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POSTPONEMENT OF STATE AND LOCAL GOVERNMENT FINANCING
Bulletin No. 3 of Voluntary Credit Restraint Committee

To all Financing Institutions in the
Second Federal Reserve District:

We set forth below the text of Bulletin No. 3 issued by the national Voluntary Credit
Restraint Committee. This is followed by the text of a letter from charles E. ‘Wilson,
Director, Office of Defense Mobilization, to governors of all states, mayors of major cities and
financial officers of principal counties and political subdivisions, in which reference is made
to this bulletin of the Committee. Both the bulletin and the letter have been released for
publication today.

POSTPONEMENT OF STATE AND LOCAL GOVERNMENT BORROWING

The Voluntary Credit Restraint Camittee, at its latest meeting on May 3, 1961, disoussed the
matter of aedits to State and local govermments and unanimously adopted the folloving statement:

In 1951 State and loal debt outstanding has reached an all-tine high approaching $22 billion.
Since Korea rearly $2 billion of public ssaurities have been sold to raise new money -

To curb inflatian in 1951 every segrent of the economy, public and private, must reduce expendi-
tures wherever possible. Financing institutios participating in the Voluntary Credit Restraint
Program should carefully screen loas 1o State and loal govermments as well as loans 1o other bor-
rorers. BExpansion programs that under normal conditions would be finenced wirthout hesitation should
be attically exanined. Ordinary govermment as vell as private expenditures should be met largely
out of aurrent revenue rather than financed by new borronving. I not urgently needed for preserva—

tion of public health and safety or for purposes directly related to defase, public works should be
ceferred.

Long-term borrmving

Projects for expanding or modermizing municipal ly owned fecilities aonstitute the major demand
for public capital borrowing. Roads, sdols, water systars, drainage and sewage projects and the
like are the principal purposes.  In the mgjority of casss loal govermments can borrow only on the
approval of the electorate, which means that long periods intenere between first proposals and
firal firacing. In many cases funds were authorized some time ago t firance projects that are
Just being put under way or which willl be started dortly. Some projects which had voter approval
before Korea are tuming aut t© be under-financed at present prices and may reguire additioal
financing if they are carried forward on the besis of origiral plas. Examination of these plans
might elimirate nonessential features and awoid more borrowing.

It s sometimes difficit in individal cses o differatiate esstal from nonessenttial expendi-
tures and to sort aut those programs which should be undertaken inmediately from those which it
would be desirable 1o postpoe. Therefore, certain tests are suggested t© firencing irstitutdias co-
operating in the Voluntary Credit Restraint Program to be used in arriving at financing decisias in
disoussions with municipal auttorities.

Soldiers”bonus isses are inflatioary under todays coditias. They add to the spending power
of the public through the creation of aadit. It would seem desirable to postpone such isses il a
time when immediate purchasing power isneeded to coutteract unemployment and when §tmight be
more bereficial o the veteran.
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Among the types of State and local govermment cgpital outlays for which, In the judgment of
the Comittee, the financing should be postponed are:

1 Replacement of any existing fecilities that can contiinue to perform their function during
the emergency periad.

2. Construction of facilities of the types not recommended by the Defense Production Adminis-
tratiot- such as recreational fecilities and war memorials.

3. Aoguisition of sites or rights-of-way not inmediately needed.

4. Purchase of privately-omed utilities by municipalities, which invohes borrowing t©
replace equity cpital.

Short-term indebtedness

Lenders are urged 1o encourage loal govermments o balance operating budgets and thus to avoid
any defiart borrowing.

Borrowing in anticipation of taxes or other revenues should be held to the minimum amounts
and periods required for gperation of State and local goverments.  Such borrowing should be dis-
couraged If it exceeds reasoeble expectations of revenies, sine there isalvways the danger that ceficits
may thus be concealled.

Temporary borroving for cgpital purposes, unless anticipating current revenues, shoulld be judged
by the standards specified above for long-term cgpital loars.

Advance clearance of large issues

Regional comittees have been established for cosultation as © whether or not pending financ-
ing s arsistatt with the principles of the Voluntary Credit Restraint Program.

