
TH E WHITE H O U SE
W A SH IN G T O N

MEMORANDUM FOR The S e c re ta ry  o f th e  T re a s u ry  and
The Chairm an o f th e  Board o f  G overnors  

o f The F e d e ra l R eserve  System

D u rin g  th e  p a s t fe w  months I  have d iscu ssed  w ith  
each o f you many tim es  my concern  over th e  p rob lem  o f  
i n f l a t i o n  and th e  approaches w h ich  m ig h t be ta k e n  by  
th e  Government to  c o n t r o l  i t .  The Government has d u r
in g  t h is  p e r io d  ta k e n  many s tep s  to  b r in g  th e  p rob lem  
o f i n f l a t i o n  under c o n t r o l*

In  my c o n s id e ra t io n  o f th e  i n f l a t i o n  p ro b le m , I  
have been aware o f th e  d i f f i c u l t i e s  fa c e d  by th e  
F e d e ra l R eserve System  in  c o n t r o l l in g  p r iv a t e  c r e d i t  
exp an s io n  a t  a t im e  when we have a la r g e  p u b lic  d e b t .  
A l l  o f  us re c o g n iz e , o f c o u rs e , t h a t  c r e d i t  expans ion  
is  s im p ly  one phase o f  th e  w hole i n f l a t i o n  p rob lem ; 
and t h a t ,  in  f a c t ,  some c r e d i t  exp an s ion  is  n ece s sa ry  
to  f a c i l i t a t e  th e  g ro w th  o f p ro d u c tio n  w h ich  is  essen
t i a l  to  th e  defense e f f o r t .  B u t, th e  exp an s io n  o f lo an s  
not o n ly  by th e  b an k in g  system  b u t by f i n a n c ia l  i n s t i t u  
t io n s  o f a l l  ty p e s , adds f u e l  to  o th e r  in f l a t i o n a r y  
fo rc e s  and must be stopped to  th e  g r e a te s t  e x te n t  pos
s ib le  c o n s is te n t  w ith  th e  needs o f th e  de fen se  e f f o r t .  14 s to p p in g  c r e d i t  e xp a n s io n , how ever, I  f e e l  th a t  we 
should  use measures th a t  a re  f u l l y  c o n s is te n t w ith  th e  
n e c e s s ity  f o r  m a in ta in in g  s t a b i l i t y  in  th e  Government 
s e c u r i ty  m arket and c o n fid e n c e  in  th e  c r e d i t  o f th e  
U n ite d  S ta te s *

As you know, i t  is  l i k e l y  t h a t  we s h a l l  have to  
borro w  b i l l i o n s  o f d o l la r s  to  f in a n c e  th e  de fen se  e f 
f o r t  d u r in g  th e  second h a l f  o f  t h is  c a le n d a r  y e a r  be
cause o f th e  s easo n a l n a tu re  o f  ta x  r e c e ip ts  w h ich  con
c e n t r a te  c o l le c t io n s  in  th e  f i r s t  h a l f  o f th e  y e a r  and 
th e  in e v i t a b le  la g  between th e  im p o s it io n  o f new ta x e s  
and t h e i r  c o l le c t io n  by th e  T re a s u ry ; I t  is  my 
hope t h a t  such new money as i t  i s  n e ce s sa ry  f o r  
th e  T re a s u ry  to  borrow  d u rin g  th e  months ahead to
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f in a n c e  our m i l i t a r y  re q u ire m e n ts  can be o b ta in e d  in  
th e  le a s t  in f l a t i o n a r y  manner p o s s ib le , t h a t  i s ,  fro m  
t r u e  in v e s to rs  o u ts id e  o f  th e  b an k in g  system .

