.

At the end of the meetings it was wade olear again that these were only
exploratory talks. Accordingly, it was suggested that the zatter now be
referred to a higher level rhoro;; negotiations or counter proposals might take
place.
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Treasury = Mr. Wm. McC. Martin, Jr.
Dr. George C. Haas
Mr. Edward F. Bartelt

Federal Reserve = M-, Winfield W. Riefler
Mr. Woodlief Thomas
Mr. Robert Rouse (N. Y. Federal)

Tuesday, February 20, 1951, 1:00 P.M.,
beginning at luncheon in Mr. McCabe's
office,

Ad journed at 2:45 P.M. to Federal Reserve
Board Room and continued until 4330 P.M.

home of Mr. Riefler
Adjourned at 11:30 P.M.

Wedneaday, Febm 21, 1951, 2:30 PCM.,
Library of Federal Reserve Building
Adjourned at 6:15 P.M.

Friday, February 23, 1951, 9:45 A.M.,
Library of Federal Reserve Building
Adjourned at 12:15 P.M.



Strictly Confidential

It was clearly understood by all that these were explorations at the
technical level and not negotiations.

Lengthy discussion of the techniques of the Open Market Committee and
the necessity for better liaison between the Federal Reserve and Treasury
was a part of the early discussion, and it was clear that both of us could
be better informed on the thinking of the other. The discussion brought out
the high degree of cooperation which exists between the Treasury and the
Federal Reserve in coordinating the function of the Treasury in maintaining
its daily cash position with the function of the Federal Reserve in controlling
bank reserves., It was mentioned that the Treasury consults freely with the
Manager of the Open Market Account in foregasting daily and weekly cash receipts
and paymert s and in determining the amounts of calls to be made on Treasury
Tax and Loan Accounts, The lManager of the Open Market Account was commended
for his courtesy in furnishing information and answering questions regarding
the market, when requested, but the view was expressed that if the Federal
Reserve would consult more freely with Treasury before movements are made
in the direction of changes in price levels (with consequent effects on in=
terest rates) there would be brought about a closer coordination of the credit
policy of the Federal Reserve with the debt management policy of the Treasury.
Treasury mentioned, particularly, its helplessness when Open Maq‘kaft. Policy
between financing periods results in a market situation which vi.;'tually pre-=
determines an interest-rate change for the new financing. It was also felt
that confidence is not promoted if new issues are permitted to "sour® shortly
after they have been put on the larket.

The Federal Reserve group emphasized the desirability of keeping the

Treasury fully informed of all open market operations and the reasons for them.

The Manager of the account supplies the Treasury with regular market reports
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given to the Board and members of the Open Market Committee and also keeps

the Treasury staff currently informed of operations. The Manager is glad

to answer any questions that may be raised by the Treasury as to operations

and objectives of policy. The Federal Reserve group are of the opinion that

all operations have been conducted on the basis of and within the limits of

policies previously determined by the Committee and cammnicated to the

Secretary of the Treasury. They feel that any misunderstanding that might

have risen in the past might be avoided through closer staff contact of the

type contemplated for the future.

Tnasmuch as the Federal Reserve group had a specific proposal, approved
by the Open Market Committee, in the letter of February 7 of Chairman lMeCabe
to the Secretary, most of the discussion attempted to clarify what was
intended in that letter.

The Federal Reserve group continuously asserted the unhappiness of the
Open Market Committee in continual monetization of the Federal Debt, particu=
larly at premium prices and they made it clear that it was the judgment of
the Committee that the price of the long~term bonds should be permitted to
drop to par.

There was considerable discussion of the rigidities in tile present
market and the fact that a large amount of selling was probabty"beccmse of
commitments already made by insurance companies, savings banks, loan associa=-
tions and the banking system, and the consequent replenishing of reserves through
sales to the Federal Reserve in the open market of Govermment securities.

Under the policy proposed in the February 7 letter, the Federal would
withdraw support from the short-term securities market and let it adjust itself
around the 1=3/l per cent discount rate now prevailing. They believe that
once these adjustments were made, a groundwork would be laid in the market
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which would act as a deterrent to lending and at the same time make it
possible to undertake in a more orderly fashion, although at somewhat higher
rates, the refinancings which the Treasury faces in the final six months of
the Calendar Year 1951,

Much of their argument revolves around the traditional abhorence of the
banks for borrowing from the Federal Reserve and their confidence in the
restraining influence of borrowed reserves, Under these conditions short-
term rates adjust to the discount rate.

At the suggestion of the Treasury group, the Federal Reserve group
indicated a willingness to explore with the Committee the feasibility of a
commitment to maintain the discount rate at 1=3/L per cent for a period of time
running through December 1951 in order to facilitate Treasury planning of new
money and refinancing at the new levels established as a result of these ad-
justments, It was poinbted out, however, that any such advance commitment
might present difficulties since it would involve all directors of all 12
Federal Reserve Banks as well as the Board of Governors.

There was long discussion of the possibility of offering in exchange for

the outstanding longest=term restricted bonds a new issue of a type that would

lock funds in and remove these bonds as disturbing market factors, Particu-

L]
lar attention, generally sympathetic, was given to a proposal advanced

principally by Mr. Riefler that the Secretary announce a non-marketable 2=3/L
per cent long~term, installment retirement, bond (29=1/2 years) which could
be exchanged for the existing 2-1/2%s of June and December of 1967=72., This
security would not be redeemable by the Treasury prior to maturity. However,
a feature of this issue might be a privilege to exchange it prior to maturity

for a 1=-1/2 marketable five=year note in order to take care of situations
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where owners subsequently might desire a security that could be sold on the
market. Mr. Riefler indicated that the amortization feature of the proposed
2-3/l per cent non-marketable bond could be eliminated from the terms if on
consideration by the Treasury that feature might be considered undesirable.

At the concluding session it was suggested by the Treasury group that
if the Secretary should offer no objection to the Federal Reserve proposal with
respect to the adjustment of short-term rates and should decide to announce a
2-3/l; per cent long-term non-marketable issue, to be exchanged for the out-
standing long-term restricted issues, the Federal Reserve might consider
maintaining the current levels in the June ami December issues until it was
demonstrated whether they would continue to require support. In the event that
continued support were necessary, the Treasury group suggested that the Federal
Reserve and the Treasury could meet again to consider the problem.

This was put forward, not as a counter proposal, tut on an exploratory

basis and with an earnest plea on the part of Mr. Bartelt that we not attempt

to prejudge the market, or the ability of the Treasury later in the year to

sell a 2-1/2 per cent security, such as a G bond ar the 2-1/2 per cent Investor
Series type issued in the Fall of 1947. It was his hope that such an arrange-
ment would release pressure from the market anmd permit us to g,e‘l!'pa. start on
the refinancing program without impairing f.urther public confidence in the
markets.
It was suggested by the Federal that if the Treasury desired to test the

new exchange issue this way, they might consider an agreement that the cost of

| supporting the first two hundred million purchased be shared equally by the
Treasury and the Federal Reserve, that the Treasury carry 75 per cent of the
cost of the succeeding $400 million, ani that the Treasury carry the whole amount

of any purchased in excess of $600 million.

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



% &%

There was a lot of talk about secrecy and the difficulty if such an
agreement leaked in any other wgy than through the published statements of
the Federal and the Treasury, and the belief on Mr., Barteltts part that
knowledge that the Treasury and the Federal had gotten together would act as
a tonic in restoring confidence to the market.

There was general agreement throughout the discussions that the so=-called
feud between the Treasury and Federal was a most significant psychological
factor in the current situation. Both groups attached great importance to the
publicts fear of further loss in the purchasing power of the dollar,

After extended discussion, it seemed to be generally agreed by all that
the Federal Reserve approach was essentially a "package one" and is not
susceptible, with any consistency, to very much compromise, unless there is
a drastic change in the existing market situation, which on the basis of our
talks appeared unlikely in the near future. It is the Federal view that their
proposal would involve no serious disruption of the security market. They
feel that the increased flexibility of the market would produce more confidence.

Their major point is an unwillingness on their part to continue mone=
tization of debt. They concede that maintenance of orderly markets will entail
some further monetization which they would hope to keep at a minimum.

There was general agreement that we were discussing degree!l, rather than
absolutes, and that the Treasury was questioning the effectiveness of the
operation, and also questioning the Federal evaluation that the repercussions
in the market would not be serious,

Both sides agreed that monetization of debt must be stopped as far as
possible, The Federal Reserve position was firm that this could not be done
without repercussions in the money market while the Treasury view has been
that it could be minimized through direct controls which were preferable to
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increases in interest rates. This was the philosophy back of the Secretary's

January 18 address. Upon exploration of the proposals in the light of that

address, however, it was agreed that the proposals discussed did not run
directly counter to that address. He did not discuss an exchange issue. Such
an issue at 2-3/L per cent, if it were long-term and non-marketable, would be
consistent with the pattern of a 2-1/2 per cent rate as announced by the
Secretary on January 18.

At the end of the meetings it was made clear again that these were only
exploratory talks. Accordingly, it was suggested that the matter now be
referred to a higher level where negotiations or counter proposals might take
place.

-
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REPORT ON CONVERSATIONS AT THE TECHNICAL LEVEL OF

TREASURY AND FEDERAL RESERVE SYSTEM REPRESENTATIVES

Participants: Treasury =

Federal Reserve -

Jr, Wm. MecC, lartin, Jre
Dr, George C. Haas
¥r, Edward F. Bartelt

Mr. Winfield W, Riefler
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beginning at
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Adjourned at 2345 P.. to Tederal Reserve
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home of Mr. Riefler
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Adjourned at 6:15 P.le
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It was clearly understood by all that these were explorations at
the technical level and not negotiations.

Lengthy discussion of the techniques of the Open Market Committee
and the necessity for better liason between the Federal Reserve and
Treasury was a part of the early discussion, and it was clear that both
of us could be better informed on the thinking of the other,

Inssmch as the Federal Reserve group had a specific proposal,
approved by the Open Market Committee, in the letter of February 7 of
Chairman McCabe to the Secretary, most of the discussion attempted to
clarify what was intended in that letter.

The Federal Reserve group continuously asserted the unhappiness
of the Open Market Committee in continual monetization of the Federal
Debt, ﬁm:; at premium prices.

There was considerable discussion of the rigidities in the present
market and the fact that a large amount of selling was probably because
of commitments already made by insurance companies, savings banks, loan
assoclations and the banking system, and the consequent replenishing of
reserves through sales to the Federal Reserve in the open market of
Covernment securities. ".

In pursuing the policy proposed in the February 7 letter, the Federal
intends tovit-‘!ﬂrﬁmq;pertfrmﬁnuhm term securities market and let
it adjust itself around the 1-3/4% discount rate now prevailing. They
felt that when these adjustmens were made, & groundwork would be laid in
the market which would act as a deterrent to lending and make it possible
to undertake in a more orderly fashion, although at scmewhat higher rates,
the refinancings which the Treasury faces in the next six months of the
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Calendar Year 1951

Much of their argument revolves around the traditional abhorence of
the banks for borrowing from the Federal Reserve and an aggregate reduction
of needed regerves as the shart term rate adjusts on the discount rate as
a governore

Under considerable presgsing by the Treasury group, they were willing
to undertake for a pariod of time rumning tihewm at the most March 1952, ar
at least through December 1951, a fixed pattern of rates covering new money
and refinancing at the levels established as & result of these adjustmentss

There was long discussion, and much of it sympathetic to a proposal
advanced prineipally by Mr, Rlefler that the Secretary anncunce & none
marketable 2-3/4% long term bond (29=1/2 years) which eould be exchanged
for the June or Degember 2«1/2's, the desire being to lock these two issuecs
up as much as possible and remove them 85 an important market factor, A
feature of this issue might be an alternative of exchange for 1=1/2¢ five-
year notes for those who desived more liquidity, Nevertheless, the clear
intent was to drop the long temm issues to par and hemce rule out for the
time being at least the issuance of any 2-1/2% bonds of longer maturity than
17 years. ¢

At the concluding seagion it was suggested by the Treasury group that
umw-uumuﬁ.mammuwmt
to the adjustment of the short term rates and the announcement of & 2=3/4%
long term issue, t0 be exchanged for the outstanding long term issues, would
the Federal Reserve undertake to maintain the current levels in the June and
December issues?
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This was put farward, not as a counter proposal, but on an
exploratory basis and with an earnecat plea on the part of lr, Bartelt
that we not attempt to prejudge the market, and his hope that such an
arrangement would releage pressure from the market and permit us to get
a start on the refinancing program without impairing any further public
confidence in the markets,

It was suggested by the Federal that we might agree to buy two
undred million of the long terms - one hundred million by the Treasury,
ene hundred million by the Federal, and then agree to purchase another
four hundred million = 758 or three hundred million to be purchased by
the Treasury, and cne hunired million or 255 to be purchaged by the
Federal, and when six hundred million had been purchased o reexamine
the probleme

There was a 1ot of talk about secrecy and the difficulty if such
an agreement leaked in any other way than thraugh the published statements
of the Federal and the Treasury, and the belief on lr, Bartelt's part
that lmowlledge that the Treaswy and the Federal had gotten together would
act as a tonic in restoring confidence to the market,

Mmmmmwmtﬂnmq:nth
so=called feud between the Treaswry and Federal was by far the most
gignificant psychologleal factor in the cwrrent situations

After extended discussion, it seemed to be generally agreed by all
that the Federal Neserve approach was essentially a "package ocne® and is
not susceptible, with any consistency, to very much compromise, unless
there s & drastic change in the existing market situation, which on the
basis of our talks appeared unlikely in the near futures It is thel Federal

A
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view that their proposal would involve no serious disruption of the
gsecurity maricet and they seem to be contending that the increased
Plexidility of the market wuld produce more confidence,

Their major point is an umwillingness on their part to contimue
monetization of debt although they concede that this monetimation would
contimue, although in thedr judgment at a reduced pace and at less cost
to them if the support prices were reduced,

Under eontimious questioning, there was general agreement that we
were discussing degrees rather than absolutes, and the Treasury was
questioning the effectivencas of the operation, and alsoc questioning
the Federal evaluation that the repercussions in the market would not
be saricuse

Tt was olear that at least on & theoretical basis whatever consistency
there was in what cbviously were two essentially opposing concepts seemed
along the line of either following the Federal mroposal in its entirety
or pursuing the course advocated by the Secretary in Mg Jamary 18 address
ascepting the necessity of seme further monetization of the debt during
the emergency period, but attenpting to minimime its effects through other
means than & revision of interest ratese :

At the end of the meetings it was made clear again that these were
exploratory talks and that no counter proposals had been offered Ly the
Tressury. Accordingly, it was suggested that the matter now be referred
to & higher level where negotdations ar counter proposals might take place.
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(Draft February 5, 1951)

Statement Re Program for rfa ent of Nonessential Bank
UreHI; (geSruary %551)

No tax program could be successful under current

conditions, unless it were supported by restrictive mone-
tary and credit policies, Deficit financing is nc answer,
The demand for credit continues to mount relentlessly be-
cause of unusual opportunities for profit, fear of the
future (including rising interest costs), and defense needs.

The Federal Reserve and the Treasury have the power
and the machinery between them to establish whatever in-
terest rates are deemed wise, Under normal circumstances,
open market cperations of the Federal Reserve might penalize
banks sufficiently to deter expansion of credit. But in a
period of national emergency, one is justified in question-
ing the traditional techniques of the market and calling
upon the banking system to police itself through resort to
voluntary restrictions.

Curtailment of credit in accord with our agreed ob-
jectives ie one of the most effective means of preserving the
value of the dollar and maintaining the independence of the
banking systenm.
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Lippmann presents the Federal Reserve case with respect to the present

In a column in the Washington Post for February 8, 1951, Mr. Walter

interest rate controversy.

This case is &as follows: We have had a serious inflation since last
June. This inflation was caused by "the compulsory memufacture of money in
the Federal Reserve System in order to buy those Government securities which
the Treasury insisted must be bought at a fixed price." After noting the
rise in demand deposits between April and December and the price rise
occurring at the same time, Mr., Lippmemn concludes "This is about as clear
a case of purely monetary inflation as one can find."

We have here a clear statement of the Federal Reserve charge. There has
been a monetary inflation says the Federal Reserve. This was caused by
the Treasury insisting that the Federal Reserve buy Goverrment s-ecurities at
a fixed price.

Eo say that the purchase of Govermment securities caused inflation is
to mistake form for substance -- and in addition to miss the main part of the
form. .

Inflation was caused by & rush to buy inventories -- to bqat the price
rise -- to get 'in ahead of the other fellow =-- to expand befor; controls
clamped down. To do these things business concerns and individuals needed
credit. Some of the buying could be done with cash., But credit was needed

too. A lot of it.

pL ’ ? C’}M Z'-—u—w
They got credit =-- $___ “billion of new/bank credit between June and
2
December; $ illion of consumer credit -- despite the new restrictions
in this area.
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Let's take the bank credit. That i1s mainly what the Federal Reserve is
talking about.

The first decision on crsating bank credit towmes from the banker. He has
to decide to make the loan or not make it. The point of contact between the
banker and the businessman is a crucial part of the credit process. But let
us pass on from there. lLet us say the banker grants the loan. The business-
man has his money -- and goes out to use it.

We are staying with the bankers in examining the credit process. He
is increasing the demand deposits on the books of the bank., How does he
get the necessary new reserves to cover these deposits?

He used to get them by borrowing from the Federal Reserve Bank -- the
central bank. The price he paid -- the rate charged him -- was called the
discount rate. It was put up, or put down, on the theory that & higher rate
could discourage borrowing during inflationary periods, and that a lower rate
could encourage loan applications during deflationary periods.

This theory stems from an England of long ago. It had no application --
it never worked -- in the dynamic American economy during periods of dynamic
change. It only seemed to work when both the economy and the ‘olulm of credit
were relatively static. )

During boom periods -- the poet World War I boom -- the 1929 boom ~--
higher rates didn't work at all. People went right on borrowing. The price
of credit didn't matter, when a 100 percent or a 1,000 percemt profit was
the glittering goal.

At the depths of the depression, it didn't work either. The price of

credit couldn't get low enough to start businessmen borrowing -- to stimulate
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expansion -- when business activity was shrinking, when consumer markets were
lifeless.

It doesn't take a financial expert to understand these things, They are
perfectly obvious, when we get away fram big words, from high sounding phrases,
and look at the facts. The facts are simple, ordinary, & part of everyday
experience.

The only strange thing is that, in the face of these facts, the theory
persisted. It still persists. More than that, it has been given new life by
the insistence of the Federal Reserve that discouraging or encouraging
borrowing by means of changes in the interest rates must be true. The theory
must be true, the Federal Reserve insists, because it ought to be true.
Higher prices ought to discourage purchases =-- of credit or of other things.
Slightly higher prices ought to discourage purchases & little. Very much
higher prices outht to discourage purchases a lot. But as every one knows
this doesn't happen when the purchases are greatly desired or hold out the
possibility of big profits. As we have noted, higher prices for credit
didn't stop borrowing in 1920, in 1929. Lower prices didn't start up
borrowing in 1932, But, says the Federal Reserve, they should ?ave.

Now, let us get back to the present, to right now. We are in one of
the most dynamic periods in our history. The economy has to grow. It has to
provide for tremendously increased defense needs. It has to provide essential
civilian goods -- enough to maintain the working efficiency of our population,
over & long pull, not Just a swift peak effort. Let us get away from the
economist phrase "inflationary pressures", Prices are going up, are pressing

up, because the different groups in our competitive free enterprise economy
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are striving to push ahead, to expand before controls, to get hold of scarce
meterials, to build up inventories. As you see -- I came back to these
essential facts in the present situation.

Now, for the theory that higher interest rates can have a decisive
effect in inducing borrowers not to borrow, and benkers not to lend -- in
holding back prices from jumping ahead. Let me borrow from a leading
fidancial Journal, one c.;f our most sober, for a phrase to sum up the appropriateness
of this theory. According to comment in this journal, an attempt to turn back
t he forces making for higher prices at the present time by means of putting
up the price of eredit would be like & slap on the wrist of & charging
gorilla, I cannot improve on that summary of the situation.

But in order to stay with the essential facts of the situation, let us
get back to the banker. He has made the loan. Let's say he made it at
b percent. He might have asked & lot more and got it, the way things are
today. That's what he did in 1929. But now he has made the loan. Both he
and his customer will make money -- plenty of it -- under present rates.,

They made money, & great deal of it, last year -- on the basis of prevailing
loan rates. Corporation profits were the highest in history. ,Ba.nk profits
are phenomenal. .

The banker has made his loan. Now he has to increase his reserves to
take care of it. Since World War II, he has not had to borrow from the
Federal Reserve in order to do this. The discount rate =-- whether it is high
or low -- is of lit#le interest to him. As a consequence of World War II
financing, comercial banks own $61 billion of Federal securities. These
securities are a part of their earning assets. In fact, they represent one-

half of them. But Federal securities do not earn as much as private loans.
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When a profitable loan is in view, the banks can sell Federal securities in
order to get the money for making the loan. This simply means the exchange
of one earning asset for a.nothe'r and more profitable one. Because of their
large Federal security holdings -- a legacy of World War II -- that is what
the banks do nowadays when they need more loan funds. They sell Federal
securities.

' The Federal Reserve says that it wants to stop benk credit from going
up. It wants to stop that tramsaction we first talked about -- the loan which
the banker makes to his customer. But how does the Federal Reserve want to
do tlﬁa? It wants to stop this transaction by lowering slightly the price
which banks get for Federal securities when they sell them. This would
®use the bank to pay more ~- just & little more =-- for the funds they need
to make loans to their customers.