The Committee recognizes that the established procedure for origiration and bidding on public
isses of State and loal govermments diffars from other types of fimacing. We are advised that for
this reason Defense Mobilization Director Wilson has requested public badies to submit financing of
$1,000,000 or more to these regioal comittees for a ruling as to conformance with the Program
before negotiation or private sale or advertising for public sle.

Financing irstitutias are requested to cogperate in this matter by not participating in the
public or private sale or purchase of such ssarities wnless the isse Involved has been cleared by
the proposed isser, or as the result of an goplication for a ruling by the financing institutdon it
All such transectians, regardlless of siz, should be screened by the financing institutias in accord-
ance with the Statement of Principles of the Program, and may be referred to the regioal com-
mittess If the financing institutios O dsire.

The regioal comittees awailable to cosider these transactios are the Investment Banking
Regional Committees as folloss:

Committee Chairman Territory

Eastem Percy M. Stewart, The Atlattic Seaboard to and imll.ﬂirg mio,
Kuhn, Loeb & ., West Virginia, Tennessee and Alabama.
52 William Steet,
New York, N. Y.

Mid-Westemn D. Dean McCormick, Michigan, Indiana, Kentucky, Mississipi,
McCormick & G., Missouri, Kansas, Nebraska, the Dakotas,
231 S. LaSalle &, Minnesota, lowa and Colorado.
Chicago 4, llliois.

Southmestern  John H. Rauscher, Texes, Louisiam, Arkansas, Oklahoma and New
Rauscher, Pierce & ., Mexico.
Mercartile Bank Bldy.,
Dallas 1, Texss.

Westem Frank F. W alker. The West Coast States along with Arizona, Utah,
Dean Witter & ., Wyoming, Montana, ldaho and Nevada.
45 Montgomery &,

San Francisco 6, Galif.
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(Letter from Director, Office of Defense Mobilization)
May 7, 1951

Gentlemen:

Conorol of inflation s vital o natioal defase. The rational defense autllay will grow monthly
toapeak INn1952 or later. Hewill take a steedily incressing share of our countryd production and
absorb a growing portion of its manpower during this periad. Thus, to awid a runaway rise in prics,
it s vital that all practicable steps be taken 1o reduce other demand for goods and labor at this tine.

I am writing to you as the leader of a great municipality t© enlist your support and the under-
standing and cogperation of your aostituents in this dojective which s second only © adequate
defense  the future well-being of our paple.

Borrowing— bank loas, insurance loans and bond isses- adds dollars of buying power t©
todays incore.  In effect, they mortgage future buying power o spend tocey. Regardless of the
soundness of the borroners aedit, it should be used sparingly if at dll at this tine. You and the
citizas of your comunities will agree that this rule gplies t© State and municipal borrowing as
well as 1o private borroving.

On behalf of our Govermment 1 ask you to postpone borrowing, no matter how worthy the pur-
pose, iF the project s postporeble. Whille many municipal projects are urgent, others might be st
back to a time when they would ocontribute to maintaining a high leel of employment in a pericd
of sladk busiress.  Soldiers”bonus payments, many war memorials, and municipal recreational projects
are but a few important examples of postponable projects which will sernve the nation better at a future
tne.

Your Federal Govermment has set up machinery for woluitary screening of loans as O desir-
aility in this defense periacd. Under the Defense Production Act of 1950, the Board of Governors
of the Federal Reserve System has appointed a Voluntary Credit Restraint Comittee. 1 am attach-
ing a bulletin from that Conmittee with the urgent request that you read itand with the hope that
you will conduct your constituency’s financing in acoord with s Siinit.

Regional comittees have been chosen from the leading investment bankers of the retian. They
are at your serviee 1o advise as 1o the current desirability of your firacing. Their names appear in
the attached hulletin.

It BEmy eamest reguest ttet, during the defense emergency, every State and municipal borrow-
ing of $1 million or over receive the approval of one of these committees before being consummated
either by a sirgle lender or by public sale. Unprecedented as this request may ke, your patriotic co-
operationwill be amajor contribution to the future vwelfare of our country. No one could have a higher
aim.

Sincerely,

(Sig‘ﬂj) Chartes E. W itson

Charles E- W ilson

Director

Additional copies of this circular will be furnished upon request.

Allan Sproul,
President.
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