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iiatt ffeMiy afttraooa | fe|naaaea& ta fum ttarfca* timi* tfca
$28»1/2 MU L * 1 of fraaayrjr &sa<|* tad aartlfteatat of litdtfetad*
aaaa, *wt iria® or edll<8 for rafltnartlaa o& “rotaafear 3$ and
fttftafctr X* wwijU H r#fnd«a. into I>«oath4 i-1/U pamaat
mtm* wM#& itaaat"lwva to fca fey you uaAar ih» provifl#s«
of t&i *ataa* 14&«r|y &»fc6 ** as aaaadtd* la a’tatea and raaltty*
inarafara, the offarlag af t*aaa«*y aalat It an nation a*dar*i*kta
lay tto* ~rtilliil of $a kI8 $*a*at.

ifcaa %M mm . Nat m «a»«ajr morning, tfea &pm &a*trat
af tfca federal t««fi iytltet* ttorough its a”aa sspjréat
aparatloat, aatafelitdaA a«4 a*ialtiai4 a pat*ffc of ~riaast m
variant stoort ttm iaamaa of Wararaaaafc *«ft*ri*taa \*hick «*aM
JutVIfy * X-J/i1 ?>«roaat rmtaar %A a UI/H *rem% rut# m fmcuiy
note® of tH» tgp% off#r«4 .In ai» tka rmtmfMm*  fhmlr
If OaRiiaaa™ aloag © H«t» follovad «p to now, ara
i*a*$iys¢la feea*s.ea *&ay vIU faroa « mittl failurt of tie* ratals#
ff tha 115*~3 Milton of miuriag la*aé« ~Mete yaa askWiral «»
PH4&* ;

fMa aattaff it Ca# af aas* aartaaa taaarl hnmnm Poataa
dirtolly at tfa **U*r af aai«*&tai«e aoamaaea la tia ?ifi«acUl
atraagtfe of tha 'UU4 Stataa ">0*«raaan%. A« yot* feaav, aaaftdaoea
ia aw ftaMoUl ttraagU a*t ataMtlty, both at tonv aa« aferoa#,
la af .wl*« 1a#fort*a«t#« 1 i1lavalana* till* aattar idffc tfa
Fadaral tatarra immMmttly aftae tfa aa*>re«* af tl§# £*raaa or!*i#
a*t la gyr Xa*tar af Imly X?* a af wfeta* 1* «ttaftha*» Taara
iNKva traza wanfi la Yall4ta8 un aaafl<t«aa« la %iitt IN& tha
aatiatt af tha F~raml ta«arr# at a tl»a vkaa th». fc&t la 5T MUl jb
feed %é»a 1T trn«s#»tm In a# tia“la aatter, i«ra
®ariaa* ra«al%« la aar amoaaatf*l pm*m*Um af ilia *ar affort. It
I* af isaraaaaat ia"nrtaisea %A m a%aat tJaa aasi“caaanl
af tfe# nulilia dab* %hnul& omwr* fat duieh aaaasla”se Y%aa«ea
wlda-»»raa4 aaall# if a laat of ooaflaaaaa tbaald ra«&It la tha
aaliaa af Vm Radars! Sasanra* aai “itolatala )ii*(14a*lattt af rioirsinv-
®«at »a©4rltl##t “rtlamlarXjr aavlag* aaal4 1j# Y%omhmd aff
$»9.B| a®"jw"ak tavaatara*-

e | ssaatlaa iaaaa aatttrt aat ta %a aa alaralst, but wlth ina t-Hw
of appfaa™MMg taa #l*aatloa abJafftlTaly at? imi | «igr ea&vay to yoa
ilia «arlo™aa#«t aftd |Mi*a]lila altiaala afftet oa aar w affart Itaalf
wnlcé& utdftfc ratalt fro» a flaaaalal <U*t&rfeaaaa of la”ortaaat.
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B0S $BXS&Mfit OF TSS TKBFS&IY

**0 lashington

July 1?, 1950

Bear Xoms

Thank you wry meh for your letter of July 12, expressing
your thoughts and those of the Executive Committee of the Federal
Open Market Committee with respect to new financing and the cur-
rent situation in the government bond market*