Tliia process is absolutely ineffective for the purpose intended. It
never worked in the past when the discount rate reflected the price of the
money needed by banks to make new loans. It hasn't worked now, when the i
Federal Reserve has had to put its theory into effect by going into the markets
for Federal securities and altering the price structure for suog'm securities.

Since last Juné the Federal Reserve has gone ahead uncheck;d in a policy
of doing Just that =-- of lowering Federal security prices as a means of
increasing the price which banks must pay for new funds to loan out to their
customers. But what has happened during this period?

Two things have happened. First, banks have not stopped making loans.
Bank credit has gone up by $___ billion since last June -- an increase

unprecedented in any similar period in our history. This is the first thing
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that has happened during the period when the Federal Reserve was putting its
theory into effect.

But while this theory was being proved utterly useless as a means of
inflation control, it was having other and more serious consequences. The
attack the Federal Reserve System on the prices of Govermnment securitiee was
succeeding in m the confidance of investors in the securities of
their Government. It was driving important numbers of Federal security
owners out of the market -- causing them to turn their holdings into cash or
to refrain from putting new funds into new Government securities. It was
having exactly the opposite effect than that intended by the Federal Reserve,
namely, to cause investors to hold on to theilr Federel security holdings.

It was causing unsettlement and disturbance throughout the entire debt
structure of the Govermment -- and this at a time when we mst build up our
defenses, financlal and otherwise, for new tasks and new demands of unfore-
seeable extent and magnitude. As the result of Federal Reserve manipulations
in the market -- let us remember, with the sole justification of a theory
which had been proved ineffective meany times in the pest -- the two important
refunding operations of the Govermment between last June and thq.a present
time were fallures. People didn't want to refund thelr Federel 'aecuritiea -
they didn't want new ones. The amount of maturing issues which were turned
in for cash or dumped in the market by private investors were of a magnitude
unknown during World War II days. They were of a magnitude unknown during
the entire postwer period. People were getting out of Federal securities.
That was the effect of the Federal Reserve action.

The only result of such operations, if allowed to continue, will be that
the Treasury will have to resort to the banks to a greater and greater extent
Digitized for FRASER
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for the funds it needs. Nothing could be more inflationary. Nothing could
cause more harm to our economy and to the entire defense effort. Credit
must be controlled. Price rises must be checked. We have effective measures
for doing this -- measures which bring in their train no harmful consequences
to the economy. Raising the price of credit won't do it.

Credit is an essential commodity like steel. We have to be sure that
the defense producers get it. We have to be sure that those who don't need
it don't get it. Those who need credit least -- speculative buyers =-
inventory hoarders -~ producers of soon to be scarce consumer goods =-=- will
pay the most for it. They will not be deterred by interest charges which
are 1 percent, 2 percent, 10 percent higher or even 30 percent higher, as
in 1929, And if at the same time, this futile process -- this futile slap
on the wrist of a charging gorilla -- undermines the credit of the United
States, forces Federal security owners out of the market, makes necessary
refunding operations of the Government a failure, and drives the Government
ever closer to inflationary financing =-- then surely it is time to call a
halt to theory. It is time to recognize the essential facts in the vital
problem of inflationary control and acl on the basis of these Qacts.

These things we must do., First, we must have comprehemiv; programs
for allocating scarce materials and we must take the other necessary steps
for reducing the incentives to speculative projects.

Haeving done this, we must, second, keep the volume of private borrowing
at a2 minimum, through measures which act at the crucial point of the borrowing
relationship between the banker and his customer. Selective credit controls

such as those already put into effect -- voluntary credit control programs such
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as those used effectively by the American Bankers Association in 1948 are of
the greatest importance. Other measures for reducing the availability of
credit to nonessentlel borrowers may be required.

Third, we must keep the volume of public borrowing at a minimum through
increasing our taxes along with our increased defense needs.

Fourth, we must menage our outstanding public debt in such a way as to keep
the inflationary potential at a minimum. This means keeping the largest %
possible proportion of the debt in the hands of nonbank investors, and keeping
the bank holdings of Federel securities &t the lowest possible figure. A
Federal security which a commercial bank does not have 1s & Federal security
which it cannot cash in in order to get funds for meking new private loans. |
Any policy which leads to increasing the dependence of the Treesury on the
banks and decreasing the volume of Federal securities in the hands of nonbank |
investors is to the highest degree inflatiomary. It is to the highest degree
dangerous to the ability of our economy to move ahead swiftly and surely in

its greet task of protecting and strengthening our defenses against aggression.

-
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I am very haiapy to have this opportunity of appearing before the Banking
and Currency Comtittee in ordef to discuss with you the problems invelved in
the management of the Mation's finances.

The responsibility for the sound conduct of the llation's finances is a
very grave one, Since the earliest days of our history, this responsibility
has been placed with the Secretary of the Treasury. But the problems
involved are not my problems alones, They are not the rroblems of the Congress
alone, They are the problems of every citizen of this Natione

Here is the situation as I see it., We have; today a public debt
amounting to over $250 billion., MNot long ago we were worrying about a debt
which might reach #50 billion. We did not know how the country would be
able to stand such a debt. We did not know how it would affect the solvency
of the Government., We did not know how it could be managed without disrupting
the financial life of the HNation,

But today we have a debt more than five times that figure. It is the
most important single factor in our financial structure. It represents
one-half of all the debt obligations in the caintry. MNortcages, state and
minicipal securities, corporate bonds, and other private obligations — all
of them added together only equal the sum total of the present c&bt of the
Govermment.

Life insurance companies now owvn over 513 billion of Federal Government
securities — about one-fifth of their total assets. MNutual savings banks
‘own $11 billion — about one-half of their total assets. Nonfinancial
corparations own $20 billion, or nearly 15 percent of their current assets.
Individuals owm $67 billion of Federal securities of all kinds — representing

approximately one~third of their total liquid assets of more than $200 billione
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Commercial banks hold more than $61 billion — representing approximetely
one-half of their earning asseis.

Before World War II, the situation was entirely different. Financial
insti tutions and business concerns had much mare of their invested funds in
private obligations. Only a very small proportion of our individual citizens
were owners of the securities of their Govermment,

After World Wer TI, the public debt was in a predominant position in the
financial 1ife of the Natione. The size, the importance, and the wide dis-
tribution of the debt are new facts to all of us., They create new problems.
They place tremendous new responsibilities on the Secretary of the Treasury
vho is charged by law with the sound management of the Hation's finances,

And under present corditions of international crisis and rising inflationary
jpressures, both the problems and the responsibilities are enormously increaseds

Throughout the postwar period, as I have emphasized, the public debt was
the most important single factor in the financial life of the Nation. Fut
it has not been a disruptive factor. The mroblems involved in managing a
public debt of over §$250 billion are unprecedented, But they have been suc-
cessfully solved, During the postwar period the debt has been managed in
such a way as to ease the problems of reconversion and promote o't‘!,z‘ return to
peacetime activi ty at the highest level of production and employment in history.

How was this accomplished? Tt was accomplished by placing the largest
possible proportion of Federal securities in the hamds of nonbank investors
and reducing bank holdings of Goverrment obligatiocns.

The Treasury has been eminently successful in this mrogram, During the
past three years alone, bank holdings of Federal securities were reduced by

nearly $9 billion and in the last half of 1950 reached a postwar low. Correspond=
ingly,
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in 1950 nonbank holdings reached a new postwar high. This shift in owmership
is of the greatest significance at the present time, since it acts directly
on the money supply by reducing the inflationary potential of bank assets.

These results could not have been achieved if our people had not had
full confidence in the credit of the CGovernment. They could not have been
achieved if the citizens of the Nation had not had full confidence in
Govermment securities — and acted on that bellef,

Now, it is mare important than ever ‘Defc;'e that people hold on to the
Covernment securities which they now own. It is mare imporisnt than ever
before that they add to these holdings as their funds permit them to do so.

How can we sccomplish this end? How can we induce our citizens to hold
on to their investments in Govemment securi ties and to buy mare?

As T see it, we must accomplish this end just as we would with any
other piece of merchandise, We must stabilize the prices. "e must eliminate
the fear that the owner or pml-:,pccﬁi:re buyer of an obligation of the Government
is going to be pemﬁm;roﬁam}:et price of his
investment drop. Nobody Wé.nts to hold on to a comedity that is geing down —
that is being priced lower all the time.

I am not sure that there is general public understanding of , the fact
tl’d‘fcrcin{: up the interest rates on Federal Goverrment securitiés means
forcing down the price. It means slicing off a part of the investment which
every ovner of a marketable security has made in the obligations of the
Government, It means that owners of demand obligations, such as savings
bonds, may decide it is prudent to cash in their bonds — to get their money
out. There is little inducement in holding on to a fixed income obligation,
like savings bonds, when other holders of Government securities are getting

increasingly higher returns.
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Let me repeat again — nobody wants a commodity that is going dowm in
price. It is imperative that we keep the securities of the Federal Covermnment

attractive to owmers and purchasers. It is imperative, therefare, that we
keep the mrices of these securities stable.s We must avoid every action
which holds the risk of starting a rumor, a belief, or a fear that investment
in Federal securities is not a good invesitment — now or in the future.

These considerations are urgent at all timese. With a Federal debt of
over $250 billion, interwoven throughout the financial fabric of the Nation,
we cannot afford to raise doubts as to the wisdom or prudence of an investment
in Federal Govermment securities. Under present circumstances, however,
when our national survival demands a greatly enlarged defense program — 2
program the duration of which none of us can predict — the considerations
calling for a stable and confident sitvation tlroughout the whole broad
structure of the public debt are magnified many times.

Because of the uncertainties of the international situstion, we cannot
foresee the full extent of the fimancial demands which may be made upon the
Yovermment. We know only that they will be very large. The Congress has
already acted to increase the revenues of the Uovernment, Further measures
for a greatly increased revenue program are now being delibe—rateid. I am
faced with the fact, hmﬂe{rer, that on the basis of mresent legis“fl.at:i.on, we
must expect a budget deficit of approximately $15 billion during the last
three querters of the present calendar year. In the absence of new taxes,
deficit finaneing will therefare be required after the seascnally high tax
collections of March of this vear. To the extent that additional r evenue is
not at hand to cover all of the Uovernment's needs, we shall have to borrowe

We shall have to increase our already large public debt.
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Under any circumstances, however, there appears to be no possibility,
for some time to came, of reducing the outstanding debt of the Government.
This means that maturing obligations which come due must be refunded. Every
holder of a maturing issue may, of course, obtein cash for his securities at
the time they come due. But the money to pay him will, in turn, have to be
borrowed from someone else., Uuring the remainder of this calendar year, for
exanple, over $50 billion of marketable securities alone must be refunded.

This in itself is atremendous financing operatione. It camnot be conducted
successfully without full confidence of the holders of the maturing obligations
in the desirability and the wisdom of continuing their investment infsecurities
of the Government.

These are the considerations which T must weizh if T am to fulfill my
responsibilities for the sound conduct of the Nation's finances, In my view.
they eannot be overemphasized. Uoubts as to the wisdom of investing in
securities of the Covermment would lead to corditions q&;ﬁm:.alw
If these questions and doubts persisted to the point where important numbers
of Federal security owners attempted to liquidate their holdings, irreparable
harm would be done to the entire firancial structure of the Nation,

Faced with these facts and the tremendous public responsibi]iti%s placed

upon me as Secretary of the Treasury, I cannot experiment with 't}xeories._ I
e gkt G

cannot stand back widdz a cowse of action Aghedmbied\ i ich jolds the risk

of endangering the financial functioning of owr CGovermment and disrupting

the financial life of the country at a time when we must move swiftly,

confidently, and surely ir building up the defenses of our Nation.

The Federal Reserve has been pursuing a course of action during this

period of internati-onal crisis whic
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Federal Reserve has carried on a policy which has resulted in lowering sub-
stantially the prices of outstanding issues of Government securities. The
stated purpose of this program is to check credit expansion by raising
interest rates.

Wﬁrogr&m is dangerous because it talkes the
grave risk of upsetting the debt structure of the cmr;'tr:,-‘ — not only the
debt structure of the Government itself, but the private debt structwre as
well. This would involve all of the difficulties which T have previously
discussed,

fiith a debt of the size and importance that ours is now, even a moderate
increase in interest rates — with the corresponding decline in the prices of
outstanding Government securities —— would have the most serious consequences.
It would hold the risk of initiating in this coantry a kind of inflation
with which we are not familiar -~ namely, a flight from the money of the
country. We have never had in this country an intensive flight from the
dollar, liever have reople, throughout the whole country, rushed to buy real
property and other tangible assets because they feared that their Government
was not going to be strong enough to protect the value of its money and
maintain confidence in its credit. If, however, we permit intertist rates to
rise so that the outstanding debt obligations of the Federal Govermnment con=
tinuously sell at declining prices, the result overnight would be to
Prnowr dedls, O .
serieusisdswersatt the ability of the Uovermment to protect its financial
position. This could well cause wholesale liquidation of Government security
holdings, in order to invest the proceeds in goods, such as refrigerators,
electric freezers, television and radio sets, cther electric appliances,

automobiles, real estate, and a host of other things., This is exactly what
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we are trying to avoid. We are trying to encourage people to save and put
their money into Government securitie; s, in order to prevent them from buying
unnecessary goods —— particularly those in scarce supply — since such
purchases -at a time like this, when a large portion of the country's produc-
tion is being diverted to military needs, could only result in pushing the
price of these goods higher,

T ask why we should take such a risk; why we should even consider
actions which might impair the credit of the Yovernment of the United States.
Even if the expansion of bank credit could be completely stopped by this
method, it still does not seen M@ to use this weapon,
knc;wing, as we do, the risk which it involves, Why — at a time when it is
possible to maintain the Government bond market at a level permitting new
issues to be offered at no chenge in interest rates —— should we use a
weapon which lowers the price of the outstanding securities of the Goverment-,
seriously unsettles the Government bond market, and raises doubts which, if
not quicted, could impair the “overmment credit?

fois

restricted, th

second place, even if bank credit expansion were co ely

attle against inflation would not have won. The mresent

t
inflation is not fed onM by bank credit expansi There have been recent

periods when there has been no eX he money supply and yet the

price level has advanced; tlere ha other periods when the price

level stood still, although money supply wi owing. This has, in fact,

been true to sme extep® since the Korean crisis star One of the vitally

.

individuals and usiness concerns. These assebs are "

This means that we can completely stop the expansion in the money supply
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still have a huge volume of purclasing power which might be brought into

play to push up pricesﬂ

indtediand

The ssecr answer to this question -4 3 3

we mt use all of the weapons at our disposal. It does not seem

A Zt Conacelinnd W God Hlg 4
to me that this theory is appropriate. r—-azotr-br-eﬂiad-ma-thine—hrb

.H.':ﬁ; an effective measure in restraining bank loan expansion and in fighting

/\m.mnldoz v cnproletneta
inflation,

n
The record of recent months clearly shows that the Federzl Reserve

actions in inereasing.interest rates have had no perceptible effect on credit
expansion. Total loans of all banks expanded nearly 58 billion in the last
six months of 1950 — an increase of a magnitude which has nwc% been
equalled in this cauntry. We have had otler euummmer cxamples of attempts to
control bank credit expansion by interest rate incrs=ases in the past history
of our cauntry. In the 1919-1920 inflationary period, rates on short-

term Treasury issues were run up sharply until they reached rearly 6 percent;
and the rate on call-money went as high as 30 percent. 1In 1929, rates on
short—-term Treaswry issues were run up to above 5 percent; and the call-money

rate went to 20 percent. Yet, bank credit expansion was not effectively checked
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until we had the market crashes with which all of us are familiar,

The demenstrable results of the Federal Reserve actions in raising
interest rates are those which affect the stebility of the Government security
market and confidence in the credit of the United States. The Government
security market hasﬁ?een seriously unsettled; and the resulting fear heas
restreined investeors from purchesing er heolding on to Government obligatiens.
The actions of the Federal Reserve System also have brought about two
failures in Treasury refunding operations. Finally, the confusion and fear
with respect to the prices and ylelds of Government securities may even have
weakened the eppeel of savings bonds. During the last part of 1950, there
wes & noticeable decrease in the sales of the larger denomination savings
bonds and an increase in redemptions of these denominations, which are
ordinarily bought by the more "sophisticated" investors.

These are the controlling factors in my eppesition to increases im
interest rates on Government securities.

There is, however, another sure effect of the Fsder;l Reserve actions
in raising interest rates which I cannot ignore. I refer to the increase
in Government expenditures which will be required te pay for the higher
interest rates which we are now forced to pay upon new issues ok Government
securities. The Treasury is often quoted as being only concerned with this
one aspect of increased interest rates. I giézng'that I have made it quite
clear to you today that this is not the case. Nevertheless, it is the
Treasﬁry's responsibility to recommend fiscal pelicy which will use the
taxpayers' money wisely. There is never any dcfaﬁse for needless increases
in taxes. I am sure that you agree with me that to use the texpayers' money
to pay for further increases in the interest cost of the public debt in an

ineffectual attempt to contrel inflation is clearly unjustifiable.
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I believe it would be helpful to you in understanding the effects
of the Federal Reserve's actions in raising interest rates on Government
Securities, if I spent a few minutes now discussing more specifically what
has happened in the Government security market since the invasion of the
Republic of Korea.

As soon as I received the news of the Korean crisis, I went over in
my mind what this action would mean with respect to the finances of the
Government of the United States. It seemed to me that if we were to keep
the econemy on an even keel during the period ahead -~ if we were to prevent
the defense effort from producing strong inflatienary pressures and otherwise
unbalancing the economy =~ our first line of defense on the financial front
was a stable and confident situstion in the market for United States Govern=-
ment securities. You can see from the previous discussion why I reached
this conclusion. '

Accordingly, on the day following the outbreak of hostilities in
Korea -- that is, on Monday, Jume 26 =- I had the Fiscal Assistant Secretary
of the Treasury convey to the Open Market Committee of the Federal Reserve
System, my feeling that "everything possible should be done to maintain a
basically stronz position in the Government bond market during (the present
period of international disturbance". On July 17, I wrote 2t s;me length
to Chairmen McCabe of the Board of Governors of the Federal Keserve Systenm,
restating my feeling thet stability in the Government bond market is of
paramount impertence because of the disturbed intermational situvation end
explaining my reasons in some detemil. In this letter, I also stated that
it was imperative that every financing eperation of the Government be
carried through to a successful conclusien. I have restated my conviction

that stability in the Government security market is required on many occasions

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



=11=
since then -- both publicly and privately, and directly to Chairman McCabe
and other officials of the Federal Reserve System.

As I have stated, officials of the Federal Reserve System have not
agreed with me that the situation calls for stability in the Government bond
mnfket. The System has ignored, in its actions, the fact that the Secretary
of the Treasury, as chief fiscal officer of the Nation, has grave responsi=-
bilities with respect to the management of the outstanding ebligations eof
the Government of the United States. The System has made it clear that, in
its opinion, it has complete right to disregard entirely the wishes of the
Secretary of the Treasury and of the Yovernment in managing the Government
security market.

Although discussions of the differences between the viewpoints of the
Treasury and the Federal Reserve on stability in the Government security
market almost always start with the actions of August 18, the Federal Reserve ==
right from the beginning of the outbreak of the conflict im Korea =-=- took
actions to unsettle the Government security merket. Despite my requests for
2 progrem w'ich would promote confidence in the Government's financial
positien, the Open Market Committee did not stop its program of weakening
the merket for Government securities by continuously putting prgssure on
the long-term Govermment bond market. In the peried from June é? through
August 18, the System sold §1.1 billion of lonz bonds in 38 tradingz days.

My decision to maintain the 1-1/4 percent rate on the two issues of
13-month Treasury notes offered in exchange for the %13-1/@ billion of
Treasury bonds and certificates of indebtedness maturing on September 15
and October 1 was no surprise to the Federal Reserve. This offering --

which, in accordance with the laws of the United States, had the approval
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of the President -- was in line with my policy of maintaining stability

in the Government security market. The terms of the issues announced on
August 18 were identical with the terms of the issues offered in connection
with refunding the certificates of indebtedness which had matured on June 1
and on July 1. Furthermore, the terms of the new issues were in line with
the market on the day of the refunding announcement, and met the needs of
the market which required a short-term security at that time. Nevertheless,
the Federal Reserve, at the opening of tradinz on Monday, August 21,
immediately proceeded to run up the rates on short-term securities -- that
is, mark dowmm the prices of these issues -- to levels wholly inconsistent
with the rate on the refunding offering of the Treesury.

