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o Dear Mr. President;i—  ^: p*
tH  c? As you can imagine, your telephone c a l l  a few days ago

LU  ̂ s 5 and your subsequent le t t e r  o f December Ij. gave me great concern be
cause I  was d istressed  th at you should have another problem added 
to the many c r i t i c a l  ones before you.

< f

c r  g  The newspaper clip p in g to which you referred had not been
LU p revio u sly  c a lle d  to my a tte n tio n . I  would not have considered i t

: o f sp e cia l sig n ifica n ce  because i t  is  such a d isto rtio n  o f the 
fa c ts .  We suspect th at i t  was w ritten  by a man who we know makes a 
p ra ctice  o f b a itin g  the Federal Reserve and creatin g an appearance 
o f controversy• You can r e s t  assured th a t we are f u l ly  conscious 
o f the magnitude o f the fin a n c ia l problems that face us, and th at we 
w i l l  do a l l  in  our power to insure the su ccessfu l financing o f the 
Governments needs.

You w il l  r e c a ll  th at I  mailed you a copy o f ny le t t e r  of  
October 30 to John Snyder in  which I  outlined the p o lic y  to be pur
sued by the Open Market Committee in  accordance w ith the assurance 
which I previou sly gave to you and John in  your o ff ic e  on October 26.

We h e a r tily  subscribed to the Treasury’ s l a t e s t  refunding 
announcement and I  assured John Snyder th at the Open Market Committee 
would do everything possible to make i t  a success. I  to ld  him th at  
we might have to purchase between 2 b i l l io n  and h b i l l io n  d ollars o f  
the new issu e before the refunding was completed, but th at we were 
prepared to do i t .  I  to ld  him further that we would make every a t 
tempt to s e l l  an equivalent amount o f  other s e c u ritie s  in  our port
fo lio  in  order to tr y  to o ff s e t  purchases. Excess o f  purchases over 
sales would tend to increase bank reserves. The creation  o f ad d ition al 
bank reserves in  a period lik e  th is  only adds more fu e l to the f ir e  o f  
in f la tio n . We have conducted our operations in  s t r i c t  accord with the 
p o lic y  which I  outlined to you and John.

A ctu a lly  we have purchased more than 2.5  b i l l io n  d o llars o f  
the maturing issue in  support o f  the Treasury refin an cin g. In addition, 
we have continued to buy long-term  2- 1/2 per cent r e s tr ic te d  bonds in  
the .narrow range o f  from 23/32 to 26/32 above par. Since November 22 
we have made a net increase in  our p o r tfo lio  o f  w e ll over one b i l l io n  
d o lla r s . We hope to s e l l  enough Government se c u ritie s  in  the coming
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weeks to o ff s e t  the e ffe c ts  these purchases have had on bank re
serves .

You can see from these figu res th at we have f a it h f u lly  
followed the p o lic y  as outlin ed to you.

I t  is  our view th at moderate flu ctu a tio n s in  p rice  in  
response to market forces serve a u sefu l purpose and help to main
ta in  pu blic confidence. Our fe e lin g  i s  th at too r ig id ly  pegged 
p rices o f s e c u r itie s  encourage greater s e llin g  by in ve sto rs. Our 
experiences over the p ast several months, in  which we have had both 
r ig id  pegs for an extended period and s l ig h t  flu ctu atio n s on the 
long-term  r e s tr ic te d  bonds, have convinced us th at a moderate degree 
o f f l e x i b i l i t y  i s  p referab le. Since the end o f November, covering  
the period when the su bscription books to the new Treasury refunding  
issu e  were open, we have maintained a fix e d  buying p rice  for the 
long-term  r e s tr ic te d  bonds.

I  would prefer not to take up with the Open Market Committee 
the question o f n o tify in g  the New York bankers o f  a fix e d  peg u n til  I  
have had an opportunity f u l ly  to discuss w ith you the p o ssib le  adverse 
consequences o f  such an actio n .

I  expect to be in  Birmingham, Alabama, and Chicago u n til  
December l£ .  I  w i l l  be pleased to see you e ith e r  on Friday, the l£ th ,  
or Monday, the 18th, i f  e ith e r  o f those dates is  convenient to you.
I  can assure you th at in  the meantime our operations w il l  be d irected  
toward m aintaining s t a b i l i t y  in  the market.

F a ith fu lly  yours,

The President, 
The White House.
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