As I asked Mr, Bartelt to transmit to t&e Open Market
Committee on Jane 26, X feel that everything passible should be
done to maintain a basically strong position In the Government
bond market during the present period of international disturb*
anee. She finsness with which the Motet baa withstood the
Impact of the events of the past three weeks is certainly a
testimonial to good management* It is also the best possible
evidence of the confidence which has been built up In our abil-
ity and determination to maintain a stable market for federal
securities,

I know you will agree with me that it Is of the utmost im-
portance at the present time to maintain that confidence and, iIn
addition, to do everything possible to strengthen it, this in-
volves, first of all, avoiding any course which would give rise
to a belief that significant changes In the pattern of rates were
under consideration. The operations of the Open Market Committee
since the beginning of the crisis hate been well adapted to this
end.

As 1 have studied the situation, | have become convinced that
present circumstances caH for one further precaution which is, per-
haps, of even greater Importance than maintaining a good balance in
current market operations. Xn my view, we must take extreme care
to avoid introducing any factor which would run the risk of pro-
ducing unsettlement i1n the broad market for Federal securities
represented by Investors throughout the Nation. It is my belief,
in particular, that no new financing program should be undertaken
at the present time without maximum assurance that it will be well
received and can be carried through to a successful conclusion*
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Our future tasks, whatever they nay fee, would bo made rtry
®uch noire difficult by anything lose than 100 percent success in
a prograa for raising new acaay. la ay Jud&aent, we can not at*
tain the aminoas assurance of success until the outlook with
respect to both the International and the domestic situations has
beooaa considerably more clarified.

At present, the defense needs which nay have to be financed
in the near future are not known. Our expectations as to revenues
are also subject to considerable change as the situation develops,
ter these reasons, as you know, Z reccMaanded that tbs Congress
postpone action so the tax bill now under consideration in the
Senate finance Consulttee. She saae basic considerations load to
W strong belief that na am financing program whose reception 1is
to any considerable axtent unpredictable should be Introduced Into
the aaricet at the present tia®,

There are, of course, occasions which call for quick and hold
action. Tfeaae occasions hare occurred with respect to the Federal
security naxfeet and they nay occur a$ain. But e my appraisal of
the present situation Indicates that the Maintenance of stability
should take priority over all other narfcet considerations. A stable
and oonfldant situation in the aarfcot for Federal securities is our
first line of defense on the financial front, no natter what nay he
ahead of us*

As you know, developments in the Covermwnt head market hav®
repercussions which fan oat through the entire eoononor. Both the
sise and the wide distribution of the Federal debt are unfreeedanted
in oonparison with the situations which faced us at the start of
other periods of crisis* Under these circwtanoes, we havu an obli-
gation of the highest order not only to aalxttala the finances of the
Oovamssnt in the soundest possible condition, but also to fulfill
our responsibilities to the Billions of Federal security holders
throughout the Hatlon.

There 1s one further consideration uhich cooftens agr view that
the present situation calls in the highest degree far caution and
pr&iaace. Baring the present stags of the eaergenoy, it is vital to
aala use of opportunity for assuring oar citlsens that these
at the head of their Qoreraasnt have a strong and afeMy hand on the
helm. The reaponse of the Ration to the Pré&sldent*s oourngeoua action
In the Korean crisis was one of the greatest demonstrations of unity
that we have ever had in this country* The U&tION is mm waiting to
learn what domestic prograas ©ay be needed In order to utilise our
full strsngth in the Interests of national defense. When these
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programs are brought forward, it will take time for the public to
assimilate them. In view of these facts, it is of the utmost impor-
tance that no action be taken at the present time which could be
construed In any sense as anticipating proposals for defense which
may later be outlined by the President.

In short, every circumstance at the present time calls for Steadi-
nesa and manifest strength in the Federal security market as a primary
measure of economic preparedness* IThat is the net of the situation as
I see it. And, as you will note, X am sending my thoughts on to you
just as they have occurred to me, in order to let you know the course
Of my thinking as events unfold.

Sincerely yours,
(signed) JOES W . SH1P1H

Secretary of the Treasury

Honorable Thomas B. McCabe
Chairman, Board of Governors of
the Federal Beserve System
Washington 25, B* C.
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