There has been a great desl of emphasis on the fact that the Federal
Reserve had to purchase a large portion of the maturing issues in the September-
October refumnding operation in order to prevent the Treasury from having to
pay off almost the entire meturities in cash. What has never been made clear
is that this so-called "support" would not have been required if the Federal
Reserve had not chenged the market on the first treding day after the financing
announcement. The refunding issues were priced in line with the market, as
I have said; and the market would have responded to the refundipg operation
satisfactorily, if the Federal Reserve had not immediately chan;ed the market
pattern of yields on outstanding securities. The Open Market Committee
sccomplished this by lowering the prices at which it sold Government securities
from its portfolio, thereby giving purchasers a higher rate of return than
they would receive on the new issues offered by the Govermment,

Obviously, most of the holders of the refunded issues did not choose te

exchenge them for the new issues. A greet many of them did their own refunding

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



=15=
through the process of selling the maturing issues to the Federal Reserve
System and buying back outstanding issues which were more favorably priced.
Most of the remaining holders either sold their securities to the Federal
Reserve and retained the cash, or turned in the msturing issues to the
Treasury for cash. Only 5.8 percent of the refunded issues were exchanged
for the new issues by private holders. The Federal Reserve exchanged 76.7
percent of the maturing issues; and the remainder, 17.5 percent, was turmed
in to the Treasury for cash. The cash pay-off of 17.5 percent compares with
an average of about 5 percent psid off in cash in refunding operations of a
similar nature during recent years. It is obvious, when one looks at the
redemption experience, that the actions of the Federal Reserve in raising
interest rates on Government securities made the refunding operation a
failure. Moreover == and perhaps of greater significance in its probable
impact on confidence in the credit of the United States Government -- is
the fact that, for the first fime since 1931, a new Government security was
traded in the market below par immedistely upon issuance,

I have noted thet the September-October refunding was approved by the
President before its announcement. 7Vhen it became apparent that the actions
of the Federal Reserve System were threatening to cause a failuge in the
refundinzg operation, President Trumen -- personally and by lett;r -= requested
Cheirmen McCabe to see that the actions of the Federal Reserve System were
consistent with meintaining confidence in the credit of the United States
and stability in the Government security market. The President was
assured that this would be done. 1In the weeks that followed, nevertheless,

the Federal Reserve continued to push up rates on Government securities.
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While these events were takinz place, it was necessary for the Treasury
to undertake another refunding offering. The terms of the refunding of
$8 billion of certificates of indebtedness and bonds maturing in December 1950
and January 1951 were announced on November 22. Because of the actions of
the Federal Reserve in the intervening period, a higher interest rate had
to be offered than in August in order to price the new issue in line with
the market. Holders of the December-January maturing issues were, accord-
ingly, offered 5-year Treasury notes drawing interest at the rate of 1-3/4
percent per year. The new issue was in accord with the Federal Reserve
recommendation; and Mr. McCabe assured me of the full cooperation of the
System in the refunding operation.

The snnouncement was made on November 22. The following day was
Thanksgiving; so that Friday, November 24, was the first trading day after
the announcement was made. On that day, the Federal Reserve pe}mittod the
market to go off sharply; and further unsettled market psycholegy by dropping
the price on the Victory Loan 2-1/2's by 2/32 during the day. This latter
action was of particular significance because this issue is the bellwether
of the long-term bond market.

As a result of the continued uncertainty with respect to the price and
yield outlook created in the minds of Government security uwners: the cash
redemption experience in the December-January refunding operation was only
slizghtly better than in September-October. Cash redemptions amounted to
14-1/2 percent of the total of the maturing issues. As I have already noted,
the average on offerings of this type has been a little over 5 percent in

recent yearse.
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In addition to unsettling the Government security market by sharp
mark-downs in the prices of outstanding Government issues, the Federal Reserve
System continuously instigated rumors of further increases of rates on Government
secﬁfitiea and of impending upward changes in member bank reserve requirements.
All of this led to further doubt and confusion as to where the Federal Reserve
System intended to teke the Government market,

This "planned confusion," as it was called by one market commentetor,
was supposed to make banks hold on to their Government securities and refrain
from expandiﬁg loens. What actually happened was entirely different. There
was so much confusion and unsettlement in the market thet investors were
restrained by feer from holding on to Government securities. As a result, the
Federal Reserve portfolio of Government securities inecreased by nearly
$2-1/2 billion between June 30 and December 31 =- the opposite of the effect
the Federal Reserve actions were intended to have.

ijhﬂpz7i’ﬁz} a full understanding of the progrsm which has been pursued by the

Federal Reserve sihge last June, it is important to note the source of the

Federal Reserve's power.\The System has been given no mandate by law for

initiating or directing the fihancial policies of the Government. The
instruments which enable it ‘hoﬁo sdvhave fallen into its handsy accidentally.
First, the Federal Reserve System i rtually immune fromipublic controle.
Sscond, it has tremendous capital resources =="u_$20 billion portfolio of
Federal Government securities. Third, it has tremen profits == nearly all
of them either received directly from the Government in the of interest
payments on holdings of Federal securities, or derived indirsectly the

Government, as a result of operations in the Government security market,
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The System can use its freedom from control and its great resources

-

(=)

1935 to carry on all the transactions for the Federal Reserve System in
the public fimaneial makkets and to require the reserve banks to participate
in these ’;ransactions, thexe was no possilbility that such cperations could
influence to'any appreciable \extent the functioning of our financial system.
The Federal debt at that time agounted to approximately $33 billion, a figure
which represented only about 18 pd&rcent of the total debt of the Nation,
Government security holdings of the YVederal Heserve System in 1935 amounted ‘.
to abart $2 billion,

Between 1935 and the present time, \the Federal debt has grown from #33
billion to over $250 billion. The Governgent secuwrity holdings of the Federal
Reserve System, as I have noted, have growm\from $2 billion to over $20 billion.
Because the debt is widely distributed among Ngstitutional, business, and
individual owners throughout the Nation, the Opey Market Uémﬂt‘bee need use
only a small part of its large holdings to establigh any price devel it
chooses for the marketable securities of the Federal C—ovemmmt.‘

* 4

wrdeoa < -
- 4s T have already emphasized, powers of this macr\tude, ii=esmesebeet
_ - , hold the possibily of irretrievably
damaging the credit of the Uovernment. They hold the possiN lity of driving

nonbank investors out of the Covernment security market and fogcing the Covern—

ment £o finance its needs by increasing resort to the banks — tNe most infla—

tionary type of financing which it would be possible to devisee f « <7 - R

r
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I am very happy to have this opportunity of appearing before the Banking
and Currency Committee in order to discuss with you the problems invelved in
the management of the Nation's finances.

The responsibility for the sound conduct of the Nation's finances is a
very grave one, BSince the earliest days of owr history, this respomsibility
has been placed with the Secretary of the Treasury. But ths prodlems
involved are not ny problems alone. They are not the problems of the Congress
alome. They are the problems of every eitizem of this Netiom.

Here is the sitwation as I see it. We have today a public dedt amounting

. to over $250 bdillien. Not long ago we were worrying about & dedt which might
reach $50 dillion. We 414 mot know how the country would be able to stand
such a debt. We 4id not knov how it would affect the solvency of the
Government. We did not know how it could be managed without disrupting the
financial 1life of the NHatiom.

But our public debt today is more than five times that figure. It is
the most important single factor im our financial structure. It represents
one-half of all the debt obligations in the country. Mortgages, stete and
mnicipal securities, corporate bomnds, other private obligationg ~- all of
mmmmmwa-umemmuﬁdm
Government .

Life insurance companies now own over $13 billion of Federal Govermment
securities -~ about one-fifth of their total assets. Mutual savings banks
own $11 billion -- about one-half of their total assets. Nonfinancial
corporations own $20 billion, or nearly 15 percent of their current assets.
Individuals own $67 billion of Federal securities of all kinds -- representing
approximately one-third of their total liguid assets of more than $200 dilliom. _

7
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Commercial banks hold wore than §61 billiom -- representing approxisately
one-half of thoir earning assets.
wmhuhn.m-mmummum. Financial
institutions and business concerns had much more of their inwvested funds in
private cbligations. Only & very small proportion of our individual
citizens were owners of the securities of their Government.
mmwnn,mmm-nuam.mu-hm
financial life of the Nation. The size, the importance, and the vide dls~
tribution of the dedt are new facts to all of us. They create nev problems.
They place tremendcus nev responsibilities om the Secretary of the Treasury
vho is charged by lav with the sound mepagement of the Nation's finances.
And under present conditions of intermationsl crisis and rising inflationary
pressures, both the problems and the responsibilities are enommously increased.
Throughout the postwar period, as I have emphasized, the public dedt was
the most important single factor in the finansial life of the Nation. But
1t has not been & disruptive factor. The problems involved in managing &
public debt of over $250 billion are unprecedented. But they bhave been suc~
cessfully solved. During the postwar perfod the debt has bdeen managed in
M.qnhm&ﬂhdmm-‘m;ﬂmu
peacetime activity at the highest level of production and employment in history.
How was this accomplished? It was accomplished by means of maintaining
stability in the merket for Federal Government securities and by spreddiug
the dedt as widely as possible among the people of the Nation -~ at tho same
time that bank holdings of Federal securities were being reduced.
The Tressury has been eminently successful in achieving these objectives.
There has been no more dymemic period in our entire industrial history tham
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the past five years. There has been no similar period im which such a large
volume of long-range programs for increasing productive capacity and for
modernizing existing plant and operations were put into effect. Stability
in the financial markets vas essential to these programs. But the maintenance
of stability did not require absolute inflexibility in interest rates. As
the economy itself began to function smoothly at a new high level of activity
ﬂﬁb,mWﬁhﬂoMﬂtmﬁmm
achieved by alloving short-term interest rates to increase gradmally. With
the outbreak of the orisis in Korea, hovever, the considerations calling for
& high degree of stability in the Government security market omce more became
all important.

Likevise, the Treasury achieved great success in its program for
increasing the proportion of Federal securities in the hands of nonbank
investors and reducing bank holdings of Govermment obligations. In the last
half of 1950, the holdings of nonbank owners reached & new postwar peak,
vhile bank holdings, correspondingly, fell to a new low for the postvar
period. This shift in ownership is of the greateat significance at the
mm,omnmm-mmmwuqmm
inflationary potential of bank assets.

These results could not have been achieved if our people had not had full
confidence in the ability of the Government to manage the dedt without dis-
turbance to the economy. They could not have been achieved if the citizens
of the Nation had not had full confidence in Govermment securities -- and
acted on that belief.

Today, vith the enormously increased financial requirements of the defense
progran before us, 1t 1s more important than over before that pecple hold on
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to the Goverament securitiss which they now own, It is more importent than
ever before that they add to these holdings as their funds permit them to do
so.

One of the obvious things that has to de done if we wvant people to hold
on to an investaent already made is to stabilize the price. During the
present emergency, we must eliminate the fear that the owner or prospective
buyer of an obligation of the Government is going to be penalized ilmmediately
by having the market price of his iavestment drop. Nobody who has any
cholce vants to hold en to a commodity that is going down -~ that is being
griced lower all the time. It doosn't take & fimancial expert to figure
out the direct and immediate consequences of such a price decline on the
personal finances of the security owner,

Let us make no mistake sbout it -- forcing up the interest rates on
Federal Government securities means foreing down the price. It means
slicing off a part of the investment which every owner of a marketable
security has made in the obligations of the Sovernment. It means that
owners of demand obligations, such as savings donds, may decide it is
prudent to cash in their bonds -~ to get their money out. Thews is little
mum-rmm-amt-,mumtﬂ;,m
the owners of other Covernment securities are getting increasingly higher
retums.

Let me repeat again -~ nobody vants a commodity that is going down
in price. It is imperetive that we keep the securities of the Federul
Government attractive to owners and purchasers. It is imperative, there-
fore, that we keep the prices of these seourities stable. Ve must aveid
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every action vhich holds the risk of starting & rumor, & belief, or a fear
that investment in Federal securities is not a good investment -~ now or in
the future.

These considerations are urgent at all times. With a Federal debt of
over $250 billion, inmtervovem throughout the fimancial fadric of the Nation,
there is no period vhen we can afford to raise doubts as to the visdom or
prudence of an investment in Federal Oovernment securities. Under present
circumstances, however, vhen the money must be fortheoming for & greatly
enlarged defense program, the considerstions calling for a stable and confident
situation throughout the whole droad structure of the pudlic dedt are
magnified many times.

Beceuse of the uncertainties of the intermaticmal situation, we cannot
foresee the full extent of the finsncial demends which way be made upon the
Government. We know only that they will be very large. The Congress has
slready acted to increase the revenuss of the Government. Further measures
for a grestly enlarged revenue program are now deing delibermted. I am
faced with the fact, however, that our military spending is already rising
at a rate vhich will result in & buiget deficit of several billion dollare
by the last quarter of this fiscal year. hmmmu;mm
reverue is not at hand to cover all of the Government's needs, we shall
have to borrow. We shall heve to inorease our already large public debt.

Under any circumstances vhich we can foresee, thexre appears to de no
possibility for some time to come of reducing the outstanding dedt of the
Govermment. This means that metwring obligations which come due must de
refunded. Every holder of & maturing isswe -~ like every holder of a demand
obligation, such as savings bonds -~ may, of course, obtain cash for his
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securities if he so desires. But the money to pay him will, is turn, bave
to be borrowed from someone else. During the remainder of this calendar
year, for axasple, over $50 billion of marketable securities alone must be
refunded. This in itsell is & tremendous financing operation. It cannct
be conducted suceesafully without full confidence of the holders of the
maturing obligations and of investors gemerally in the desirability and the
visdom of contimuing their imvestmest in securities of the Government.

These are the considerations which I must welgh if 1 am to fulfill my
responsibilities for the scund conduet of the Nation's finances. In my view,
they cammot be overewmphacized. (uestions and doubts az to the wisdom of
investing in securities of the Goverament would lead to conditions of financial
chacs, If these questioms and doubts persisted to the point where important
punbers of Federal security owners attempted to ligquidate their holdings,
irreparable barm would be dorne %o the entire financial structure of the
Nation.

Faced with these facts, and fully recognizing the public trust which is
placed 1o me as Seeretary of the Treasury, I cannot stand back while experi-
ments affecting the public eredit are being tried. Such wrl‘u-u hold the
risk of endangering the fipancial funectioning of sur Government apd disrupting
the financial life of the country &t the very time when we must move swiftly,
confidently, and surely inm bulldimg up the defenses of our Natiom.

The Federal Reserve bhas been pursuing & course of setion during this
pariod of intermaticnmal erisis which luvolves precisely this risk. The
Federal Reserve has carried on a policy vhich has resulted in lowering sube
stantially the prices of outstanding issves of Covernment securities., The
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stated purpose of this program is $o check eredit expansion by ralsing intersst
rates.

First and foremost, this progrem -- as I have just said -~ is dangerous
becanse 1t takes the grave risk of ussetting the debt structure of the cowntry:

_not oanly the dedt structure of the Goverament itself, dut the private dedt
structure as well, This would invelve 211 of the difficulties which I have
discussed,

I sek why wo should Sake such a risk; why we should even consider sctions
vhich might fmvair the eredit of the Government of the United States. Hvem if
the sxpeusion of bank eredit could be completely stopned by thies method, it
still does not seem ratiomal or reasonable %o use this weapon, knowing, as we
do, the risk which 1t iavelves., VWhy -- at a time when 1t 18 possible %o maintaln
the Governmeat bond market at a level pemmitting nev issuss to be offered at
no change in interest rates -- should we wse a wespon whieh lowers the price of
the outstending securities of the Goverament, seriously unsettles the Goverament
bond market, and raises doudts which, if not quieted, could impair the Governaent
eredit?

In the second place, even if Bank credit expansion wers oﬁlﬂd’ restricted,
the battle against inflation would not ascessarily have been won in whole or
in part. The present inflation is not fed only by dank eredit expansion. During
the years since the end of Vorld ¥War 11, there have, at times, been advances in
priges vhen there has been no expansion in bsak eredit and eurrency holdings --
bank eredit and currency constitute the money supply of the country., There
have been other periods vhen the srice level stood still or declined, although

the money suvrply was expanding.
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¥hy then should we use changes in the interest rate at all to combat
inflation?

The stock answer to this question is that, in times of inflaticmary pressures,
we pust use all of the weapons at our disposal., It dces not seem to me that
this theory is appropriate. It canmot be called anything but irrvesponsible to
use measures vhich have the distinet poseibility of doing wore harm than they
do good.

The discussion up to this point centers around why I would be opposed te
the Federal Beserve anti-inflsatiom program, even if it could be demonstrated
that this program would cheek eredit expansicn, BPBut I am also opposed to the
Federal Reserve policy because it has not beem proved that it is aa effective
measure in restreining bagk loan expansion and in fighting inflation. The
evidence, on the contrary, is all on the other side,

The record of recent moaths clearly shows that the Federal Reserve actions
in increasing interest rates have had no perceptible effect on credit
expansion. Total loans of all commercial banks expanded nearly $¢ billiom ia
the last six months of 1950 -« an increase of a magnitude vhich has pever been
equalled in this country. ummmmmévamu
control bank credit expansion by interest rate increases im the past history
of our country. Ia the 1519-1920 inflaticmary pericd, rates on short-term
Treasury issues were run up sharply wntil they resched mearly € percenmt; and the
rate on call-money went as high as 30 percent. In 1929, rates cn short-term
Treasury issues were rum up to above 5 percent; and the call-money rete went to
20 percent. Yet, bank credit expansion was not effectively checked until we
bad the sarket crashes with vhich all of us are familiar,

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



SOWNEINEN T A

Do

The demonstrable results of the Federal Reserve sctions in raising
interest rates are those vhich affect the stability of the Govermment security
market and confidence in the credit of the United States. 7The Oovernment
security market bas been seriously unsettled; and the resulting fesr has
restrained investors from purchasing or holding on to Government obligationms.
The actions of the Federal Reserve System also have brought about two
failures in Treasury refunding operations. Finally, the confusion aud fear
with respect to the prices and ylelds of Covernment securities may even have
weakened the sppeal of savings bonds., During the last part of 1950, there
was a noticeable decrease in the sales of the larger dencaination savings
bonds ard an increase in redesptions of these denominations, which are ordinarily
bought by the more "sophisticsted” investors,

These are the controlling factors in my opposition to incresases in interest
rates on Jovernment securities.

There is, however, another sure effect of the Federal Reserve actions
in mising interest rates which I cannot ignore. I refer to the increase
in Government sxpenditures which will be required to pay for the higher interest
mmﬂohnmmrm.ltom"mimctMmmuu.
The Treasury is often quoted as belng only concerned with this one aspect of
incressed interest rates. I am sure that 1 have made it gquite clear to you today
that this i1s not the case., Nevertheleso, it 1o the Treasury's responsidility
to recommend fiseal policy which will use the taxpayers' money wisely. There
iz never any defense for peedless increases in taxes. I am sure that you agree
vith me that to use the taxpayers’' money to pay for further incresses in the
interest cost of the public debt in an ineffectual attempt to comtrel inflation
{s absolutely unjustifisble.
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I believe it would be helpful to you in understanding the effects
of the Foderel Reserve®s actions in reising interest rates on Government
securities, if I spent a fov ninutes nov discwssing more specifically what
has happened in the Coverament security market since the invasien of the
Republic of Eorea,

As soon as I received the news of the Korean orisis, I went over in
ay mind vhat this sction vould sean with respect to the finmnces of the
Government of the United States. It seemed to me that if we were to keep
the sconomy on an even keel during the period ahead ~- Iif we were to prevent
the defense effort from producing strong ilnflationary pressures and otherwise
unbalancing the sconcay -~ our firet lime of defense on the financial froat
vas & stable and confident situation in the market for United States Government
securities. You can see from the previows discussion why I reached this
conclusien.

Accordingly, on the day following the owthreak of hostilities in
Forea -~ that iz, on Monday, June 26 -~ I had the Fiscal Assistant Secretary
of the Treasury convey to the Opea Market Committee of the Federal Reserve
System, uy feeling that "everything possidle should de deme to paintain a
mmpuumnmmmmm{hm
period of intermational disturbance.”

On July 17, T wrote at some length to Chairman NeCabe of the Board of
Governors of the Federal Reserve System, restating my feeling that stability
in the Government bdond market is of peremount importance becsuse of the
disturbed international situstion and explaining my reascns in some detall.
In this letter, I also stated that it was imperative that every financing
operation of the Govermment de carried through to a successful conclusion.
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On many ocoasions since thea -- both publicly and privately, and directly
to Chairman MeCsbe snd other officials of the Fedoral Heserve Systes - I have
restated ay conviction that stebility in the Covernaent security market is
required.

As 1 have endd, officials of the Federal Heserve System have not agreed
vith me that the situstion calls for stability in the Governmeat bond market.
The Syastem has ignored, in its setions, the fact that the Secretary of the
Treasury, as chief fiseal officer of the ¥ation, has grave responsidilities
with respect to the mamsgement of the outstanding obligations of the Government
of the United States. The System has made 1% clear that, in its opinion, it
has complete right to disregard sntirely the wishes of the Zecretary of the
Treasury and of the President in managing the Govermment security market,

Although discussiocns of the differences between the viewpoints of the
Treasury sad ths Federal Reserve on atability in the Goverament security
merket slacet always start with the setions of August 14, the Federsl
Reserve -~ right from the bagianing of the outbreak of the eonflict in Korea -~
acted in a monner which ungettled the Governmeat security market., Desnite
ny requeats for a program which would promete gonfidence in the Joverament's
financial position, the Open Narket Committes 414 not stop its 'p:!'l"ll of
veakening the market for GCovernment securities by continueously putting
pressure on long-term bondse. In the period from June 27 through August 1%,
the Gystem seld £1.1 billion of long bonde in 3¢ trading days.

My decision to maintain the 1-1/% percent rate on the two fssues of
1i-month Treasury notes offered in erchange for the $13.1/2 billioa of
Treasury bonds and certificates of indebtedness maturing on TSepteaber 15
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and Cetober 1 was no surprise to the Federal Feserve. This offering -~
which, in accordance with the laws of the United States, bad the approval of
the President -- was in line with my policy of maintaining stability in the
Government sscurity market.

The terms of the issues smmounced om August 18 were identical with the
terms of the lssues offered in comnection with refunding the certificates of
indebtedness vhich had matured on June 1 and om July 1. Purthermore, the teras
of the new issues vere in line with the market on the day of the refunding
announcewment; and met the needs of the market which required a short-term
security at that time. Nevertheless, the Federal Reserve, &t the opening of
trading on NMonday, August 21, immediately proceeded to run up the rates on
short-tera securities -- that is, sark down the prices of these issues -~ %0
lsvels vholly inconsistent with the rate on the refunding offering of the Treasury.