W ith  th e s e  fa c to r s  in  m ind , I  ask  t h a t  each o f  you  
g iv e  im m ediate  c o n s id e ra t io n  to  th e  ty p e  o f  program  
t h a t  m ig h t be w orked o u t a lo n g  th e  fo l lo w in g  l in e s  —  
a program  w hich  would p ro v id e  th e  n e ce s sa ry  r e s t r a i n t  
on c r e d i t  exp an s ion  and a t  th e  same tim e  make i t  
p o s s ib le  to  m a in ta in  s t a b i l i t y  in  th e  m arke t f o r  
Government s e c u r i t ie s .  T h is  program  would ( 1 )  c o n tr o l  
bank lo a n s ' th ro u g h  th e  u t i l i z a t i o n  o f  th e  powers p ro v id e d  
by th e  Emergency B anking A c t o f  1933 an d , p o s s ib ly ,  th e  
T ra d in g  w ith  th e  Enemy A c t;  ( 2 )  s e t up a com m ittee  
s im i la r  to  th e  C a p ita l  Is su es  Com m ittee o f  W o rld  War I ;
( 3 )  f u r t h e r  r e s t r a i n  th e  le n d in g  and m ortgage in s u ra n c e  
a c t i v i t i e s  o f  th e  v a r io u s  Government c r e d i t  a g e n c ie s ;  
and ( 4 )  encourage sav in g s  th ro u g h  th e  medium o f  an 
a g g re s s iv e  sav in g s  bond campaign*

( 1 )  The powers p ro v id e d  i n  th e  Emergency
B anking A c t o f  1933 co u ld  be u t i l i z e d  to  
c u r t a i l  le n d in g  by member banks o f  th e  
F e d e ra l R eserve  System* These powers 
a re  v e s te d  in  th e  S e c re ta ry  o f  th e  
T re a s u ry  s u b je c t to  my a p p ro v a l. The 
S e c re ta ry  co u ld  by r e g u la t io n  d e le g a te  
th e  a d m in is t r a t io n  o f  t h is  program  to  th e  
12 F e d e ra l R eserve B anks, each to  a c t  in  
i t s  own F e d e ra l R eserve D i s t r i c t .  I t  is  
co n tem p la ted  t h a t  th e  c r e d i t  needs o f  th e  
c o u n try  a re  l i k e l y  to  be such t h a t  th e  
program  m ig h t w e l l  p e rm it  f l e x i b i l i t y  
betw een F e d e ra l R eserve D i s t r i c t s  and 
in d iv id u a l  p a r ts  o f  such D i s t r i c t s ,  in  
o rd e r  to  a l lo w  f o r  th e  f in a n c in g  o f  c e r t a in  
ty p e s  o f  in d u s t r i a l  and co m m erc ia l, as w e l l  
as S ta te  and l o c a l j  p r o je c ts > n e c e s s a ry  to  
th e  d efen se  e f f o r t .  The program  co u ld  be 
extend ed  to  in s t i t u t io n s  o th e r  th a n  member 
banks i f  d e s ire d  th ro u g h  a p p l ic a t io n  o f  
powers p ro v id e d  by  th e  T ra d in g  w ith  th e  
Enemy A c t .
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( 2 )  k com m ittee s im i la r  to  th e  C a p ita l  
Is su es  Com mittee o f  W orld  War I ,  b u t  
o p e ra t in g  in  a b ro a d e r a r e a , co u ld  be 
c re a te d  by E x e c u tiv e  O rd e r . The ob
je c t iv e s  o f  t h is  Committee w ould be to  
p r e v a i l  upon b o rro w ers  to  reduce t h e i r  
spending and to  c u r t a i l  t h e i r  b o rro w in g , 
and to  p r e v a i l  upon le n d e rs  to  l i m i t  t h e i r  
le n d in g *  T h is  com m ittee w ould work c lo s e ly  
w ith  th e  d efen se  ag en c ies  un d er M r. W ils o n  
w ith  th e  o b je c t iv e  o f  c u r t a i l in g  a l lo c a t io n s  
o f  c r i t i c a l  and e s s e n t ia l  m a te r ia ls  where  
n e c e s s a ry  to  encourage c o o p e ra tio n *

