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BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

July 19, 1950.

Dear Charlie;

I would like to call to your atien-
tion the enclosed copy of a letter which I have
sent to the Council of Economic Advisers in
connection with their proposed economic report.
In my judgment, it would be most unfortunate
if the substance of the paragraph to which I
have taken particular exception remained in
the report.

With warmest regards,

Sincerely,

[

homas B. McCabe,

Mr. Charles S. Murphy,

Administrative Assistant
to the President,

The White House,

Washington, D. C.

Enclosure
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WASHINGTON

July 1S, 1950.

Honorable Leon H« ICeyserlinc, Ch&irsan,
Council of Sconomic Advisers,

ijxecutive Office of the president,
Washington 2£, D* C.

Dear Leon;

I as returning the galley proofs of the President
Sfcono&ic Seport and of the Council*s Eeview, whisk you sent
over late yesterday corning. Our suggestions, which are directed
minly to strengthening the tone in the light of the rapidly
changing international situation, and also with a view to the
legislative recorsendations, are noted in the margins. lon m 11
want to give particular attention to OXA suggestion regarding
the wording of /our recoxsnsendation faj”~kditional power over
bank reserve require:usnts, since tkiTf~k is not provided for
in the draft emergency legislatJuji”™M be submitted.

I wish to registja”jipMous protest over the insertion
of the first full paragraph/” 3k *Miich reads as follows:

Monetary axXrziscalpolicy should be oriented
to the needs ofUhe”reasury, which sells tens of
millions of Qovensamt securities every quarter
year just to refund maturing debt even when the
budget is in balance, and during the next few
months Esust also resort to fairly heavy deficit
financing while awaiting the growth iIn revenues*
The Treasury should have access to a market where
interest rates are low and where credit is easy,
A cheap money market is also an easy MmMoOney sarket,
and we have learned that it is desirable for
monetary and fiscal policies to create and main-
tain that kind of raoney market. To increaso
discount rates under present circumstances would
not be desirable.

This paragraph deals with future monetary policy, the
detera&nation of which is vested by the Congress in the Board of
Governors of the Federal Reserve Systeia. Furthermore, its tenor
is inconsistent with the President*s program to combat inflationary
tendencies and with the Council*s reiterated recommendation that
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Honorable Leon H* Keyserling -2~

authority to raise bank reserve requirements be increased, The
exercise of that authority swould necessarily" tighten the money
market and raise interest rates. In my judgment, it would be
moat unwise for the Council to make a public pronouncement on

a subject on 'which there nay be future policy action by the
System, a pronouncement, furthermore, which is inconsistent

w ith its own report. This would appeal* as an attempt to ooaedt
the iaoard of Governors in advance w ith respect to discount

rate policy and isight be very disturbing to the market for
Treasury securities at this critical time.

In view of the special nature of the pronouncement In

this paragraph, | would have thought that particular care would
have been taken to bring the pronouncement to Wj attention In the
le tter transm itting the Councills repo] In a docras&nt as long
as this, for which Im are given only ty-four hours for final
review, this isiportant paragraph ly have escaped our
notice, particularly since it hac contained in the

earlier draft of the Council*s

rely yours,

Thoa&s B. McCabe,
Chairaan.

Enclosure
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