There has been & great deal of emphasis on the fact that the Federal
Reserve had to purchase & large portion of the maturing issues iz the Septouber-
Ootober refunding operation in order to prevent the Treasury from having teo
pay off almost the entire maturities in cash. VWhat has never been made ciesar
uthttunu-cum'-mt'mmmmwu"tum
Reserve had not changed the market om the firet treding day after the financing
ammouncensnt, The refunding issues were priced in line with the market, as
I bave sald; spd the market would have responded to the refunding operatiocn
satisfactorily, if the Federal Reserve had not immediately changed the market
pattern of yields on cutstending securities. The Opem Market Committee
scconplished this by lowering the prices at which it sold Govermment securities
from its portfolic, thereby giving purchesers & higher rate of returm than
they wvould reeceive on the nev fasues offered by the Government.
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Obviously, most of the holders of the refunded fssues 4id not choose
to exchang® them for the new fssues, A great many of them 414 their own
refunding through the process of selling the maturing issues to the Pederal
Reserve System and buying back outstanding issues which vere more favorsbly
priced, Most of the remaining holders either sold their securitiss to the
Federal Reserve and reteined the eash, or turned in the maturing issues to
the Treasury for cash. Less then 6 percent of the refunded {ssues were
exchanged for the nev issues by private holders. It is obvious, vhen one
looks at the exchange experience, that the actions of the Federal Reserve
ia raieing interest rates on Govermment securities made the refunding operation
a failure.

I have noted that the September-October refunding was spproved by the
President before its announcement. Vhen it becsame apparent that the actions
of the Federal Reserve System wvere threateming to cause a failure in the
refunding operstion, President Trumen -- personzlly and by letter -- requested
Chairman MeCabe to see that the actions of the Federal Reserve System were
muﬁmmemua-enatnmnpum
and stability 1o the Covermment security merket. The President vas sssured
that this would be done. In the weaks thet followed, nevertheless, the
Federal Reserve continued to push up ratee on Govermment securities,

¥hile these events were taking place, it wes necessary for the Treasury
to undertake another refunding offering. The terms of the refunding of
#6 villion of certificates of indebtedness and bonds maturing in December
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1950 and January 1951 were amnounced on November 22, Because of the sctions
of the Federal Reserve in the intervening period, a higher interest rate had
to be offered than in August in order to price the new i{ssue in line with the
market., Holders of the December-January maturing issues were, acecordingly,
offered Seyear Treasury notes draving imterest at the rate of 1-3/A perceat
per year. The new issue was in sccord with the Federal Reserve recommenda~

tion; and Mr. McCabe assured me of the full cooperstion of the System in the
refunding operstion.

The asnouncement was made on November 22, The followving day wes
Thanksgiving: so that Priday, November 24, was the firet trading day efter
the sancuncewent was made., On that day, the FPederal Reserve permitted the
market to go off sharply; and further unsettled warket psychology by dropping
the price on the Victory Loan 2-1/2's by 2/32 during the day. This latter
action was of perticular significence because this issue is the bellwether
of the long-term bond market. ‘

As a result of the continued uncertainty with respect to the price and
yield cutlook created in the minds of Govermment security owmers, the exchange
experience in the December-Jamuary refunding operation -- while considersbly
wmm—umnmmmsu&q. Only
Sl“dﬁﬂimm“tnhﬁ“»ﬂw
holders for the new issues. Moreover, the cash redemption experience was
only slightly better than in September-October, Cash redemptions amounted
to 14-1/2 percent of the total of the maturing issues; in the previous opera-
tion they had amounted to 17-1/2 percest. This compares with an aversge on
offerings of this type of a little over S percent in recent years,
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In addition to unsettling the Government security market by sharp
mark-downs in the prices of ocutstanding Govermment issues, the Federal Reserve
System continuously instigated rumors of further increases of rates on Government
securities. This type of thing led to further doubt and confusion as to
vhere the Federal Reserve Cystem intended to take the Government market.

This "planned confusion,” as it was called by ope market commentator,
vas supposed to make banks hold om to their Govermment securities and refrain
from expanding loans. WVhat actually bappened was entirely different. There
vas so much confusion and unsettlement in the market that investors vere
restrained by fear from holding on to Governmment securities. As a result, the
Federal FReserve portfolio of Govermment securities increased by nearly
$2-1/2 villion between June 30 and December 31 -- the cpposite of the effect
the Federal Reserve actions were intended to have.

Although there wvas some pressure op the long end of the Government market,
the events which I bave Just described affected primarily the short- and medium-
term issues of Govermment securities., However, early im January, Mr. McCabe
and Mr. Sproul -- President of the Federal Reserve Fank of New York -- outlimed
%0 58 & Jrogrem vhieh would Suvedve & eoplete resrientetien of Sebt ssmageasat
policy. They proposed a program of further ineresses in interest rates,
particulariy in the lomg-term area. They also wanted me to put higher interest
rates on savings bonds. It seemed to me, under these circumstances, that the
time had come to settle for the duration of the emergency the matter of the
rate on long-term Government bonds. Accordingly, I met with the Presidect and
Chalrman MeCabe to discuss the entire deferse finaneing program. At this

time it was agreed that market stability was essential and that, therefore,
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the 2-1/2 percent rate on long-term Covernment bonds should be maintaized and
thet refunding and nev-money lssues should be financed within the pattern of
that rate. This was immedintely prior to the spesch which I made on Jm 18,
before the Hew York Board of Trade, amnouncing this peliey.

As you all know, offieials of the Federal Reserve System have publicly
attacked this policy, despite the fact that Chaiman MeCabe had agreed to it
before its snnouncement. “articularly Mr. Sproul and Mr. Necles have atrongly
eriticized the anmounned nrogram. Moreover, subsequent to the announcement,
the Federal Reserve Systesm contimaed to put pressure on the long-ters bond
market. On January 29, She Onen Market Committee agein reduced its duying
price on Victory Loan 2-1/2's. It was at this juncture that President Truman
asked the Open MNarket Committes to meet with him, s0 that he could impress
upon the Committes the need for stability in the Government bond market and
confidence in the eredit of the United 3tates; and request that they govera
their sctions accordingly. You all know the regultz of this meeting.

For a full understanding of the program vhich has been pursued by the
Federsl Reserve since last June, 1t is important to note the souyce of the
Pederal Reserve's power. :

in an aot pevsed during the firet session of the first Congress of the
United States, the Jecretary of the Treasury was given full responsibility for
the conduct of the ¥ation's finances. This responsidility hae remained with
him since that time. The instruments which enable the Federal Reserve System
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to sssume this responsidility itself and to dictete the financiel policies
of the Goverament bhave fallen into its hands aceidentally, They are the
direct result of the great changes in our economy and in our financisl 1ife
brought sbout by the increase in the publie debt == with an accompemying
incresse in the Goveroment security holdings of the Federal Reserve System,

In 1913, vhen the Pederal Reserve System was estsblished, 1t was gilven
pernission by law to carry on transsctions in the financial markets, Thie
permniscion wvas thought of as an incidental part of its discount fumetions «-
namely, as an incideatal part of credit operations carried on between the
banks snd their own mesbers. There wvas no thought and no possibility at that
time that mearket operations could influence to any eppreciabdble extent the
finencial policies of the Govermment.

For sany years, such market transactions as were carried on by the
Systea vere conducted by informal groups or committees. In the middle Thirties,
howvever, vhen the last major revision of the Federal Reserve Act took plece,
an agency for carrying om market transactions was estsblished by lav and was
given full statutory suthority to conduct «ll of the open market joperatione
of the Bystem. This agency was designated the Open Market Committee of the
Feders]l Reserve System, nmuuuwu.mw“umm,
together with five of the presidents of the Reserve Benks, At thet time -- as
in 1913 <« there was no recoguition that conditions might develop which would
give this Committes the povers it nov has to dominate the finsncial merkets
and to dictate the finsacial policies of the Government.

Betwveen 1935 and the present time, the Pederal dedt has grown from
£33 billion to over $250 billion., The Govermment security holdimgs of the
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Federal Reserve System have grown from about $2-1/2 billien to over $20 bil-
lion. Because the public dedt is widely distriduted among institutiomal,
business, and individual owners throughout the Nation, the Open Market
Committee need use only a small part of its curremt holdings to change the
interest rates and establish any price level it choocses for the marketable
securities of the Federal Govermment. Becsuse of the size of the publie
dedt, this action in turn has the effect of a depth charge, It sets up
reperoussions vhich are felt throughout the entire egomomy.

As 1 have already emphasized, powers of this magnitude, if exercised
vithout regard to the public imterest, hold the possidility of irretrievably
damaging the credit of the Government. They hold the possibility of driving
nonbank investors out of the GCovermment security market and foroing the
Government to finamce its nseds by inereasing resort to the bamks == the
nost inflationary type of finmancing vhich it would de possible to devise,
I am certain that the Congress and the Fation will mot wish to delay lomger
in removing the possibility of such a dangercus development during this
eritical period in the Nstion's histery.

xmmxmwmnwmwmt
muwmmmmunmmuuéurm
our defense noeds without harm to the economy. The problem is clear. Our
course is plain. Lot uws now do away with futile theary and conjdeture.
let us get omn vith our great task of bullding wp our defenses by utilizing
in full measure the strength, the vitality, and the power for growth of the
American economy and the American finsnsial system.
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The problem of an independent agency of the United
. States Government is again being highlighted by the current
' discussions about the relative roles of the Federal Reserve
Syktel and the U.S, Treasury. A great deal of nonsense is
being talked about, No agency is made independent in order
to make it possible to alter or sabotage the policies of the
government of which it is a part.

The Federal Reserve is not seeking independence in the
sense of being apart from political responsibility, which was
the original concept, but is seeking an active role in the
management of the public debt, without any commensurate re-
sponsibility for the outcome.

Would the Chairman of the Board of Governors of the
Federal Reserve System like to be a member of the President's
Cabinet? Would the Federal Reserve like to go to Congress
and regquest the taxes to balance the Federal Budget? Would
the Federal Reserve like to assume responsibility for the
Federal Budget?

It is quite clear to me that the independence Woodrow
Wilson wished to see the System acquire was in no way related
to these respongibilities., If the statutory powers of the
Federal Reegrve are inadequate to meet the current situation,
then the Congress and the Treasury should be seriously con-

cerned with the matter, but the approach of the Federal Reserve
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in the first instance should be to obtain the support of

the Secretary of the Treasury for the changes deemed desirable,
rather than to attempt to change the policies of the Treasury
by means of the authority'which it now has on issues which

are clearly matters of judgment and not matters that can be

demonsirated in black and white.
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Is there any possibility of a quick resolution of the present differences
of opinion between the Treasury and the Federal Reserve System which would
both enahble the Federal Reserve System to utilize the open-market technigues
they Pavor during the next few months and, at the same time, avoid the adverse
fiscal consequences of such operations? -

The objection of the freasury to the Federal Reserve proposals as they
stand is that whereas they are avowedly directed at & short-tdrm bank loan ex~
pansion problem, they would result in a substantial increase in the public debt
service charge for the indefinite future,

The objection of the Federal Reserve to the Treasury's adamant stand in
favor of the peg on the long-term government rate is that it makes it impossible
for the Reserve System to do anything, under ilts present authority, to check
bank loan expansion other than through selective credit controls.

In my opinion, both the Federal Reserve and the Treasury are on sound
ground, The conflict could, however, be resolved if a way were found to emabls
the Federal Reserve to permit interest rete flexibility via open-market operations
but at the same time to offset the fiscal consequences of higher yields on cer-
tain categories of government securities. |

There is one line of approach which would, in theory at least, reconcile
the two positions:

The Treasury could, for its part, agree to let the Federal Reserve go
ahead and introduce sufficient flexibility into the long-term govermment securities
rate to achleve the restrictions on bank loan expansion that the System thinks
practicable over the next six months. The Federal and the Treasury would jointly
request Congress to authorize the Rescrve System to require commercial banks to
establish special reserves of up to 50 percent against demand deposit liabilities.
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certificates bearing interest at 1 1/2¢ and would always be redeemable at par
on demand, The banks would be authoriszed initially to exchange any of their
existing holdings of government securities at par or market, whichewver'is higher,
for the Treasury reserve certificates.

The comercial banks would, no daabt, object viclently to my proposal for
the introduction of speeial reserve requirements, especially of this magnitude.
If, however, the Federal Reserve System were to let the yleld on long-term
governments rise to 2 3/4% or higher during the first couple of months of its
flexible rate oparations and the merket reached the conclusion that the future
m}mmnummumsszmmwm
might be much more favorably disposed to an exchange of a portion of their
exigting long-term government securities for Treasury Reserve certificates.
Since the present long-term government holdings of the banking system have been
acquired at prices above par, they might even prefer to hold guaranteed 1 1/2%
Treasury reserve certificates redeemable on demand to & mixed portfolio of
govermment securities purchased at varicus prices, with the earlier purchages
quoted at market prices involving & contingent 1iability against capital and
surpluse But in any event, the Treasury and Federal Reserve System, standing
together, might be able to persuade the Congress and the public that a guaranteed
1 1/2% rate was a reasonable return to the banks on an absolutely riskless
Gov ernment security.

If this type of special reserve requirement were adopted, the Treasury would
be able to count on having upwards of 40 billion dollars of the public debt carrded
permsnently by the banking system at 1 1/2¢, This would be an offset against the
higher rate on long-terms brought about by the Federal Reserve operations and also
represent & permanent chenge in the composition of the Federal debt,
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I had an opportunity to discuss the new Treasury financing individually
with each member of the Bankers group and, as you already know, they are very
disturbed and most unheppy. #11 of them are convinced that lumpinz together
the $2.6 billion of 1-1/2 percent, maturing December 15, and §5.3 billion of
1-1/8 percent certificetes, meturing Januery lst, would be most ill-advised.
They do not think the market will tske §8 billion of securities unless a
rate of 1-7/@ percent or two percent is placed on it.

While they are probably overly pessimistic, particularly if the Tressury
and the Federal Reserve can get together and present a united front, never-.
theless, their view may not be far wrong.

I feel quite confident that a 1-3/@ percent, five-year note to replace
the December 15 notes, would be well received, oversubscribed, and release
pressure on the 1-1/2 percent rate. When it comes to the larger amount
due in January, I think one-half of it mizht be put into 1-5/@ percent,
five-year notes. But if the entire amount were lumped with the previous
offer, I am at least apprehensive that the issue will be soggy and difficult
for the market to digest. At least it might be wise to test it a little bit
before going overboard. To have a failure after the fiasco of August would
be very serious at this time and prudent management requires weighting
Judgment on the side of discretion with a minimum of risk. Of course, it
must be remembered thet a five-year note would add that amount to meturities
in 19556 which are already out of proportion to a proper financial pattern.

All the bir benkers in New York and Chicago think this is very serious,

personally, I doubt it and would prefer to run that risk rather than pay the
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price of one-eighth and one-quarter hiéher for & longer maturity. Once this
decision is out of the way, barring unforeseen conditions, no new financing
will be required before June of next year, and we will have an opportunity

to Judge the cash needs of the rearmament program and the attitude of Congress
toward the defense financing.

The Federal Reserve holds roughly $13 billion of short-term securities
which should be adequate for any legitimate demands to replace short-term
maturities. This is probebly unorthodox thinking to the Treasury technicians,
but it seems to me that the market is the important thing to watch at this
time, and I have tried to divorce myself completely from the wviews of anyone
and to think of this problem in a vacuum entirely on my own.

As & student of Marget's and after telking to Mr. McCabe and Mr. Szymczak
and attempting to evaluate the personalities, I would be inclined to divide
up the $8 billion into four and four as the more conservative thing to do.

But on the bolder side, if you want to accept some risk, I would be inclined
to teke a chance on lumping the entire §8 billion into'five-ycar notes and,
withe little good luck and some judicious support by the Open Market Committee,
I would think the chances are 76=-256 of success.

This sums up my best judgment both of the maturity of the present merket
and the psychological factors required to balance its recent adversity.

Last night I went back through Treasury history and can recall only two
other periods of any value historically. One would appear to be the 1826-28
financing which,in comparable terms,was & mop-up from the protracted period
of the War of 1812 and it seems to me worthy of study before finally coming to

& decision. I also think there is a parallel, though perhaps a bit more forced,
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in Grever Cleveland's administration when ill-advised Tressury financing
produced the gold panic that forced him out of office and then four years later
made possible his return through the calculated risk thet Mr. Morgan took in
underwriting the Treasury's gold -- one sound comment which may be of use.
Assuming we are in the midst of a money revolution, there is a real parallel
between the period following the panic of 1907 and the establishment of the
Federal Reserve System of 1914.

I am working on developing this parallel in my spare time but think you
might bear it in mind in considering the problem of lenghthening the debt

and maintaining reasonably stable interest rates.
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There are obvicusly many, and perhaps decisive, political difficulties
in the way of getting legislative approval to any fom of special reserves re-
quirements at this session of Congress. The above suggestion might well be even
more objectionable to Congress than the more orthodax type of special reserves
requirements, namely, long or short-term government securities or cash reserves
at the option of the commercial bank. Bututhmmmmm
jointly supported the propesal as the one permanent means (which I think it is)
of reconciling flexible long-term interest rates on govermment securities and
U.S. debt management requirements under circumstances prevailing in this country,
the onus for its rejection would be placed squarely on Congress. If that happened,
Congress would also have to accept the regpongibility for the fiscal consequences
of the higher yield on government securities resulting from the Federal Reserve
open-market operations.

Whatever the drawbacks of the above approach mey be, I have personally
reached the conclusion that there are no alternative methods for controlling
bank loan expansion in sight that would be acceptable to the Federal Reserve System
and at the same time preserve rigidly the peg pringiple. Direct loan ceilings
are open to a variety of adninistrative and political difficulties which are, in
my judgement, probably insuperable. Special, reserve requirements, taken by
themselves, would not fully meet the bank loan expansion problem and in any event
would require time for legislative approval. The alternatives on which agreement
might be reached would, in my Judgment, be some compromise with the Federal Reserve
on the govermment peg principle which would hold to & minimum the adverse fiseal
impact, or an agreement to try to get a fundamental solution along the above lines
which would couple interest rate flexibility with a major new instrument of bank

. reserve control - Gebt management policy.
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It was clearly understood by all that these were explorations at
the technical level and not negotiations.

Lengthy discussion of the techniques of the Open Market Camittee
and the necessity for greater liason between the Federal Reserve and
Treasury was a part of the early discussion, and it was clear that both
of us eould be better informed on the thinking of the other,

Inagmuch as the Federal Reserve group had a specific proposal,
approved by the Open Market Cammittee, in the letter of February 7 of
Chairman MeCabe to the Secretary, most of the discussion attempted to
clarify what was intended in that letter,

The Federal Reserve group contimuousgly asserted the unhappiness
of the Open Market Committee in continual monetization of the Federal
Debt, particularly at premium prices.

There was considerable discussion of the rigidities in the present
market and the fact that a large amount of selling was probably because
of commitments already made by insurance companies, savings banks, loan
associations and the banking system, and the consequent replenishing of
reserves through sales to the Federal Reserve in the open market of
Government securities.

Simultanecusly pursuing this policy, they intended to withdraw
support from the short term securities market which would be expected
to adjust itself araind the 1-3/4% discount rate now prevailings They
felt that when these adjustments were made, a groundwork would be laid
in the market which would deter lending and make it possible to undertake
in a more orderly fashion, although at somewhat higher rates, the re-
finaneings which the Treasury faces in the next six months of the
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Calendar Year 1951,

Much of their argument revolves around the traditional abhorence of
the banks for borrowing from the Federal Reserve and an aggregate reduction
of needed reserves as the short term rate adjusts on the discount rate as
a governor,

Under considerable pressing by the Treasury group, they were willing
to undertake for a peried of time running thru at the most March 1952, or
at least through December 1951, a fixed pattern of rates covering new money
and refinancing at the levels established as a result of these adjustments,

There was long discussion, and much of it sympathetic to a proposal
advanced prineipally by Mr, Riefler that the Secretary anncunce & non-
marketable 23/4% long temm bond (29-1/2 years) which could be exchanged
for the June or December 2-1/2's, the desire being to lock these two issues
up as much as possible and remove them &s an important market factor. A
feature of this issue might be an alternative of exchange for 1-1/2% five-
year notes for those who desired more liquiditys, Nevertheless, the clear
intent was to drop the long term issues to par and hence rule out for the
time being at least the issuance of any 2-1/2f bonds of longer maturity than
17 years.

At the concluding session it was suggested by the Treasury group that
if the Secretary should accede to the Federal Resarve proposal with respect
to the adjustment of the short term rates and the amouncement of a 2-3/4%
long term issue, to be exchanged for the outstanding long term issues, would
the Pederal Reserve undertake to maintain the current levels in the June and
December issues?

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



3.

This was put forward, not as a counter proposal, but on an
exploratory basis and with an earnest plea on the part of Mr. Bartelt
that we not attempt to prejudge the market, and his hope that such an
arrangement would release pressure from the market and permit us to get
a start on the refinancing program without impairing any further public
confidence in the markets.

It was suggested by the Federal that we might agree to buy two
hundred million of the long terms - one lundred million by the Treasury,
one hundred million by the Federal, and then agree to purchase another
four hundred million - 75% or three hundred million to be purchased by
the Treasury, and one hundred million or 25§ to be purchased by the
Federal, and when six hundred million had been purchased to re-examine
the problems

There was a lot of talk about seerecy and the difficulty if such
an agreement leaked in amy other way than thraugh the published statements
of the Federal and the Treasury, and the belief on lir, Bartelt's part
that imowledge that the Treasury and the Federal had gotten together would
act as a tonic in restoring confidence to the markets

There was general agreement thraughout the discussions that the
so-called feud between the Treasury and Federal was by far the most
significant psychological factor in the cwrent situvation,

After extended discussion, it seemed to be generally agreed by all
that the Federal Reserve approach was essentially a "package one" and is
not susceptible, with any consistency, to very much compromise, unless
there is a drastic change in the existing market situation, which on the
basis of our talks appeared unlikely in the near futures It is the Federal
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view that their proposal would involve no serious disruption of the
security market and they seem to be contending that the increased
flexibility of the market would produce more confidences

Their major point is an wwillingness on their part to continue
nonetigation of debt although they concede that this monetisation would
continue, although in their jJudgment at a reduced pace and at less cost
umummmmm

Under continuous questioning, there was general agreement that we
were discussing degrees rather than absolutes, and the Treasury was
questioning the effectiveness of the operatiom, and alsc questioning
the Federal evaluation that the repercussions in the market would not
be sericus,

It was clear that at least on a theoretical basis whatever consistency
there was in what obviasly were two essentially opposing concepts seemed
along the line of either following the Federal proposal in its entirety
or pursuing the course advocated by the Secretary in his Jamuary 18 address
accepting the necessity of some further monetization of the debt during
the emergency period, but attempting to minimige its effects through other
means than a revision of interest rates.

