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STATE AND LOCAL GOVERNMENT FINANCING

Suspension of Screening Under Program for Voluntary Credit Restraint

To all Financing Institutions in the 
Second Federal Reserve District:

Following is the text o f a statement approved by the national Voluntary Credit Restraint 
Committee for release today:

At its meeting on March 28 the national Voluntary Credit Restraint Committee gave considera
tion to the action of the President on March 24, 1952 in requesting the suspension of screening of State, 
municipal and public body financing by the regional VCR committees.

The national Committee has instituted the necessary procedure to comply with the President’s 
request.

It remains to be seen, the Committee said, whether those bodies, now freed from screening of issues 
by the Voluntary Credit Restraint committees, will exercise the self-restraint urged by the President, 
or whether there will be a rush to issue public securities for purposes deemed unnecessary and con
trary to the anti-inflationary objectives for which the Voluntary Credit Restraint Program was organ
ized. It was pointed out by the Committee that the failure by public bodies to exercise the desired 
restraint would seriously affect the morale essential to the success of the Program in private financing 
channels.

Regional committees were urged to continue to operate as heretofore in the field of private finance 
pending determination of the over-all effect of these new developments or until such time as the respon
sible monetary authorities determine that the inflationary dangers are abated. Financing institutions 
were urged to continue their record of excellent cooperation and compliance with the Program.

The texts o f the President’s letter and of a letter of C h a r l e s  E. W i l s o n ,  Director, Office 
of Defense Mobilization, to the Chairman o f the Board of Governors o f the Federal Reserve 
System transmitting the President’s letter, are reproduced on the following pages.

Additional copies o f this circular will be furnished upon request.

A l l a n  S p r o u l ,

President.
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EXECUTIVE OFFICE OF TH E  PRESIDENT 

OFFICE OF DEFENSE MOBILIZATION

W A S H I N G T O N

O F F I C E  O F  T H E  D I R E C T O R

March 28, 1952

Honorable W il l ia m  M c C h e s n e y  M a r t i n , Jr.

Chairman, Board o f Governors, Federal Reserve System  
Washington 25, D. C.

Dear Mr. Martin:

Enclosed is a copy of the President’s letter of March 24 requesting me to undertake the necessary 
steps to remove from the restrictions of the Voluntary Credit Restraint Program the financial actions 
of State and local governments.

It will be very much appreciated if, through Governor Powell, Chairman of the national Volun
tary Credit Restraint Committee, you would bring the President’s letter to the attention of the national 
Committee for its consideration.

May I call attention particularly to the concluding paragraphs of the President’s letter in which 
he strongly reiterates his view that State and local governments should continue to exercise great cau
tion in deciding on new bond issues, taking into account the potential inflationary effects and the need 
to restrict credit expansion to what is absolutely necessary under emergency conditions.

It would also be appreciated if Governor Powell would express to the national Committee what I 
am sure they know to be my deep conviction that the participants in the Voluntary Credit Restraint 
Program are performing a most valuable public service, not only in discouraging nonessential uses 
of credit in these times but particularly in re-awakening throughout the nation a deeper conscious
ness on the part of borrowers as well as lenders of the vital necessity for and the means by which we 
may best preserve and foster the economic strength of the nation. They have contributed greatly to 
the success of the Government’s efforts to stabilize the national economy and thus to further the 
interests of our entire defense mobilization program.

I cannot too strongly emphasize the importance of continued adherence to the principles under 
which the Voluntary Credit Restraint Program was established and is being effectively carried out by 
the national and regional committees representing every section of the United States.

Sincerely yours,

(Signed) C. E. W il s o n

C h a r l e s  E. W il s o n
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T H E  W H IT E  H O U S E
W A S H I N G T O N

TJ. S. N a v a l  S t a t io n  
K ey  W est, Florida

My dear Mr. Wilson:

I should like you to undertake the necessary steps to remove from the restrictions of the Credit 
Restraint Program the financial actions of State and local governments.

As you know, the Credit Restraint Program was set up, more than a year ago, under the terms of 
the Defense Production Act which exempt from the anti-trust laws voluntary agreements among private 
businessmen if those agreements are approved by the appropriate Government officials. In this case, 
private commercial bankers, investment bankers, and others in the financial field, agreed on certain 
standards they would apply in extending credit during the present emergency period. Those stand
ards, which were approved by the Federal Reserve Board and the appropriate mobilization 
agencies, were intended to limit the granting of bank loans and other types of credit, insofar as 
possible, to those cases where there would result some expansion of needed productive capacity or 
where there would be some other result achieved which was valuable in this time of emergency. I have 
always believed this to be a sensible approach to the problem, and I believe the Credit Restraint 
Program as a whole has done a great deal of good in limiting credit expansion in inflationary pressures.

One feature of the Program has, however, worried me from the start. That is the feature under 
which State and local governments were requested to submit their proposals for new financing to 
committees made up of private bankers and others in the private financial field for advice as to 
whether the financing should be undertaken during the present emergency. Furthermore, private 
financial houses were requested not to extend credit in cases where the Credit Restraint committees 
recommended against the State or local bond issue.

This arrangement has meant, in effect, that the Federal Government has restricted the proposed 
actions of State and local governments in matters which should be decided, under our scheme of 
government, by State and local initiative. While some bond issues which would clearly have been 
inflationary have been prevented in this fashion, it has necessarily resulted in disapproving actions 
which have been decided on through democratic processes by State and local governments. I believe 
that the application of such an arrangement to the affairs of State and local governments should be 
continued no longer than is absolutely necessary.

Accordingly, I have given continuing thought to how soon we can return to the State and local 
governments full responsibility for deciding what financing is desirable in the public interest during the 
present emergency. I believe that time has now come, and I therefore request that you undertake to 
work out the necessary arrangements for terminating the present system of review and approval of 
proposed State and local financing by Voluntary Credit Restraint committees.

I am strongly of the opinion that States and local governments should continue to exercise great 
caution in deciding on new bond issues. They should take into account, in every case, the possible effect 
of any proposed financing on the strength of the bond market, on the heavy inflationary pressures 
which continue to face us, and the continued need to restrict credit expansion to what is absolutely 
necessary under emergency conditions.

I hope and expect that State and local government officials will make their decisions on the basis 
of what is best in the interest of the whole nation. Furthermore, they will, of course, continue to have 
to adjust their plans to the limitations imposed by the scarcity of certain materials. Consequently, I 
believe we need no longer exercise the same degree of supervision over the financial actions of States and 
localities that we have for the last year.

Sincerely yours,

(Signed) H a r r y  T r u m a n

Honorable C h a r l e s  E. W il s o n

Director o f Defense Mobilization
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