( 3 )  The a c t i v i t i e s  o f  Government c r e d i t  ag en c ies  
m ig h t be c u r t a i le d  f u r t h e r ,  and I  am w i l l i n g  
to  c o n s id e r th e  issu an ce  o f  a p p ro p r ia te  
o rd e rs  a lo n g  t h is  l i n e  to  such a g e n c ie s , 
among o th e r s , as th e  F e d e ra l Housing  
A d m in is t r a t io n , th e  V e te ra n s  A d m in is t r a t io n ,  
th e  Farm C r e d it  A d m in is t r a t io n , and th e  
R e c o n s tru c tio n  F in an ce  C o rp o ra t io n .
In d e e d , we should  g iv e  th o u g h t to  a v i r t u a l  
m o rato riu m  on th e  a c t i v i t i e s  o f  governm ent 
c r e d i t  a g e n c ie s , e xc ep t to  th e  e x te n t  th a t  
t h e i r  a c t i v i t i e s  c o n tr ib u te  d i r e c t l y  to
th e  d e fen se  e f f o r t #

( 4 )  I t  w ould  app ear d e s ir a b le  to  u n d e rta k e  as 
soon as p r a c t ic a b le  an a g g re s s iv e  sav in g s  
bond campaign to  encourage sav in g s  as a  
p a r t  o f  our a n t i - i n f l a t i o n  program . A 
good s tro n g  sav ing s  bond program  w ould  
a p p e a l to  th e  im a g in a t io n  and p a t r io t is m  
o f th e  A m erican peo p le  and by i t s  own 
success would h e lp  to  encourage sav ing s  
g e n e r a l ly  by our p e o p le .

In  a d d it io n  to  th e  fo re g o in g , c o n s id e ra t io n  shou ld  be 
g iv e n  to  t ig h te n in g  e x is t in g  s e le c t iv e  c r e d i t  c o n tro ls  
w h erever th a t  is  p o s s ib le , and program s in v o lv in g  v o lu n ta r y  
r e s t r a i n t  on th e  p a r t  o f  le n d e rs  and b o rro w ers  shou ld  be 
e x p lo re d  to  th e  u tm o s t.
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I t  is  my b e l i e f  t h a t  th e  s u g g estio n s  I  have made 
w i l l  p ro v id e  a w e ll-b a la n c e d  program  o f  c r e d i t  c u r t a i l 
m ent* I t  w i l l  do th e  v e ry  th in g  th a t  each o f  us has  
been so concerned about in  re c e n t  months —  t h a t  i s ,  
e f f e c t i v e l y  r e s t r a i n  th e  expans ion  o f  lo a n s * T h e r e fo r e ,
I  am a s k in g  th e  S e c re ta ry  o f  th e  T re a s u ry  to  c a l l  a 
m eeting , w ith  th e  F e d e ra l R eserve to  ta k e  a c t io n  tow ard  
im p lem en tin g  th e s e  p ro p o s a ls  as soon as p o s s ib le *  In  
t h is  c o n n e c tio n , c o n s id e ra t io n  should  be g iv e n  to  m aking  
th e  e f f e c t iv e  d a te  o f  th e  new c r e d i t  c o n tr o l  program  
c o in c id e  w ith  th e  d a te  o f  t h is  memorandum. T h is  w ould  
a v o id  th e  p o s s i b i l i t y  th a t  an advantage m ig h t be g a in e d  
by some b o rro w ers  o r le n d e rs  d u r in g  th e  p e r io d  in  w h ich  
th e  program  is  under d is c u s s io n .

Pending th e  developm ent o f  t h is  program , I  hope t h a t  
no f u r t h e r  a tte m p t w i l l  be made to  change th e  in t e r e s t  
r a t e  p a t t e r n ,  and t h a t  u n q u estio n ed  s t a b i l i t y  i n  th e  
Government s e c u r i ty  m a rk e t, w h ich  is  im p e ra t iv e  a t  t h is  
c r i t i c a l  tim e  f o r  th e  f in a n c in g  o f  th e  d efen se  e f f o r t ,  
w i l l  be m a in ta in e d .
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