At the end of the meetings it was made clear again that these were
exploratory talks and that no counter proposals had been offered by the
Treasury. Accordingly, it was suggested that the matter now be referred
to a higher level where negotiations ar counter proposals might take place,
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The Treasury and Federal Reserve System have been actively pursuing the
problems connected with the refinancing of some $39 billion of short and medium-
term debt during the balance of the calendar year of 195l.

In conformity with the address of the Secretary of the Treasury en
January 18, 1961, every effort is beinz made tc foresee the best possibilities
of reorienting the market in such a manner as to facilitate the orderly spacing
and stable relationships of & structure which will not facilitate the 2-1/2
percent long-term rate. It is proposed that the $19-1/§ billion of June and
Vietory 2-1/2's bo&;;l;!";‘: such a way as to lock up as much of this issue
as possible. A 2-3/@ percent non-marketable, non-redeemable issue would be
exchangeable for these securities if the owners so desire or if they wished
shorter term maturities, they may exchange their holdings for & 1-1/2 percemt,
five-year note issued at par to yield approximately the same coefficient. In
the interim period, the short-term rate would be permitted gredually to rise
until it spproaches the discount rate and the banks would be expected to re-
plenish their reserves by borro-ing_l'diractly from Federal Reserve banks.

Sinece the banks truditionnll;:lr, f;;‘;;:;i;a purposes, it is felt by the
Federal officials thet pressure will be exerted to restrain additional lending
if reserves are inadequate.

At best, this is only a flee bite but, nevertheless, it doés have some bite

and may produce some results. At least the general market for Federal securities

will be relaxed in such a way that water can seek its own level.
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With a view to reconciling the debt management problem of the
Treasury with the problem of controlling credit by the Federal Reserve,
the Secretary of the Treasury authorizes the fiscal and technical staffs
of his department to negotiate with the Federal Reserve on the following

' basis:

The purpose of this negotiation is to reduce to a minimum the creation
of bank reserves through monetization of the public debt without creating a
nmtpmwmichwmm.h&atmmﬂnsmm/
of the Govermment securities market. More specifically, the purpose of the
mnuh_nnmmrmm“wmmtmwm
of the support of long~term Governments without compelling the Treasury to
refinance maturing obligations during this calendar year, or to finance new
fund requirements, on the basis of indeterminable rising interest rates.
This can be accomplished within the framework of WJ;WIQ-MintWt
rate pattern announced by the Secretary of the Treasury in his address before
the New York Board of Trade on Jamuary 18,

The proposal involves 3 elements, (1) a new nommarketable security to
be issued in exchange for cutstanding long-term 2-1/2% bonds of June and
Decenber, 1967=72, (2) refunding the $40 billion of maturing securities
between June 15 and December 15 of this year, and (3) the raising of new
funds to finance the present emergency.

These elements, while interrelated, will be dealt with separately.

OUTSTANDING RESTRICTED TREASURY BONDS OF 1967=72.

kmm?ﬁmdmmomntmthputorthmmnm
to maintain a stable securities market, as more specifically outlined
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below, the Secretary of the Treasury would agree to issue a long-term |
29-year 2-3/4% normarketable security, which would not be redeemable by
the Treasury prior to maturity, tut which would be exchangeable prior to
maturity for 1-1/2¢ 5-year Treasury notes. The purpose of this offering
would be (a) to retire a large segment of the marletable debt, which is
now causing difficulties for the Federal Reserve, and (b) provide a degree
- of flexibility for holders of the new normarketable security by making  them

exchangeable for a 1=1/2% 5-year note that cauld be sold on the market in case
cash funds are needed, At the same time it avoids an increase in the demand
obligations of the Treasury.

One of the merits of the proposal is that it avoids a prejudging of
the securities market, It is believed that this exchange privilege would
give bouyancy to the restricted Treasury bonds of 196772, since the "righte®
or exchange privilege would be attractive to long-term investors who are
more interested in interest return than they are in speculative possibilities.
Thus, there would be created a buyers' market for the restricted Treasury bonds
of 1967=72, and to this extent should relieve the Federal Reserve of a great
deal of pressure. Conceivably, if market confidence would be restored through
an unequivocal joint announcement by the Treasury and Federal Reserve that
an agreement had been reached, the present market support problem of the
Federsl Reserve might disappear,

It is realized, of caurse, that consideration would have to be given
by the technical staffs of the Treasury and the Federal Reserve as to the
effect of this action on other outstanding marketable securities in the
intermediate and long-term area,
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In order to provide far this proposal a fair and reasonable testing
period, it wauld be necessary for the Federal Reserve to agree to support
the securities affected at present market levels. In a spirit of cooperation
the Federal Reserve and the Treasury should became partners in the support
progran under which each agency waild take a pro rata share of any purchases
that may be required; that is, the Federal Reserve Open Market Account
would take & percentage of the purghases and the Treasury wauld take the
balance for Covermment investment account, It has been suggested, for
instance, that the first $200 million purchased under the agreement wauld
be shared equally by the Treasury and the Federal Reservej that the Treasury
and Federal Reserve would finance 75% and 25%, respectively, of the succeeding
$400 million; and that the Treasury would carry the full amount in excess
of $600 million., This would seem to be a reasonable basis of purchase
during a testing period, tut there is an inherent danger in the event
of a "leak" that the Reserve is committed to a stated amount, While it
is realised that the Federal Reserve might not be willing to accept an
"open end" agreement, it must be recognised that public knowledge of a
limitation would not encourage market confidence,
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REFUNDING OF THE $40 BILLION OF MATURING SECURITIES
BETWEEN JUNE 15 and DECRMBER 15 OF THIS YEAR
During the 6 months period, June 15 - December 15, the Treasury
will be required to refund almost $40 billions of maturing obligations,
exclusive of Treasury bills. Success of this refunding demands confidence
in the s ty of the Govermment n;wnma market, Therefore, it is
imperative that the Treasury and the Federal Reserve reach an agreement
on a monetary-debt policy for the balance of the calendar year, at least.
Obvicusly, this program should not be encumbered with uncertainty, mis-
understanding, and the prospect of rising interest rates. Inreturn for
an understanding that the Federal Reserve would maintain a stable price
level during this period of financing so that the Treasury w not be
required to finance on & rising interest rate, the Treasury agree
to a policy under which the Federal Reserve would allow the short-term
securi ties market to adjust i tself before June 15 around the 1-3/4% discount
rate now prevailing, From the Treasury point of view it would b!du.trabh
to extend this period of stability for the duration of the emergency, but it
is doubtful whether the Federal Reserve wauld be willing to commit itself
that far ahead. On the other hand, if a closer working relationship could
be established between the technical staffs of the Federal Reserve and the
Treasury, it may be possible to suggest a program of monetary-debt management
which might be acceptable to the policy-making officials.
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On the basis of the President's budget estimates, and without making
allowance for an increase from new taxes, it is estimated that new borrowings
from this time to June 30, 1952 will amount to approximately $23 billion,
distributed as follows: May 1951 $3.6 billipn; July $6.5 billion
October $7.5 billion; April 1952 §5.4 billion, These figures make
ﬂl*utwat&tﬁmmdobtmﬁuﬂimmﬁmd”.émnm,
in addition to the cash deficit, The figures might be reduced by a
revitalized savings bonfis program and a revision of the yields on Treasury
savings notes.

Conferences with the Federal Reserve on the technical level might be
helpful in laying eut a program of debt camposition in order that the Reserve
nay consider itself a full partner with the Treasury in maintsining a market
for the securities after they have been issued,

It is generally recognised that there are no substantial amounts of
nonebank funds seeking investment at the present time. Some people seem
to think that there will be funds seeking investment sometime this Fall after
other sources of investment have declined. It would seem that there would be
no need at this time to attenpt to prejudge the market so far ahead or to
assume that the 2-1/2% long-term rate menticned in the Jamary 18 address
will not be sppropriate. Therefore, if a joint announcement of the Treasury
and the Federal Reserve should be agreed upon, with a view to reestablishing
market confidence, reference might be made to the fact that the Series G bond
or the Investment Series Bond issued in 1947 might be made available for

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



. ,
g
i

purchewe by non-bark investors from time to time, the purpose of this
reference being to indicate that there has not been abandonment of the
policy statement in the Jamuary 18 address.

While the following might appear unduly optimistie, and wauld, of
course, depend a great deal upon the effectiveness of selective controls
and other factars affecting the availability of investments, there is a
possibility that this program may be of assistace to the Federal Reserve
in de-monetizing some of the public debt which it now holds, and may enable
the Treasury to acquire new money by selling in the market scme of the
restricted 2-1/2¢ bonds of 1967=72 previocusly acquired for Govermment
investment account.

"'."
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{ A PROPOSAL

With a view to reconciling the debt management problem of the
Treasury with the problem of controlling credit by the Federal Reserve,
the Secretary of the Treasury suthorizes the fiscal and technical staffs
of his department. to negotiate with the Federal Reserve on the following
basis:

The purpose of this negotiation is to reduce to a minimum the creation
of bank reserves through monetization of the public debt without creating a
market psychology which would entail a lack of confidence in the stability
of the Covernment securities market, More specifically, the purpose of the
proposal is to relieve the Federal Reserve to the fullest extent practicable

. of the support of long-term Govermments without compilling the Treasury to
refinance maturing obligations during this calendar year, or to finance new
fund requirements, on the basis of indeterminable rising interest rates.
This can be accomplished within the framework of the 2-1/2% long-term interest
rate pattern anmnounced by the Secretary of the Treasury in his address before
the New York Board of Trade on Jamary 18,

The proposal involves 3 elements, (1) a new nommarketable security to
be issued in exchange for outstanding long-term 2-1/2% bonds of June and
December, 1967-72, (2) refunding the §40 billion of maturing securities
between June 15 and December 15 of this year, and (3) the raising of new
funds to finance the present emergency.

These dements, while interrelated, will be dealt with separately.

EXCHANGE OFFERING OF NOMMARKETABLE 2-3/4% BOND FOR
OUTSTANDING RESTRICTED TREASURY BONDS OF 1967-72,

In consideration of an agreement on the part of the Federal Reserve
~ to maintain a steble securities market, ssmore specifically outlined
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below, the Secretary of the Treasury would agree to issue a long=term
29-year 2-3/4% nonmarketable security, which would not be redeemable ‘by
the Treasury prior to maturity, but which would be exchangeable prior to
maturity for 1-1/2% 5-year Treasury notes. The purpose of this offering
would be (a) to retire a large segment of the marketable debt, which is
now causing difficulties for the Federal Reserve, and (b) provide a degree
of flexibility for holders of the new normarketable security by making them
- emchangeable for a 1-1/2% 5-year note that could be sold on the market in case
cash funds are needed, At the same time it avoids an increase in the demand
obligations of the Treasury,

One of the merits of the proposal is that it avoids a prejudging of
the securities market, It is believed that this exchange privilege would
give bouyancy to the restricted Treasury bonds of 1967-72, since the "rights"
or exchange privilege would be attractive to long-term investors who are
more interested in interest return than they are in speculative possibilities.
Thus, there would be created a buyers' market for the restricted Treasury bonds
of 1967-72, and to this extent should relieve the Federal Reserve of a great
deal of pressure. Conceivably, if market confidence would be restored through
an unequivocal joint announcement by the Treasury and Federal Reserve that
an agreement had been reached, the present market support problem of the
Federal Reserve might disappear,

It is realized, of course, that consideration would have to be given
by the technical staffs of the Treasury and the Federal Reserve as to the
effect of this action on other outstanding marketable securities in the
intermediate and long-term area.
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In order to provide for this proposal a fair and reasonable testing
period, it would be necessary for the Federal Reserve to agree to support
the securities affected at present market levels. In a spirit of cooperation
the Federal Reserve and the Treasury should become partners in the support
progran under which each agency would take a pro rata share of any purchases
that may be required; that is, the Federal Reserve Open Market Account
would take a percentage of the purchases and the Treasury would take the
balance for Covermment investment account. It has been suggested, for
instance, that the first $200 million purchased under the agreement would
be shared equally by the Treasury and the Federal Reservej that the Treasury
and Federal Reserve wauld finance 758 and 25§, respectively, of the succeeding
$400 million; and that the Treasury would carry the full amount in excess
of $600 million. This would seem to be a reasonable basis of purchase
during a testing period, but there is an inherent danger in the event
of a "leak" that the Reserve is comitted to a stated amount. While it
is realized that the Federal Reserve might not be willing to accept an

"open end" agreement, it must be recognized that public knowledge of a
limitation would not encourage market confidence,
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REFUNDING OF THE $40 BILLION OF MATURING SECURITIES
BETWEEN JUNE 15 and DECEMBER 15 OF THIS YEAR

During the 6 months period, June 15 = December 15, the Treasury
will be required to refund almost $40 billions of maturing obligations,
exclusive of Treasury bills. Success of this refunding demands confidence
in the stability of the Govermment securities market. Therefore, it is
imperative that the Treasury and the Federal Reserve reach an agreement
on & monetary-debt policy for the balance of the calendar year, at least.
Obviously, this program should not be encumbered with uncertainty, mise
understanding, and the prospect of rising interest rates. In return for
an understanding that the Federal Reserve would maintain a stable price
level during this period of finaneing so that the Treasury would not be
required to finance on a rising interest rate, the Treasury would agree
to a policy under which the Federal Reserve would allow the short-term
securitics market to adjust itself before June 15 around the 1-3/4% discount
rate now prevailing., From the Treasury point of view it would be desirable
to extend this period of stability for the duration of the emergency, but it
is doubtful whethor the Federal Reserve would be willing to commit itself
that far shead. On the other hand, if a closer working relationship could
be established between the technical staffs of the Federal Reserve and the
Treasury, it may be possible to suggest a program of monetary-debt management
which might be acceptable to the policy-meking officials,
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On the basis of the President's budget estimates, and without making
allowance for an increase from new taxes, it is estimated that new borrowings
from this time to June 30, 1952 will amount to appreximately $23 billion,
distributed as follows: May 1951 $3.6 billionj July $6.5 billionj
October $7.5 billiony April 1952 $5.4 billion. Thes figures make
allowance for attrition on debt refunding operations of §3.6 billion,
in addition to the cash deficit, The figures might be reduced by a
revitalized savings bonds program and & revision of the yields on Treasury
savings notes.

Conferences with the Federal Heserve on the technical level might be
hlphlinlqingmtnmofdobtmuiﬁminmthnmm
may consider itself a full partner with the Treasury in maintaining a market
for the securities after they have been issued,

It is generally recognized that there are no substantial amounts of
non-bank funds seeking investment at the present time. Some people seem
to think that there will be funds seeking investment sometime this Fall after
other sources of investment have declined, It would seem that there would be
no need at this time to attempt to prejudge the market so far ahead or to
agsume that the 2-1/2% long-term rate mentioned in the January 18 address
will not be appropriate. Therefore, if a joint announcement of the Treasury
and the Federal Reserve should be agreed upon, with a view to reestablishing
market confidence, reference might be made to the fact that the Series G bond
or the Investment Series Bond issued in 1947 might be made available for
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purchase by non-bank investors from time to time, the purpose of this
reference being to indicate that there has not been abandorment of the
policy statement in the Jamuary 18 address.

While the following might appear unduly optimistic, and wmuld, of
course, depend a great deal upon the effectiveness of selective controls
and other factors affecting the availability of investments, there is a
possibility that this program may be of assistance to the Federal Reserve
in de-monetizing some of the public debt which it now holds, and may enable
the Treasury to acquire new money by selling in the market some of the

restricted 2-1/2%¢ bonds of 1967-72 previocusly acquired for Government
investment account.
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MEMORANDUM FOR The Secretary of the Treasury and
The Chairmen of the Board of Covernors
of The Federal Reserve System

During the past few months I have discussed with
each of you many times my concern over the problem of
inflation and the approaches which might be taken by
the Government to control it. The Government has dur-
ing this period taken many steps to bring the problem

of inflation under control. : ., e bt
ndlis pusetn 4 6'-"—4‘*'
- In my consideration of the inflation problem, I

have been aware of the difficulties faced by the “\
Federal Reserve System.in controlling private credit (o a8
expansion at a time when we have a large public debt. ) '
All of us recognize, of course, that credit expansion - ' { P
is simply one phase of the whole inflation lem;y - b

and that, in fact, some (eredit expansion is|hecessary -
to facilitate the growth of production which is esse
tial to thedefense effort. But, the expansion of ns,
not only b{ the banking system but by financial institu-
tions of all s, edds fuel to other inflationary
forces and must be sto to the greatest extent pos-
sible consistent with the needs of the defense effort,
In stopping credit expansion, however, I feel that we
should use measures that are fully consistent with e

meinteining stebility in the Government
security market and confidence in the credit of the
United States.

As you know, it is likely that we shall have to
borrow billions of dollars to finance the defense ef-
fort during the second half of this ecalendar year be-
cause of the seasonal neture of tax receipts which con-
centrate collections in the first half of the year and
the inevitable lag between the imposition of new taxes
and their collection by the Treesury. It is my
hope that such new money as it is neecessary for
the Treasury to borrow during the months ahead to
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finance our militery requirements can be obtained in
the least inflationsry manner possible,[that 1s, from
true investors outeide of the banking u:ltna

With these considerations in mind, T ask thet
each of you rg‘n thwiht to the type o} that
night be wo out along the fo NOS == & Dro=
gram which would provide the necessary restraint on
eredit ex fon and at the same timeo meke it possible
to maintain stebility in the market for Covernment se-
vt thSEI ot i i 1 e

u on DOWEPS Prov
Emergency Banking Aet of 1983 and, possibly, the
Trading with the Aoty (2) set up & conmittee
ainl.%u- to the Capitel Issues Conmittee of World Var Iy
and (3) further restrain the lending end mortgage ine
mmlo asctivities of the various Covernment credit
agenclies.

l(l The provided in the ° aney

)hn:EI:thuuHh‘t ized
to il lending by member banks of
the Federal Reserve System, These

are vested in Sunh.!{ of
rye The program could
adninis by the 12 Federsl Reserve
Banks, each in its owm Federal Reserve
Distelet, It is contemplated that the
erofdlt needls of the country are like
to be such that the progrenm might we
t flexibility between Federal
erve Districts and individual s
of such Districts, in order to allow for
the finaneing of certain types of ine
dustrial and \ as well as "
& necessary
the defense offwt’ The progrsm could
be extended to Institutions other than
member banks if desired through appli-
cation of ovided by the
Treding with the fct.

(2) A committes similar to the Capital Issues
Comittee of Torld War I, but operating
in a brosder area, could be created by
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Fxecutive Order, The objectives of
this Committee would he to prevail
pnn borrowers to reduce thelr spend-
m& to curteil their borrowing
prevail 1 ugan londers £o limit
thnir landi is conmittee would
work close rlth the defense sgencies
under e, Wilson with the objective of

curtailing allocations of eritical end
»‘ﬂ"b essentiel materiels where necessary to

74—@4 cooporstion,
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3) The activities of Covernment credit
agencies might be curtailed further,
end T am wi to consider the iuw-
ance of appro te orders al this
line teo meh m!u among o
as the ?dcnl Hmlng m-lnhtntlon,

? the Voterans Administration th. Fera
Credit Administration, and
Rmtmtion thnn Corw:tln.
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MEMORANDUM FOR The Secretary of the Treasury and
The Chairman of the Board of Governors
of The Federal Reserve System

During the pest few months I have discussed with each of you many
times my concern over the problem of inflation and the approaches which
might be taken by the Governmeant to control it. The Government has dur-
ing this period taken many steps to bring the problem of inflation under
control,

In my consideration of the inflation problem, I have been aware of
the difficulties faced by the Federal Reserve System under existing
practices in controlling private credit expansion at a time when we have
a large public debt. All of us recognize, of course, that credit ex~
pansion is simply one phase of the whole infletion problem; and that, in
fect, some loans are necessary to facilitate the growth of production
which is essential to the defense effort. But, the expansion of other
loans, not only by the banking system but by finaneial institutions of
all types, adds fuel to other inflationary forees and must be stopped to
the greatest extent possible consistent with the needs of the defense
effort. In stopping eredit expansion, however, I feel that we should use
measures that are fully consistent with meintaining stability in the
GCovernment security market and confidence in the credit of the Unlted
st‘t.l.

As you know, it is likely that we shall have to borrow billions of
dollars to finance the defense effort during the second half of this
calender year because of the seasonal nature of tax receipts which cone
centrate collections in the first half of the vear and the inevitable
lag between the imposition of new taxes and their collection by the
Treasury. It is my hope that such new money as it is necessary for the
Treasury to borrow during the months shead to finance our military re-
quirements can be obtained in the least inflationary manner possible
through inereased savings by the public.

