
Statement to the Press

In this critical period of international disturbance, it is imperative 

that we have unified action on the entire defense front, including the 

financial front. On Friday, August 18, in accordance with the provisions 

of the laws of the United States — which require that the President 

approve each issue of United States Government securities maturing in 

more than one year "before the offering of such securities can lawfully be 

made to the public — I approved the offering by the Secretary of the 

Treasury of two issues of 13-month, 1-1/4 percent Treasury notes in exchange 

for $13-l/2 billion of Treasury bonds and certificates of indebtedness, 

maturing or called for redemption on September 15 and October 1. This 

offering was in line with market yields on Government securities at that 

time.

When the market opened on the following Monday morning, August 21. the 

Open Market Committee of the Federal Reserve System, through its open market 

operations, established a pattern of prices on various short-term issues of 

Government securities which resulted in higher short-term interest rates, 

wholly inconsistent and incompatible with a l-l/4 percent rate on Treasury 

notes of the type offered in connection with the refunding. Moreover, 

during the 9-l/2 weeks since August 21, rates on issues of this type and 

most other short-term rates have risen further.

Small fractional increases in short-term interest rates are not effective 

in combating inflationary pressures; they do not have a noticeably restrictive
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influence on credit expansion. They do, however, have one certain result — 

namely, they add to the taxpayers ’ burden by increasing the cost of 

Government borrowing. To use the taxpayers' money to pay increased interest 

on the public debt in an ineffectual attempt to control inflation is clearly 

unjustifiable. Moreover, the use of such ineffective measures may be 

extremely dangerous, in that they give the country a false sense of security 

that the job is being done.

I should like to note also that in order to be effective in areas of 

special inflationary pressures, increases in interest rates would need to be 

so large that they would have a stringently repressive effect upon every area 

of the economy. This we must avoid since it would slow down the production 

of vital defense materials and weaken our economy in these critical times.

It is essential to control the volume of credit, but it is also necessary 

that this be done without unduly restricting its use where additional credit 

facilities are needed to finance military production. For this purpose 

economic controls of a selective nature are required. I asked Congress for 

such measures shortly after the invasion of South Korea; and Congress has 

provided them in the Defense Production Act of 1950. The Federal Reserve has 

now issued regulations utilizing the selective credit controls provided by 

this Act.

In the meeting which we have just had, we have made real progress in 

bringing about unified action on the financial front.
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