With these considerations in mind, I ask that each of you give
thought to the type of progrsm thet might be worked out along the follow=
ing lines =~ 2 progrem which would provide the necessary restraint on
ecredit expansion and at the same time make it possible to maintein sta-
bility in the market for Government securities. This program would
(1) contrel bank loans through the utilization of the powers provided by
the Emergency Banking Act of 1933 and, possibly, the Trading with the
Enemy Act; (2) set up a committee similar to the Capital Issues Committes
of World War I; and (3) further restrein the leanding and mertgage in-
surance sctivities of the various Covernment credit agencies.

(1) The powers provided in the Emergemcy Banking Act of 1933
could be utilized to curteil lending by member banks of
the Federal Reserve System. These powers are vested in
the Secretary of the Treasury., The program could be
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administered by the 12 Federal Reserve Banks, each
in its own Federal Reserve District. It is con-
templated that the credit needs of the country are
likely to be such that the program might well permit
flexibility between Federal Reserve Distriéts and
individual parts of such Districts, in order te allow
for the finmancing of certain types of industrial and
commercial, as well as State and local, prejects
necessary to the defense effort. The program eould
be extended to institutions other than member banks
if desired through application of powers provided by
the Trading with the Enemy Aete

(2) A Committes similar to the Capital Issues Committee
of World War I, but operating in a broader area,
could be created by Executive Order. The objectives
of this Committee would be to prevail upon boerrowers
to reduce their spending and to curtail their borrow=
ing, and to prevail upon lenders to limit their lend-
ing. This committe=e would work closely with the
defense agsncies under Mr. Wilson with the objective
of curtailing allocations of eritical and essential
materials where necessary to induce ecooperatiom.

(3) The activities of Government credit agencies might
be curtailed further, and I am willing to consider
the issuance of appropriate orders along this line
to such agencies, among others, as the Federal Housing
Administration, the Veterans Administration, the Farm
Credit Administretion, and the Reconstruction Finance
Corporation. Indeed, it is possible we should give
thouzht to a suspension of those sctivities of these
agencies which facilitate new borrowing, execept to the
extent that such activities contribute directly to
the defense effort.

It is my belief that the addltion of the foregeinz to the preseant
selective credit controls will provide a well=balanced program of credit
stabilizetions It will do the very thing that each of us has been so con-
cerned about in recent months -= that is, effectively restrain the ex=-
pansion of loans., Such & program would aim directly at the restriction
of non-defense private borrowing, and would not inecrease the cost of
essentisl borrowing. It would be analogous to our restrictions upon the
non-defense use of meterials., Pending the development of this program,
I hope thet no further attempt will be made to chenge the interest rate
pattern, and that unquestioned stebility in the Government security
market, which is imperative at this oritical time for the financing of
the defense effort, will be mainteined.
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MEMORANDUM FOR The Secretary of the Treasury and
The Chairman of the Board of Governors
of The Federal Reserve System

During the past few months I have discussed with each of you many
times my concern over the problem of, inflation and the approaches which
might be taken by the Government to control it, The Government has dur=
ing this period teken many steps to bring the problem of inflation under
control.

In my consideration of the inflation problem, I have been aware of
the difficulties faced by the Federal Reserve System under existing
practices in controlling privete credit expansion at a time when we have
a large public debt. All of us recognize, of course, that credit ex-
pansion is simply one phase of the whole inflation problem; and that, in
fact, some loans are necessary to facilitate the growth of production
which is essential to the defense effort. But, the expansion of ether
loans, not only by the banking system but by financial institutions of
all types, adds fuel to other infletionary forces and must be stopped to
the greatest extent possible consistent with the needs of the defense
effort. In stepping eredit expansion, however, I feel that we should use
measures that are fully consistent with maintaining stability in the
Government security market and confidence in the ecredit of the United
States.

As you know, it is likely that we shall have to borrow billions of
dellars to finance the deflense effort during the second half of this
calendar year because of the seasonal nature of tax receipts which con=
centrate collections in the first half of the year and the inevitable
lag between the imposition of new taxes and their collection by the
Treasury. It is my hope that such new money as it is necessary for the
Treasury to borrow during the months ahead to finance our military re-
quirements can be obtained in the least inflationary manner possible
through increased savings by the public.

With these considerations in mind, I ask that each of you give
thought to the type of program that might be worked out along the follow-
ing lines =- & program which would provide the necessary restraint on
credit expansion and at the same time make it possible to maintain sta=-
bility in the market for Government securities. This program would
(1) eontrel bank loans through the utilization of the powers provided by
the Emergency Banking Act of 1933 and, possibly, the Trading with the
Enemy Act; (2) set up a committee similar to the Capital Issues Committee
of World War I; and (3) further restrain the lending and mortgage in-
surance activities of the various Government credit agenciese.

(1) The powers provided in the Emergency Banking Act of 1933
could be utilized to curteil lending by member banks of
the Federal Reserve System. These powers are vested in
the Secretary of the Treasury. The program could be
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administered by the 12 Federal Reserve Banks, each
in its own Federal Reserve District. It is con=-
templated that the credit needs of the country are
likely to be such that the program mizht well permit
flexibility between Federal Reserve Districts eand
individual parts of such Distriects, in order to allow
for the financing of certain types of industrial and
commercial, as well as State and local, projects
necessary to the defense effort. The program could
be extended to institutions other than member banks
if desired through application of powers provided by
the Trading with the Enemy Acta

(2) A Committee similar to the Capital Issues Committee
of World War I, but operating in a broader area,
could be created by Executive QOrder. The objectives
of this Committee would be to prevail upon borrowers
to reduce their spending and to curtail their borrow=
ing, and to prevail upon lenders to limit their lend-
ing. This committee would work closely with the
defense agencies under Mr. Wilson with the objective
of curtailing allocations of critical and essential
materials where necessary to induce cooperation.

(3) The activities of Govermment credit agencies might
be curtailed further, and I am willing to consider
the issuance of appropriate orders along this line
to such agencies, among others, as the Federal Housing
Administration, the Veterans Administration, the Farm
Credit Administration, and the Reconstruction Finance
Corporation. Indeed, it is possible we should give
thougzht to a suspension of those activities of these
agencies which facilitate new borrowing, except to the
extent that such ectivities contribute directly to
the defense effort.

It is my belief that the addition of the foregoing to the present
selective credit controls will provide a well=balanced progrem of credit
stabilization, It will do the very thing that each of us has been so con-
cerned about in recent months == that is, effectively restrain the ex=
pansion of loans. Such & program would aim directly at the restriction
of non-defense private borrowing, and would not increase the cost of
essential borrowing. It would be analogous te our restrictions upon the
non-defense use of materials. Pending the development of this program,
I hope thet no further attempt will be made to change the interest rate
pattern, and that unquestioned stability in the Government security
market, which is imperative at this critical time for the financing ef
the defense effort, will be maintained,
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Hemorandun for: The Seeretary of the Treasury,

The Chalrman of the Doard of Goversors of the
 Federal Reserve System,

The Director of Defense Mobilization,
The Chairman of Council of eonomie Advisors,
I have besn much conosrned with the problem of recons
 eiling, on the cne-hand, the salntesance of stability in the
m-mwwm’ﬁé‘"muum
eredit of the United ftates with, on the other hend, the necessary
mamm-—-ﬂ;nmm This is one
important facet of the complex problem of eontrolling inflatiom
daring a defense emergency which requires the full we of our
economie rescurcos,
It would be relatively simple to restrain private ersdit
42 that were our only cbjective, or to saintein stebility im the
Oovermment securily market if that were our only cbjective, But
in the current citustion, both objectives must be achicved within
the framevork of n complete and consistent econowie programe

Pe must saintain a stable market for the very lesrge

]
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naintain flexible wethods of dealing with private credit in order
to fidt inflation. e must Lmpoce restrainte upen nom-essential
.rivate lending and investmente At the sane time, we -ust maiotain
the lending and eredit facilities which are necsssary (o expand the
industrial base for a constant build-up of our total econoaie
strengthe Instead of fighting inflation by the traditional method
of directing controls tews:d reducing the overall level of 2mploy=
ment and productive activity, & defense emergency imposes the harder
task of fichting inflatlem while strivin; to expend both eaployment
and roduction above wiat would be regerded as meximm levels in
el e celino.

¥hat we do about private credit expensionm and about the
Coverment securities mariet is, of course, only s part of the
;roblem tist confronts use A“;'mmm
production growth snd econenie stability in these criticel tises
st be & total programe. |

This requires a unified, consistent, and comprehensive
attack uwpon our eccnumie proulems aleng the vhele fromt, It =ust
include, in proper propertion, production exponsion policy, mane

power policy, tax policy, credit policy, debt management and
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nametary olicy, and @ wide rence of direct end indireet contrels
over mmterials, prices and wagese All of tWess policles are necese
cary} cach of them st be used in harmony with the restj none
must be used in ways that mullify others. The Covermeent must

necessarily take the lead im doveloping a  unified program whieh welghs

and cosbines all of the policies which are needed.

¥e have been strivin: in this cmergency o develop sueh a
unif od progream in the publie interest. 'uch progress has alresdy
boen nade, both on the preduction front and on the amti~inflation
frat. My pesoetine activilies of Govermaent, ineluding the sstivie
ties of lending and finaneing agencies, have been pruned dowme Cute
backs of civiliam supplies ax! allocations of essential materials have
boen successfully undertaken, Ispertant expansion programs for bacie
materials and productive cspacity nceded in the defense effort have
been rotten underway. Fvide amd wge contrels have been initiated.
l@omummmmmmum large
tax increases hsve been enacted, ani additicnsl tax propesals are now
pendings In all these fields further aotiem is being planned and

will be taken as noeded.
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One outstanding probem which has thus far not been solved
to our complete satisfaction is that of regoneiling the policies
coneerning public debt menagement and private eredit eontrol, Cone
sidering the difficulty of this problem, we should nct be dise
couraged becsuse an ideal solution has not yet been found, The
esocence of this problem is to reconcils two impor'ant objectives,
neither of which can be sacrificed,

On the one hand, we must maintain stability in the
Government security market and confidence in the public eredit of
the United States, This is important at all times, It is lnpore
ative now, We shall have to refinance the billions of dollars of
Government sceurities whiech will come due later this yeer, We
shall have to borrow billions of dollars to finance the defense
effort during the seeond half of this calendar year, even assusing
the esrly enactment of large additional taxes, bocause of the
seascnal nature of tax receipts which coneentrute collections im
the first half of the year, and because of the inevitable lag be-
twoen the imposition of new taxes and their collection by the

Treasury, Such huge financial operations can be curried out
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succesofully only if there is full eonfidence in the public erodit
of the United States bused ujon a stable securities market, Until
a new program, referred to below, can be developed consistently
with this objective, I hope that no attempt will be made to change
the interest rate pattern, so that unquestioned stability in the
goveranent security market may be maintained,

On the cther hand, we must curb the expansion of jrivate
loans, not only by the banking system but also by financial instie
tutions of all types, whic: would add to inflationary pressures,
T™his type of inflsticnery pressure must be stopped, to the greatest
extent consistent with the defemse effort and the achisvemest of
its producticn goals.

The maintenance of stebdlit; in the Covernment seouritics
market necessarily limits substantially the extent to which chanzes
in the interest rate can be used in an attexpt to cwrd private
credit expension, Pecause of this fact, mach of the discussion of
this problem has centered arcund the questlion of whic: is to be
sscrificed = stability in the Government securities market or cone

trol of privete credit expansion, I am firaly convinced th.t this
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is an erroncous statesent of the problem, We need not sacrifice

Changing the interest rate is only one of several methods
to be eonsidered for curbing oredit expansion, Through careful
cmsideration of & much wider range of methods, I believe we can
achieve a sound rec reilisti-on in the nationmal intercst between
maintaining stability and eonfidence in public eredit operaticns
snd restraining expansion of inflationary privete eredit,

We nave effective agencies for comsidering this problem
and arriving at a proper solution,

Over the years, s muber of important steps have been
taken towards developing effective machinery for congistent and
couprehensive national ecoromie policies., One of the earliest steps
in this emtury was the establishwert of the Federal heserve System
before World War I, At that time, wnder fur sispler ccnditions than
those now confronting us, the Federal leserve System was regarded as
the main snd central organ for ecomomic stabilization, After World
¥ar II, in a much more complex economic snd a much more complest

framework of governmental activities affecting the economy, the
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Couneil of Feonomic Advisers waz established by the Congrese under
the Employment Aet of 1946 to advise the Prosideat and help prepare
roports to the Comgress eoncerning how all major econuvmie pelicies
might be coubined to promote ouwr economic strength and health, Still

more recently, in the current defense emergency, the Office of Defense

~Whr-nhumam“hw0-ﬂ“m

in the mobilization effort, In addition, some of the estahlished de-
partments, such as the Treasury lepartwent, have always pe: formed
economic functions which go beyond specialised ;roblems and affect
the whole eco omy.

Consequently, I am requesting the Seeretary of the Treaswyy,
the Chairman of the Federal leserve Bosrd, the Director of Lefense
Mobdldzation, and the Chairman of the Council of Fconemic Advisers
to study ways and means to provide the necessayy rostraint on
private credit expansion sod at the same tise to make it possible
to maintain stability in the market for Governnent securities, Among
other things, I ask that you consider specifically the desirabvility
of measures: (1) to limit private lending through volumtery actions
by privste groups, through Government-sponsored veluntary actions

such as was done in a narrow field by the Capital Issues Commdttee of
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world var I, or throuzh direet Govermment controlsy (2) to provide
| the Pederal eserve Cyotem with powers to inpose additiomal reserve

reuirements on bankse

Under the firet heading, I am sure that you ave aware of
the efforts thal are already undemvay by the Awericen Bankers Associe
atiom, the lovevtsent Sankers sgsociation, and the life issurence
associatiay ¢ I want you to consider the desirability of this or
other kinds of private voluntary action in bringing avcut restraint
on the part of lemiers and borroverss |

1 should liks you te consider also e eztablishwent of a
committee cinilar to the Capital lscues Committes of iorld var I,
bub operating in a beoader area. The objectives of such & Comitiee
would be to prevail upen borrewers to reduce their spending and te
curtail their borrewing, and % prevall upon lenders to limit thelr
lending, the activities of this caanittes could be correlated with
t.ope of the defense agencies under 'r. Wilsom with e objective of
curtailing unnecessary uses of essential waterialse

Faruersore, 4 should like ywu to consider the necessity
and feasitility of using the po.ers provided in the hmeryency Danking

At of 1933 to curtail lending by member banks of the Federel ieserve
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Systeme These powers are vested in the Secretary of the Treasury
subjoet to my spprovals The Secretary could by regulation delegaie
the adninistration of this progrem to the 12 Federal leserve BDanks,
each to ast in its own Foderal feserve District wnder some flexible
srosedures The jrogram could Lo extended to institutions other tian
necber banks, if desired, by using the povers provided by the Ireding
with the Lpemy set.

Under tw second heading, you will recall the recommendation
I rade to the Congress a munber of tlmes in recent ;eers to provide
additicnal authority for the Federal ieserve iystem to establish
bank recerve requiresenise I should liks you %o cemsider the desira-
bility of =aking that or another recommendation with the same general
purpose at uhe preseat Lime,

iou are all asvare of the importance of tiis problem, and
the need for an early resolutioms 1 should like your study to proceed
as rapidiy as possible, I hope you will be sble to give w0 ot least
‘nitial reccmendations by ‘arch 15. 1 am asking the ‘eeretary of
the Ireasury to arrange for ealling this group together at smtuslly

convenient tinese
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Ae we effectively solve this problem of maintsining
the stebility of the ‘o ernment securities market and restraining
private credit sxponsion, we shall, of course, contirmue vigorously
h““ﬂdwm-lmm
cperationse Zfince the middle of last yeer, we ha'e tshken a series
of stepe to curtail such operstions and limit them to amounts
needed in thir cefense period. These operations are under constant .
roview, as pert of our overall anti~inflationary pregrem, and
sotion in this field will be kept in step with action in other

related fields.
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Memorandum for: The Seeretary of the Treasuyy,

The Chairman of the Board of Governors of the
Federal Reserve System,

‘The Director of Defense Mobilization,
The Chaimman of Council of Economic Advisers.

I have been much concerned with the problem of recon-
eiling two objectives: first, the need to maintain stability inm
the Government security market and fgay confidence in the publie
eredit 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 inflation during a defense emergency which requires the full
use of our economic resources.

It would be relatively simple to restrain private eredit
if that were our only objective, or to maintain stability in the
Government security market if that were our only objective, But
in the current situation, both objectives must be achieved within
the framework of a complete and consistent economie program.

We must maintain a stable market for the very large

financing operations of the Government. At the same time, we must
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maintain flexible nethods of dealing with privite credit in order
to fight inflation. ¥e met impose restreimts upon non-essentil
private lending and investsent. At the same tdinme, we must maintain
the lending and aredit facilities which are necsssary to expand the
industerial base for a constant bulld-up of owr twtal economic
strength, Instead of fighting inflation by the traditional method
of directing comtrols toward redusing the overall level of esplay=
nept and productive activity, a defense emergency imposes the harder
tagk of fighting inflation whdle striving to expand both employment
and produstion above what would be regarded as maximm levels in
normal poacetinme.

m.nﬁMMMMﬂ“ﬁ
Goverment sec.rities mrket i3, of course, only a part of the
problem that confrronts us. A successful program for achisving
production growth and economic stability in these critical times must
be based upon much broader considerations.

te must rake a unified, consistent, and comprehensive attack
upon owr econodc problew all along the line. Our program must
include, in proper propartion, rroduction expansion policy, mane
pover polidy, tex pelicy, credit colicy, debt munagement und
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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; nome
must be used in ways that nullify others,

We have been striving in this emergency to develop such a
unified program in the publiec interest. Much progress has already
been made, both on the production front and on the anti-inflation
front. Many peacetime activities of Govermment, including the activi-
ties of lending and financing agencies, have been pruned down. Cut-
backs of civilian supplies and allocations of essential materials have
been successfully undertaken. np-mtmumr&m
materials and productive capacity needed in the defense effort have
been gotten underway. Price and wage controls have been initiated,
Restraints 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

Muhht&uum
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One outstanding problem which has thus far not been solved
to our complete satisfaction is that of reconeciling the policies
concerning public debt management and private credit control. Cone
sidering the difficulty of tik problem, we should not be dis-
couraged because an ideal solution has not yet been found. The
essence of this problem is to reconcile two important objectives,
neither of which can be sacrificed.

On the one hand, we must maintain stability in the
Government security market and confidence in the public eredit of
the United States. This is important at all times. It is imper-
ative now. We shall have to refinamce the billions of dollars of
mmam“umuummmm-ym. Ve
ghall have to borrow billions of dollars to finance the defense
effort during the second half of this calendar year, even assuming
the early enactment of large additional taxes, because of the
smonn:_l. nature of tax receipts which concentrate collections in -
mt@m«mm,mmmofmmmomw
mm-mmdmmmunruumwm

Treasury. Such huge finanecial operations can be carried out
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successfully 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 expansion of private

loans, not only by the banking system but also by financial insti-

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

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

extent consistent with the defense effort and the achievement of

its production goals.

The maintenance of stability in the Government securities

market necessarily limits substantially the extent to which changes

in the interest rate can be used in an attempt te 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 con=-

trol of private credit expansion. I am firmly convinced that this
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is an erroneous 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 interest 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 stabiliszation. After World
War II, 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 Economic Adviscrs was established by the Congress under
the Employment Act of 1946 to advise the Presidemt and help prepare
reports to the Congress concerning how all major economic policies
might be combined to promote owr economic strength and health. 8till
more recently, in the current defense emergency, the Office of Defense
Mobilisation has been established to coordinate and direct operations
in the mobilization effort. In addition, some of the established de~
m,“ummw,‘mmm
economic functions which go beyond specialized problems and affect
the whole economy.

Consequently, I am requesting the Secretary of the Treasury,
the Chairman of the Federal Reserve Board, the Director of Defense
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
stability in the market for Government securities. While this study is
underway, 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 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 actions
such as was done in a marrow field by the Capital Issues Committee of
World War I, and through direct Govemment controls; and (2) to provide
the Federal Reserve System with powers to impose additional reserve
requirements on banks.

Under the first heading, 1 am sure that you are aware of the
efforts that are already underway by the American Bankers Association,
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 lenders
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 correlated with
those of the defense agencies under Mr. Wilson with the objective of

curtailing unnecessary uses of essential materials.
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Furthermore, I should like you to consider the necessity
and feasibility of using the powers provided in the Emergency Banking
Act of 1933 to curtail lending by member banks of the Federal Reserve
System. These powers are vested in the Seeretary of the Treasury
subject to my approval, The Secretary could by regunlation delegate
the administration of this program to the 12 Federal Reserve Banks,
each to act in its own Federal Reserve District under some flexible
procedure, The program could be extended to institutions other than
member banks, if desired, by using the powers provided by the Trading
with the Enemy Act.

mmmm‘,mmmmmu-

I made to the Congress a number of times in recent years to provide

additional authority for the Federal Reserve System to establish
bank reserve requirements, Immﬁummm
bility of making that or another recommendation with the same general
purpose at the present time.

You are all aware of the importance of this problem, and
the need for an early resolution, I should like your study to proceed
as rapidly as possible. I hope you will be able to give me at least
initial recommendations by March 15, I am asking the Secretary of
the Treasury to arrange for calling this group together at mutually

convenient times.

St. Louis -
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At the same time that we are working to solve this

problem of maintaining the stability of the Government securities

parket and restraining private credit expansion, we shall, of

course, continue vigorously to review Covernment lending and

loan guarantee operations. OSince the middle of last year, we

have taken a series of steps to curtail such operations and limit

them to amounis 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 activities, so that these operations

may again be reviewed as part of our over-all anti-inflationary

program.

Federal Reserve Bank of St. Louis



MEMORANDUM FOR: The Secretary of the Treasury,
The Chairman of the Board of Governors of the
Federal Reserve System,
The Director of Defense Mobilizatlon,
The Chairman of Council of Economic Advisers.

I have been much concerned with the problem of reconciling
two objectives: first, the need to maintain stability in the Government
security market and full confidence in the public credit of the United
States, and second, the need to restrain private credit expesnsion at this
time. FHow to rceoncile these two objectives is an important facet of the
complex problem of controlling inflation during a defense emergengy which
reouires the full use of our economic resources.

It would be relatively simple to restrain private credit if that
were our only objective, or to maintain stability in the Government security
narket if that were our only objective. But in the current situation, both
objectives must be achieved within the framework of 2 complete and con—
gistent economic progran.

We must maintain a stable narket for the very large financing
operations of the Government. At the same time, we rmust maintain flexible
methods of dealing with private credit in order to fight inflation. We
rust impose restraints upon noneessential private lending and investnent.
At the same time, we rmst maintain the lending and credit facilities which
are necessary to expand the industrial base for a constant build-up of our
total econonic strength. Instead of fighting inflation by the traditional
method of directing controls toward reducing the overall level of employment
ond productive activity, a defense emergency imposes the harder task of
fighting inflation while striving to expand both employment and production
above what would be regarded as maximum levels in normal pmcetine,

Vhat we do about private credit expansion and about the Govern-
ment securities market is, of course, only a part of the problem that
confronts us. A successful program for achieving production growth and
econonic stability in these eritical times must be based upon much broader
considerations.

We rmst make a unified, consistent, and eomprehensive attack
um our econonic problems all along the line., Our program rmst include,
in proper proportion, nroduction expansion policy, manpower policy, tax
policy, credit nolicy, debt management and monetary policy, and a wide
range of direct and indirect controls over materials, prices nnd wages.
All of these policies are necessary; each of them must be used in harmony
with the rest; none must be used in ways thot nullify others,

S




We have becn striving in this emerzency to develop such a
unified progran in the public interest. Much progress has already been
nade, both on the production front and on the anti-inflation front. Many
peacetime activities of Government, including the activities of lending
and financing agencies, have been pruned down. Cutbacks of civilian supnlies
and allocations of essential materials heve been successfully undertaken.
Important expansion nrograms for basic materials and productive capacity
needed in the defense effort have been gotten underway. Price and wage
controls have been initinted. Restraints on consumer and real estate credit
have been applied. Large tax increnses have been enacted, and additional
tex proposals rre 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 satisfaction is that of reconeciling the nolicies cnncerning
public debt management and private credit control. Considering the diffi-
culty of this nroblem, we should not be discéuraged because an ideal solution
has nnt yet been found. The essence of this problem is to reconcile two
important objectives, neither of which can be sacrificed.

On the one hand, we rust maintain stability in the Governnent
security market and confidence in the public credit of the United States.
This is important at all times. It is irperative now. We shall have to
refinance the billions of dollars of Governnent securities which will cope
due later this year. We shall have to borrow billions of dollars to finance
the defense effort during the second half of this calendar year, even assuming
the early enactment of large additional taxes, because of the seasonal nature
of tax receipts which concentrate collectisns in the first half of the year,
and because of the inevitable lag between the imposition of new taxes and
their collection by the Treasury. Such luge financial operations can be
carried out successfully 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 expansion of nrivate loans,
not only by the banking system but also by financial institutions of all
types, which would add to inflationary pressures. This tyne of inflationary
pressure must be stopped, to the greatest extent consistent with the defense
effort and the achievement of its preduction =onls.

The maintenance of stability in the Government 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 consrol of private credit expansion. I am firnly
convinced that this is an erroneous statement of the problem. ¥e need not
sacrifice either,.
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Changinz ths interest rate is only one of several methods
to be.considered for curbing credit expansion. Through careful considera=-
tion of a mmch wider range of methods, I believe we can achieve a sound
reconciliation in the national intcerest between maintaining stability
and confidence in public credit operations and restraining expansion of
inflationary private credit,

T

/¢ have cff.ctive agencies for considering this problen and

arriving at a proper solution,

Ovar i
towards developing

cars, a nuuber of important steps have becn taken
effective wachinery for consistent and comprehensive

national cconomic policies, OUnc of che carliust steps in this century

was the establis

hrment of the Federal Rescerve Systen before vorld War Ie

At that tiwc, under far simpler conditions than thosc now conironting
us, the lbmbrul Rescrve System wae regarded as the main and central

orzan for uconomic stabilization. Aftcr Yorl: 'rar II, in a mmch more
complex ceononic situation anc a nmch nore complex frarewerk of sovern=—
uental activitics affceting the ceonomy, the Council of Feonomic Adviscrs

was cstablished

y the Congress under the Buplojucnt Act of 1946

advise the President ana help preparc reports to the vongress concurni
how all major -;oono‘.xif‘ policies might be combined to vromote our

acononiic strength

fense encrgency,

and health. Still wore recently, in the currcnt de=
Llu, O.L fice of Defunsc liobilization has been establislied

to coordinatc and dircet operations in the nobilization ¢ffort. In
addition, sone of the established departucnts, such as the Treasury

have

2

always perforicd cconomic functions which go beyond

speeialized droblons and affeet the whole cconony.

Consequently, i+ an requesting the Scerctary of the freasury,
the Lhairian of the Fed.ral Rescrve Board, the Uirector of Uefunse

~obilization, and
study ways and nca

credit cxpansion
stebility in the
wdurmray, 1 hepe
rate patiem, so

be iwintainoed,
Anong

dceirabrlity of

- 1 - e 1
3uch Lg vas anc

Jorld Yar 1, anc

Under

Investicent Bankcr
you to consider

ac

P

the Yhairian of the Council of %econonic Advisers to
s to provice the nccessary restraint on private

and at the sane tiiw tc 1meke it possible to maintain
market for Govermwnt scecurities, #While this study is
that no ._t.u,:IJL, will bt rnude to ‘.n].:n..“.':t, tha interest
that stability in the gZovemiwnt sceurity tarket will

other thinss, I ask that you consider specifically the

LABUrCS (1) to liwdit private lending tiroush voluntary

actions by *rleLLL, srouns, tarcuzii Yovernien tes )C-luul_)r‘u.‘. voluntary actions
in a unarrow ficl.d by the Capital lssucs Couidbtec of

throuzh direct Governient controls; and (2) to provide

the Federal R scerve Oyston vidbh potiers to inposc additional reserve re=
guirciients on banks,

the first heading, 1 anr sure that you arc awvere of the of=

orts that arce alrcady underway by the smrerican Banke Associatios he
forts that J v v by t rican Bankers Association, th

Associztion, and theé 1life insurance association, I want

tl » desirability of this or other kinds of private voluntary
ion in bringing :-.bnut restraint on the part of lenders and borrowers,

I sheuld like you to consider 2lso the cotablishment of a con-

mittec siudlar to the Capital Iosues Committec of

in a broader area, The objectiwves of such & Cosdtbec would bb to pruv“ll

upen borrowers to ruduce their spending and to curtail their borrovangy™

T PrCVI T I Uporstendees~to=kimidthodlr Jancinrs. The activitics of this

sierld war I, but operating

committee could be corrclated with tiosce of the defunse agencics under L%
Wilson with the objeetive of curtailing wmeccssary uses of cssential
aterials,
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Furthermore, I should like you to consider the necessity
and feasibility of using the powers provided in the Emergency Banking
Act of 1933 to curtail lending by mem_er bank: 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 Federadl Reserve District under some flexible
procedure, The program could be extended to institutions other than
member banks, if desired, by using the powers provided by the Trading
with the Enemy Act,

Under the second heading, you will recall the recommendation
I made to the Congress anumber of times in recentyears to provide
additional authority for the Federal Reserve System to establish
bank reserve requirements, I should like you to consider the desira-
bility of making that or another recommendation with thc samc general
purpose at the present time,

You are all awarc of the importance of this problem, aad the
nced for m early resolution, I should like your study Lo proceed
as raidly as possible in order that I may receive your rccommendations
at a very carly date, I am asking the Dircctor of Defense Mobilization
to arrange for calling this group together at mutually convenient
times,

At the same time that we are workinz to solve this problem
of maintaining the stability of the Goviernment sccurities market and
restraining private credit expansion, we shdl, of course, continue
vigorously to review Government lending and loan guarantce operations.
Since thc middle of lastyear, we have taken aserics of steps to
curtail such opcrations and limit them to amounts needed in this
defense period, I am direccting the agencies concerned to report to me
by March 15 on thcnature add extent of their current lending aad loan
guarantee activities, so that these operations mg again be reviewed
as part of our over-dall anti-inflationary program.




February 26, 1951

MEETING IN CABINET ROOM
WHITE HOUSE
11:00 A.Me=12:00 M.

Present = The President in the Chalr
Mr. C. B« Wilson, Director, Office of pefense lobilization
Mr. Leon Keyserling, Chairman, Couneil of Economic Advisers
Mr. John D. Qlark, Couneil of Economic Advisers
Mr. Roy Bl&d, Council of Eeonomie Advisers
Mr. Harry MeDonald, Chalrman, SEC
Mr. Thomss MeCabe, Chairman, FRS
Mr. Mlan Sproul, President, New York Federal Reserve
Mr. Edward Foley, Under Seeretary of Treasury
Mr. Wm, McC. Martin, Jr., Assistant Secretary of Treasury
Mr. Charles Murphy, White House Staff
Mr. David Bell, White House Staff

The President opened the meeting in the most pleasant eand conciliatory
manner, and stated that he had been worried with this problem for some time
and wished to get this group together for the purpose of frank and open
discussion of the problems. He sald that the RFC (obviously mis-spoken as
he clesrly intended the CEA) and the Treasury Staff had been working on some
ideas which seemed to him to make & lot of sense and so he wanted to take
the liberty of reading them to the group.

This he did, very clearly and with emphasis on certain points, such as
the impertance of the publiec credit of the United States, which he said
several times was vital to Mr. "ilson's work, and so important that unless it
were maintained the Russians would have achieved their purpese completely.

Mr. Wilson nodded agresment.
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After the President finished, he said that he wanted frank and open
discussion of the ideas in the memorandum.

Mr. MocDonald opened the discussion by passing around a memorandum on
the volume of new securities and indicating that Munieipal finaneing in
particular had boomed. The President thought this very interesting.

Mr. Clark spoke next. He said the President's comments made good sense
to him and recalled historical situations, such as the one ecalling for the
creation of the Federal Reserve System and the Banking Aet of 1933, He felt
we might have a similar type of situation teday and the powers required te
meet the current problem should be studied. He thought the Treasury pesition
in the matter of interest rates sound and appropriate in the light of
mobilization efforts and the Federal Reserve certainly ought not to drive
rates up by selling in the market and should work with the Treasury to keep
confidence in a stable orderly market and that lster in the year after tax
receiptes which were going to be large wherein more money for investment would
appear and the fineancing problem would be possible of solution at current
levels.

Mr. Sproul spoke next. He stated there was no disagreement on maintain-
ing the eredit of the government. If the Federal Reserve had anything to
reproach itself on to date, it was the dilatory actions it had taken to
restriet bank reserves. The System should have stopped net-buying governments
on the seale it has been doing so long agee. This, he said, under current
conditions, was monetizing the debt in a way which strained the conscience of
the Open Market Committee with respect to their respensibilities. He did not

think the actions contemplated by the Committee would impair confidence in
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e
the markets as most of these securities were marketable and held by experienced
investors who were used to the hazards of the market and expeeted it. In faect,
he was of the opinion that elimination of existing artificialities and more
dependence on the market itself would generate confidence and improve the
outlook for the refinancing and new money issues which the Treasury would be
faced with later in the year.

Mr. MeCabe spoke next., He started off by stressing the element of time.
He was interested in the memorandum the President had read from, and he would
be particularly pleased to have the support of other agencies of the Government
for increased reserve requirements. Up to date, he had never been able to
obtain any support for this., However, he was concerned at the moment with
the necessity for making a decision on operations in the market for which the
Open Market Committee was pressing.

He then spoke of the fine work that had been donme by Bill Martin and
Win Riefler in trying to see if there was an area of agreement that could
be worked out. He thought both Treasury and Federal Reserve were opposed
to monetization of debt and they ought to be able to get together on a
program.

He stressed the fact that life insurance companies and corporations
and other large non=banking investors had purchased the long-term restricteds
at par and now were in a position to cash them in at a handsome profit te
make good on their commitments, while purchasers of savings bonds could enly
cash in their securities at the face price and by saerificing the interest to
maturity.

He wanted to emphasice to the President the clear purpose of the Open

Market Committee to maintain an orderly and stable market but to depend as
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far as possible on the judgment of the market itself, The Federal Feserve had
a statutory responsibility given to it by Congress, and he felt that they must
act on their judgment in the matter and despite his best efforts, he had been
unable to arrive at an understanding with the Secretary of the Treasury, who
is now in the hospital. He was very sorry the Secretary was in the hospital,
but thought that time was very important and they ouzht not to be adked to
delay indefinitely. lMr. Foley had called him and suzgested that they might

" delay two weeks which, coming on top of a previous delay of two weeks, meant
roughly thirty days without any action. He urged the President to appreciate
how sincere they were in dndeavoring to stop inflation and protect the
purchasing power of the dollar but how apprehensive they were about the way
things were developing.

Mr. Foley spoke next, He said he wanted to clarify a point Mr. MeCabe
had made with respect to the Secretary which was perhaps due to & misunder-
standing. It was possible the Secretary might be able to engage in negotiations
before two weeks were up but he had expressed to Mr. MeCabe, whom he had tried
to get repeatedly over the weekend without success until late Sunday evening,
how anxious he was not to upset the Seeretary unduly. On Friday neither he
nor Hr. Martin had been able to see the Secretary as there was some evidence
that & possible hemorrhage might occur in the eye and the Doctors refused to
permit anyone to see him. The constant visits for instructions which he
and Mr. Martin md.othorl in the Treasury had been forced to make during the
past '_..k had unquestionably retarded his recovery and in asking for two weeks
time of MNr. MecCabe, he was merely making an estimate of what he thought would
be desirable without intending to olose the door to negotiations more

immediately.
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He then stated the Treamsury's fear that lowering the pegs in the long-
term restricted issues would unsettle the market, bring an avalanche of
selling, and seriously impair public confidence in the issues. He said the
debt was very large and that we were very apprehensive of creating any un=-
necessary danger which would make it difficult to refinance or obtain new
money. He pointed out that the debt was now $257 million and a panic in the
market would be a catastrophe.

He stated that the conversations which had been conducted at the
technical levels appeared to be meking some progress and there was a fine
spirit of cooperation and good will on both sides. He hoped that these could
be continued and that ultimately they might be brought te a successful under-
standing which would benefit both the Treasury and the Federal. He thouzht
it vital that everything pessible be done to maintain stability in the market.

Mr. Keyserling spoke next. He said he had listened carefully to what
had been said by his colleague Mr. Clark, Mr. Sproul, Mr. McCabe, and
M¥r. Foley and without commenting on what had been said, he wanted the President
to know that he didn't think the problem was being faced. He felt that it
was important to determine whether there was a forum or vehicle by which two
clearly opposing positions could be resolved by unf of good will. He took
that to be the purpose of this meeting, and he thought it important that a
real effort be made to work out this specifiec preblem.

The President then commented that he thought it was very important te
work it out and was very vital to Mr. Wilson's work, and he was very anxious
to get everybody together -~ that's why he was asking for this frank discussion.
He was not trying to reach a decision today but hoped this would not work out

the way Wage Stabilization did where a fight had developed with everyone
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r.si;ning‘ He didn't want to take arbitrary action, but he had certain
powers and there came & point when he would have to exercise them.

Mr. Wilson spoke up == said he didn't think it was necessary to delay
this matter too long, end he wondered if we couldan't contact the Secretary
of the Treasury about this particular matter promptly. Mr. Foley inter-
Jected that he was sure that could be done, end he hoped that if Mr. Wilsen
would undertake to get the ball in motion and get the task forces or sub-
committees set up, he knew the Secretary would be most appreciative,

There seemed to be general agreement that this would be a good idea
and the meeting broke up a little after twelve with the President asking

that an effort be made to report to him as promptly as possible,

Wme MoC. Martin, Jre.
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IMMEDIATE RELEASE FEBRUARY 26, 1951

The President met this morning with the following:

Mr. Thomas McCabe, Chairman, Board of Governors,
Federal Reserve System

Mr. Charles Wilson, Dircctor, Office of Dcfense
Mobilization

Mr. Bdward Foley, Undcr Secrctary of the Trecasury

Mr. Charles Murphy, Special Counsel to the President

The Council of Economic Adviscrs, Mr. Leon H,
Keyscrling, Chai rman; Mr, John D. Clark and
Mr. Roy Blough

Mr. William McChesncy Martin, Assistant Sccrctary
of Treasury

Mr. Allan Sprouvl, Vice Chairman, Federal Reserve
Open Market Committee

Mr. Harry A. McDonald, Chairman, Sccurities and
Exchange Commission

The President read the attached memorandum to the group
and there was a general discussion of the subject covered by the
memorandum., The President did not ask any of those present for any
commitments on the subjects under discussion, but expressed the
hope that they would go ahcad speedily with the study requested.

Mr, Wilson expressed the hope that a report could be made
to the President within ten days or two wecks.,




The Chase National Bank
of the City of New York

November, 1952.
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( Due within 1 year and due within 1-2 years )

INTEREST BEARING PUBLIC MARKETABLE U.S. TREASURY SECURITIES
OUTSTANDING DECEMBER 15, 1952
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~ INTEREST BEARING PUBLIC MARKETABLE U.S. TREASURY SECURITIES
CHANGES IN HOLDINGS OF 1 YEAR DEBT

e cerogsnl r first callable
o ! : A 1
HH 1 d |
| s
i
i HF
HEMALD !
,1-.
S B I
=11 +
EEAR !
(in lllill.) Ii'.
1 T
isaaasaa: : : Total
T : 1 Chg. [
1 1 L
+ 500 HHHH - i 1 HEHH =
¢ I el 1 111 - 11 EEEESS 4';.4!;[4|
_.4145.: ’ GiENE I ii +1'4 8| +-3 F
IHEmETRA i 3 1 an T L1t g 08 08 O WO
amEame ! { | i Iy Gt
SESEiinemassdanssa: e tH siusaennnns +.2 |
: HHH J ' 1 g9vt. agencies £
® T i1 T = 1l - .’ 1 1
I 4 T : i .
51| T : Eummn, ' uvin;[‘ banks '1!? 1 T
0 8 ] I 1 TEL TR
1 1 LA L 2.1
E- -b—-?— ¥ —t
] = -y | -
A et e -
in iy e E —el 1
s % ce cos.
1 ]I: T]
commercial | i
' bapks~ 4
- E =
b s 'S
|
4
: R 1
- e
5 T
L
others ™ = susw
1 e EEEE
Siie ifenincee HH
: 1. 08T BESSEERES:
[ _4.4__.__.5_ + e i t e
! . '._r -]--—-H'I.
b E o }
= il .._.1.: | ERRSRE.
T Ho
- -1,.3.;: Il f‘;—'[d i :"
R T
H T HEUNSEE RSN RS =5
5 HEENNERSEE NS i b i
i“. - _...} 41+ -
4 "
] EEEE
113 & B
- | “
1 1 i
: HEHHH +H
£ 1 L R 4
F Ian e i } s
—t 11+ 1 b "t
O i 1t T 11 I NSEBEEEENE] SEGENES N B
AEE S = L EBmE NN T }
ingasw R aEE SusnEnsan! SRR RO E! SeaEe R R ¥t - -
- 2,500 o e e e T R a8 ] -2.0F -2.4
; ] St - : > ;o .

Feb. 28,

February

June 30,

1952 = | ‘ June 30, 1952 Aug. 31, 195;,-;'.

(in millions of dollars)

Comm. Savings Insurance Cos. Govt.
Total Banks _Banks Life Fire Agencie Others

28, 1952 72,784 29,973 624 T4 1,210 13,986 26,216
1952 70,944 29,540 550 638 1,106 13,968 25,143

August 31, 1952 70,519 27,556 INAA 640 1,121 14,200 26,558
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TABLE I 3.

Exchange Type Amount of Amount
Offered & Maturing Issue Not
Date  Books Open Maturing Issue Type  Series Into  Series Maturity Outstanding  Exchanged
1/1/50 12/19/49 1 1/4 Jan. 1, 1950 C. of I. A 11/8-1/1/51  Ctf.-A 12 mo. "‘?fié?“ 322
2/1/50 1/20/50 1 1/4 Feb. 1, 1950 C. of I. B 1 1/4-10/1/51 Note-A 20 mo. 1,993 75
3/1/50 2/17/50 1 1/4 Mar. 1, 1950 C. of I. ¢ 1 1/4-7/1/51  Note-B 16 mo. 2,922 180
4/1/50 3/20/50 11/4 Apr. 1, 1950 C. of I. D 1 1/4-7/1/51  Note-C 15 mo. 963 76
6/1/50 5/22/50 11/4 June 1, 1950 C. of I. E 11/4-7/1/51  Note-D 13 mo. 5,019 201
7/1/50 6/21/50 1 1/4 July 1, 1950 C. of I. F 1 1/4-8/1/51  Note-E 13 mo. 5,601 250
9/15/50  9/5/50 1 1/8 Sept. 15,1950 C. of I. G 1 1/4-10/15/51 Note-F 13 mo. 1,197 158
v " 2 1/2 Sept. 15,1950~
1952 Bond " " nomwom 1,186 281
e o 2 Sept. 15, 1950-52 Bond p » Wi, wiw » 4,939 942
10/1/50  9/18/50 11/8 Oct. 1, 1950 C. of I. H 1 1/4-11/1/51 Note-G 13 mo. 6,248 995
6/15/51  6/4/51 . 2 3/4 June 15,1951~ :
1954 Bond 1 7/8-4/1/52 Ctf.-2 9 1/2 mo. 1,627 110
" " 1 1/4 July 1, 1951 Note B " " nowwomom 2,71 134
" " 11/4 July 1, 1951 Note c n " n o wmmowom 886 55
" " 11/4 July 1, 1951 Note D " " L S " 4,818 248
8/1/51 7/16/51 1 1/ Aug. 1, 1951 Note E 1 7/8-7/1/52 Ctf.-B 11 mo. 5,351 135
9/15/51  9/4/51 3 Sept. 15, 1951-55  Bond 1 7/8-8/15/52 Ctf.~C 11 mo. 755 172
10/1/51  9/18/51 1 1/4 Oct. 1, 1951 Note A 1 7/8-9/1/52  Cif.-D 11 mo. 1,018 26
10/15/51 10/1/51 11/ Oct. 15, 1951  Note F 1 7/8-10/1/52 Ctf.-E 11 1/2 mo. 5,941 67
" " 1 1/4 Nov. 1, 1951 Note G " " mnoomm omow 5,253 265
12/15/51  12/3/51 2 1/4 Dec. 15, 1951-
1953 Bond 1 7/8-12/1/52 Ctf.-F 11 1/2 mo. 1,118 55
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Date Books Open

3/1/52 2/18/52
7/1/52 6/16/52
8/15/52  8/4/52

10/1/52  9/15/52
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Maturing Issue
1 7/8 Apr. 1, 1952
1 7/8 July 1, 1952
1 7/8 Aug. 15, 1952
1 7/8 Sept. 1, 1952
1 7/8 Oct. 1, 1952

Type Series

c-

of I.
of I.
of I.
of I.
of I.

A

B
c
D
E

Exchange
Offered
Into

1 7/8-2/15/53
1 7/8-6/1/53
2-8/15/53

2 1/8-12/1/53

Type
&

Series

Ctf.-A
Ctf.-B
Ctf.-C
Ctf.-C

Note-A

Maturity
11 1/2 mo.
11 mo.

12 mo.

14 mo.

. Amount of
Maturing Issue

OQutstanding

95524
5,216

583
1,832

10,861

be
Amount
Not

Exchenged
656
253
150p
258p
318p



Treasury Bulletin

TREASURY SURVEY OF OWNERSHIP, AUGUST 31, 1952

The Treasury Survey of Ownership covers securities Information on the disetribution of ownership by types
iesued by the United States Government and by Federal of banks and insurance companies is published each month,
agencies, The banks and insurance oompanies included Additional information showing the holdings of commercial
in the Survey account for approximately 95 percent of banks distributed acocording to Federal Reserve member -
such securities held by all banks and insurance companies bank classes and nonmember banks is published for June 30
in the United States. Data were first published for and December 31.

March 31, 1941, in the May 1941 "Treasury Bulletin®.

Section 1.~ Becurities Issued or Guaranteed by the United States Govermnment

Table 1.- Summary of All Becurities
(Par valuss - in millions of dollars)

Held by investors covered in Treaswry Burvey
amount =6 Insurance companies U, S, Government .u” .‘L‘,
Classification prac iy 7,113
- mutual iavestars
ing commert lal sarings 317 606 fire, accounts and 3/
bazks L/ 2/ | ponie gV, 1ife casualty, Federal Reserve
and marine Banks
Interest-bearing securities:
Public MATXOLADLe. ...cvzcuvaansninsns 1hk, 186 5,380 1,682 6,511 5,170 Ee.m 5,500
ablic noomarketable b/........ 78,605 2,214 2,0m3 3, 1,009 ’ 65,245
e S ot i . i 38,307 - - = % 38,307 .
Total interest-bearing securities............ 261,098 56,594 9,715 10,301 5,180 68,164 111,184
Matured dsbt and debt bearing no interest 3/..... 2,121
Total securities lssusd or guarantsed by the
U. 8. Covarmient §/..c00ressrsscinissesoncssncs 263,225
Footnotes at end of Section 1.
Table 2.- Bummary of Interest-Bearing Public Marketable Becurities
(Par valuss - in millions of dollars)
i Eeld by iovestors covered in Treasury Survey
Total = == Ny
smount =26 Insurence ocupaniss U. 8. Govermment all other
Classification Atk 7,113 investaent iovestors
ing oammsroiel oo 37 606 fire, sccounta and i/
besks 1/ 2/ [ sevine 1ite casualty, Yoderal Reserve
u and marine Banks
Trpe of sscurity w
Issued by U. 8, Sovermment:
Treasury bills....ocesncescarscns 17,206 L, Te2 T k93 91 T3 1,35m
Cartificates of indebtednees. 28,019 6,335 90 97 T 11,969 9,151
TIOASUIT DOLOB..c.0isauossasss 18,974 313.;2; " 3;3 . NE " 332 g.ﬁ B oo
Tress bonds - . ol ’ »
— bt sligibie. 2136 o 5,0% \i512 e L2217 11,030
13k 1 . . 1 27 9
38 8 9 9 . . 1n
1hk , 186 S, 380 7,6h2 6,517 5,171 25,577 43,900
70,519 27,956 sl 6h0 1,121 1k, 200 26,558
29,6 16,323 135 120 581 6,073 §,223
17,966 5,840 2,35 1,162 1,338 1,702 5,171
20,009 287 k525 h,505 1,008 3,228 6,h96
6,968 2,313 175 a1 123 n b
vart Yelernl Housing Administration
o —————— : 38 8 9 9 . .
Total...cconus0s Grassinsasasnssnssnnes ase Lhb, 156 ,380 7,682 6,517 him 23,517 45,900
Tax wtavas: 8/
muu-urx-rmm—m-.... 134 1s . » s 27 91
Partially exempt from Federal incame tazes. 7,h00 6,208 17 s 238 & 8%
Hubject o Federal Lnoome tAIS® 3. ...e.esers 136,649 48,158 7,625 6,513 3,931 23,h6h b, 958
L s i news s nainenaasassrminsyuupsasyransy 1hk , 166 5k, 380 7,662 6,517 him 23,511 43,900
DY | DR rr e | ) N T g S

Foutnotes at and of Sectiom I1.
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THEASURY SURVEY OF OWNERSHIP, AIGUST 31, 1952
Bection 1 - Securities lssued or Guaranteed by the United States Government
Table 3.- Interest-Bearing Public Marketable Securities by Issues
(Par values - in milltons of dollare)
‘ ___Icnbxmtmow-rdm!‘mm‘iw ok
Inous | m 7.113 | 526 _ Insurance companies u. S. Government | q)) ,g
(Tax status B/ ts shovu in parenthesss) e Somn "L}"‘y T 5 606 fire, accounts and 3/
bankn 1/ 1ifs casualty, Federal Rewerve
and marine I» Banks
s o SR TI  . Al B, | RS ... 5. 2ol A 8 LA
§,Te Y | 5
Treasury bills........ cesessienneiieen(tazable) | rr zon s _ | _ M2 || MCRL WY 93 ntl ) 351
Certificates of indeb : |
| |
1~ Seplamber Dusssssesnesss(tazable 262 173 & 6 3 2 T
1-3}13‘ Ootober 11.'%-3. sssnes Emi 10,861 1,163 | &3 | @ 65 | 6,810 2,7%
1-7/8 December 1952-F.....eveiones (taxable) ‘ 1,063 309 5 * 1 { 5 526
1-7/8 Fobruary 1953-Au............(tazsble) | 8,868 1,987 19 | ns 3,757 2,919
1-7/8 June 1993=Biesssssnssss(tazable h, 963 1,737 1k 56 | 126 l.ig 1,820
2 August  1953-Ci.euevosss..(taxable _cmjoy I e h o< I 1 51 2 9%
Total Certificates of Indebtednest........... 28,019 6,335 _ .99 1 97 | n 11,969 9,151
| | |
Treasury notes: |
iiz’?”"“" 1958 A i uiarasasens| tazable) | ‘;'?E;‘ 3.;31% iﬁ | i 1;: z;i :g
1-3/4 December | 6,85 2,578 6 I 2 7 3,23 o
1-1/2 April 1996-EAysunsnsasnss( taxable) 1,007 1 - . - 1,000 .
1-1/2 October 1956~B0.....e0.....(taxable) 5450 ho | ¥l - - 500 z
1-1/2 April 175T-EAiesnunonss.o(tazable) | o _ AR u 5 L) Wi { 500
Total TIeAsUry NOtS.....ecerscarsrassssnsren ‘ 18,97 10,390 | 39 ‘ - 32 5,969 2,640
Treasury bonds:
Bank eligible: x 1 |
2; - September 1951-93........( taxable) | 7,986 L, 381 o, 8 207 61 2,k59
2 December 1951-55,.......( taxable) 510 EL1 7 . 15 a 139
2 June 195254 . 000 o0 ( taxable) 5,885 3,95 e 2 15 ke 1,220
2-1/% 3 1952951 s v ees. taxable) 1,501 1,064 67 = ha 99 220
2 n-?-hr 195254, o000 .. ( taxable) | B, 662 6,120 kE. 20 212 292 1,939
2 June 1953=55 1000+ partially) =5 619 . . . 13 - 30
T e o N R R T e
2-1/2 March 1996-:8::::::..(mn-; | 1,uk9 1,163 i3 ‘ 10 32 = m
2-1/h September 1996-59........( taxable) 3,82 2,919 29 106 @ & b7
2-3/b HDeptember 19%6-99......(partially) 9 908 T | . 29 5 38
2=3/8 Mewoh 1957594 0000 eeel tazableo) %7 U6 a | . 1 139 2
2-3/8 June 1958, . .0 0uss00.( tazable) b2k | 2,450 o | 0 26k 103 1,007
2-3/4%  June 1958-63......(m1m;1 | 919 835 4 . 39 1 %0
2-1/8 June 1999-62. . «.(tazable) | 5,280 | kb 1,191 EY ) 539 & 2,067
S deme et MR | MR | o | | |
2-1fe Jwe B P 2,1 g
2-1/2 September 19C7=Tee.....q.( taxable) 2,16 e,x&a_ 28 ‘ e g 1k 127 155
Total bank eligibles.ciccissseissivsesses 5%, ks 32,265 2,338 | 1,004 1,99 3,308 11,62%
Bank restricted: |
2-1/h% 4 199962 o 4y v nef tazable) 3,468 186 k21 3R 326 ™ 1,k8
2-1/2 December 1963-68........(taxable) | 2,809 3k 9 51 27 36k ?»3
2«12 Jwme 19069, 000000.(tazable) | 3,158 5 1,332 Thil 176 OS] A,
2-1/2 December 194-69........(taxable) 1,819 31 907 ] 1,083 200 538 1,13
#-1/2 March 1965-T041uvues.(taxabls) | b, TR 57 53 ] 1,209 181 1.21 l.gg.
2-1/2 March 1966-T1ue0sess.(taxable) 2,916 Wi, k26 | 877 123 3
2-1/2 Jwme 1967-T24 400000 taxable) 1,899 B 251 % W8 123 : ¥
2-1/¢ December 1967=T2........(taxabls) | 3,05 189 146 i - 110 2a6 3.°§
Total bank restricted......sesessesseees 21,36 66k 5,00 | Mo 1,443 4,227 1,030
Total Treasury BOBAS....sverernesessassessnns 79,810 32,910 7,830 L 5,916 3,368 7,536 2,655
S— — o e = LR T et SR Lodll

l'oulnoh- at end of Section IT.

(Continued on following page
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%0 Treasury Bulletin
TREASURY SURVEY OF OWNERSHIP, AUGUST 31, 1952
Bection I - Becurities Issued or Guaranteed by the United States Government
Table 3.~ Interest-Bearing Public Marketable SBecurities by Issues - (Continued)
(Par valuss - in millions of dollars)
Held by investors covered in Treaswry Survey
Total Insurance Held by
Insue amount 7,013 o6 oconpaniss U. 5. Government | .07 o)
i~ inves tmant investars
(Tax status 8/ is shown in parentheses) cammercial e 317 606 rire, scocute and
= benks 1/ 2/ | eavings cesualty Pederal Reserve | ¥/
banks 1/ e and marine | Banks
Other bonds:
Pootal savings m..&mg B 9 . - . 27 ue
Panams Conal BODAS . ...cousssssssssss|Wholly 50 & . » 1 . &3
Total oAhar DOBAS...osssseasssnssssiasninnes 134 1k - - 1 27
Gumrantsed securities: &/
Fedoral Housing Administrstion deben-

BUT®B.esncscaisasnsnssnssessss|tazable J0/) 38 8 . 9 o . 1
Total public marketable secUritiof.....eeessvars 1hk, 186 5k, 380 7,682 6,517 b7 25,577 45,900
Footnotos at end of Section IT.

Table 4.- Interest-Bearing Public Nonmarketable Becurities by lssues
(Par valuss - in millioms of dollars)
Held by investors covered in Treasury Survey
Total
1 Inaurance companiee U. 5. Government | Held by
- mmount 7,113 "f 35 investment all other
(Tax status B/ is shown in parentheses) ” 1 aavings 606 fire, accounts and investare
Y . ing bankn 1/ 2/ banks L/ iﬂ. oasualty, Foderal Ressrve | i/
and marine Banks
g w > % & 1 i
+253
13:31 %5 56b 277 45k 19 16,4k
- - - - - 93
33 2 1 1 2 - 37
169 3 “ 2 7 151
Total United States savings BODAS.......serss 57,793 1,375 590 318 hE 21 S, 904
Other U, 5. securities:
Treasury SAYings DOLOS.......uss vess( taxable) 6.33\; L . =1 7 6,187
Depositary BOndB....ueevsssansssssqs(taxable) 3 s 0/ . = - i
Treasury bonds:
InveatBent S6rief A....s.essses(taxable) 951 189 123 301 T 100 20@
Iovestment Series B.............(tazable) 13,186 193 1,360 3,165 363 _ baw 3,95
Total other U, 5. securitisd..,cccesssecssses 20,8% 839 /| 1,48 3,466 k63 4,259 10,381
Guaranteed securities: 6/

Commod ity Credit Corparation demand |

OBLIGALIONA, s easresaseansnansssssstazadle) . 12/ - - - - 2/
Total public nonmarketable securities J2/........ | 78,605 2,21k 2,073 3,768 1,009 h,280 _°"-3"_'3

Footnotes at end of Sectiom II.
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TABLE II S5e

INTEREST BEAEING
PUELIC MARKETABLE U. S. TREASURY SECURITIES
OUTSTANDING DEC. 15, 1952
(million dollars)

Due within 1 year

Bills $21,7M2
Certificates & Notes
1 7/8-A - Feb. 15, 1953 $ 8,868
1 7/8-B - June 1, 1953 4,963
2  «C - Aug. 15, 1953 ( 3,071e)
2 1/8-A - Dec. 1, 1953 N 10,542
Total C. of I.'s & Notes 27, LLL
Treasury Bonds
2's - 9-15-53 7,986
Total Bonds 72986
TOTAL MARKETABLE OBLIGATIONS ACTUALLY
DUE WITHIN 1 YEAR $57.102
Due in 1 - 2 years
Notes
1 3/8 - 3-15-54 $ 4,675
Total Notes 4,675
Treasury Bonds
2's - 6-15-54/52 5,825
2's - 12-15-54/52 8,662
Total Bonds 14,487
TOTAL MARKETABLE OBLIGATIONS DUE IN 1 - 2 YEARS $19,162

Additional - Callable Within 2 years

Bonds
2 1/4 - 6-15-55/52 $ 1,501
2 - 12-15-55/52 510
2 / - 6-15-55/53x 'ggs
2 1/4 - 6-15-56/54x 1
Totel Bonds # 3,47
Due or Calleble after 2 years to 5 years
Notes
11/2 - 3-15-55 $ 5,365
1 3/4 - 12-15-55 6,854
11/2 - 4/1/56 1,007
1 1/2 - 10/1/56 550
11/2 - 4/1/57 531
11/2 - 10/1/57 722
Totel Notes $15,029
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Bonds
2 7/8 - 3-15-60/55x $ 2,611
2 1/2 - 3-15-58/56 1,449
2 1/4 - 9-15-59/56 3,822
gt
- 3-15-59/57
Total Bonds —

TOTAL DUE OR CALLABLE AFTER 2 YEARS TO 5 YEARS

Digitized for FRASER
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STRUCTURE OF U. S. PUBLIC NON-LARKETABLE DEBT#

Total Redeemable at Option of Holder $65 Billion
Total Convertible into Five Year Notes 13 Billion
$78 Billion

Total Non-Marketable Public Debt

Moturity Maturity
Schedule As of 1-1-<53 Schedule
Over Ten Years
$15 Billion
20% (with 213 Billion
Convertible into
Five Year Notes)
Over Five
Years
. 838 Billion
Five to Ten Years
182 284 $22 Billion
A4
N
One to Five Years
38% $30 Billion
Within Pive
Years
840 Billion
52%
Within Cane Year
9% $7 Billion
5% Maturad and Extended
W 8l Billion (Estimated)
$78 Billion 100%
# Maturity schedule based
:LnH due d&ten

d by Nat Ci
Bank of Cluveiand 11-18-52 ot
Digitized for FRASER

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



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

* STRUCTURE OF U. S. PUBLIC NON-MARKETABLE DEBT#

Mat Over 10 Years
eries F Bon
Series J Bonds
Series ( Bonds
Series K Bonds

Investment Series A 1965 Bonds

1-1-53

~ (1)l4ons)

$ 158
53

772
195
1

Investment Series B 1980-75 Bonds 13,182

Ma: 5 to 10 Years
Ee%&s £ Bonds

Series H Bonds
Series F Bonds
Series G Bonds

Ma: 1 to 5 Years
§a§33 ¥ Bonds

Series F Bonds
Series G Bonds
Series A Savings Notes
Series D Savings Notes

Ma Within 1 Year
oeries
Series F Bonds
Series G Bonds
Series D Savings Notes
Series A Savings Notes
Depositary Bonds

Matured and Extended

Total Non-Marketable Debt:

Prepared by National City
Bank of Cleveland 11-18-52

St. Louis

$15,311 19.5%

$11,452
116
1,4€5
9_,1148 _
$22,201 28.3%

$29,85) 38,14

$ 7,077 9.0%
$ 3,878 5.0%

$78,321 100.0%

# Maturity scheduls based
on final due date.



STRUCTURE OF U. S. PUBLIC MARKETABLE DEBTw

Maturity As of Maturity
Schedule 12-31-46 Schedule
N
Over Ten
36% Years
$6l Billion
Over Five
Years
8106 Billion
59%
Five to Ten
23% Years
842 Billion
4
N One %o Five
10% Years
l $17 Billion
Within Five
Years
$71 Billion
i ithin One
2 Year
e $5h Billion
W A
$177 Billion 100%
Prepared by National City # Maturity schedule based
Bank of Cleveland 11-18-52 on f due date.
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STRUCTURE OF U. S« PUBLIC MARKETABLE Drpls

Note: Projection of the marketable debt structure as of 1-l-54 is mads on the assumption
that maturities would be refunded with securities due before 1-1=55.

As of
Maturity Schedule 1-1-53
Over Ten
Years 21%
$31 Billion
Over Five
Years
$5L Billion
36% Five to
Ten Years 15%
$23 pillion
IK
Ons to
Five Years 25%
$38 Billion

fithin
Five Years

$95 Biliion

g 4
Within
tne Year 39%
$57 Billion
4
$11;9 Billion 100%

Prepared by National City
Bank of Cleveland 11-18-52

Digitized for FRASER
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As of
Maturity Schedule 1-1-5k
Over Ten
Years 20%
Over Five $30 Billion
Years
848 Billion
32% Five to
Ten Ysars 12%
$18 Billion
W
N
One to
Five Years 16%
#2; Billion
Under Five
Years
$101 Billion
682
Within
One Yeawr 52%
$77 Billion
j
!
N/
$1,9 Billion 100%

# Maturity schedule based

on final due date.



August 3, 1951
DRAFT WWR-ET

My dear Mr. President:

It is now five full months since the Treasury and Federal Reserve
reached an accord, a sufficient interval to judge the action with some
perspective. I was intimately involved from the Treasury side in the pre-
liminary discussions that led to the accord, and have tried in my present
position at the Federal Reserve to operate faithfully under it. I am
moved, accordingly, to make this report to you.

The real meaning of the accord lay in its spirit. It did not
attempt to prejudge the future or to settle by argument and debate the
relative merits of the issues that were then dividing the two institutions.
Rather, both agreed to work conscientiously together to meet constructively
the pressing problems that were before us. The country was in the throes
of an active inflation at a time when the fiscal problems that faced the
Government in refunding and new money financing were stupendous., Neither
of us wanted to see further monetization of the debt. We knew that meant
more inflation. Both were concerned to assure the efficient financing of
the Government. In the true spirit of the accord, we have worked together
to assure the success of the Treasury financing program with a minimum
monetization of the debt.

Looking back over the five months, I think it is fair to say
that the economy has been in equilibrium at a high level of activity.
During this period it has accommodated a large transfer of resources from

civilian to defense production without further inflation. During this
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period also savings have begun once more to accumulate in savings institu-
tions. The Treasury has financed successfully two major maturities,
and confidence has returned to the market for Government securities.

I realize that there are sharp differences of opinion among
your advisers with respect to how much the accord has contributed to
this happy result. Without pressing my own view as to its importance,
I think that most fair-minded people would agree on two propositions:
(1) That we would not have experienced this period of equilibrium without
the accord, and (2) that this interval in the inflationary spiral has
given the Covernment its first real chance to organize itself to meet

effectively the economic problems arising out of the defense program.

Respectfully yours,

Wm. McC. Martin, Jr.,
Chairman.

The President,
The White House.
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