
FEDERAL RESERVE SYSTEM

BOARD OF G O V ER N O R S

W A S H I N G T O N

O F  T H E

O F F I C E  O F  T H E  C H A I R M A N

July 19, 19%).

Dear Charlie;

I would like to call to your atten­
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 irtiich I 
have taken particular exception remained in 
the report.

Mr. Charles S. Murphy, 
Administrative Assistant 

to the President,
The White House, 
Washington, D* C*

With warmest regards

Sincerely,

Enclosure
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B D A R D  D F  G D V E R N D R B
□  F T H E

F E D E R A L  R E S E R V E  S Y S T E M
W A S H I N G T O N

July IS, 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’s 
Sfcono&ic Seport and of the Council* s Eeview, whisk you sent 
over late yesterday corning. Our suggestions, which are directed 
m i n l y  to strengthening the tone in the light of the rapidly 
changing international situation, and also with a view to the 
legislative r ecorsendations, are noted in the margins. Ion m  11 
want to give particular attention to oxA suggestion regarding 
the wording of /our recoxsnsendation f aj^kditional power over 
bank reserve require:usnts, since t k i T f ^ 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 *^iich reads as follows:

Monetary a x r z iscalpolicy should be oriented 
to the needs of Uhe^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 in 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 money 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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B D A R D  D F  G D V E R N D R B

□  F T H E

F E D E R A L  R E S E R V E  S Y S T E M
W A S H I N G T O N

H o n o ra b le  Leon H* K e y s e r lin g  -2 ~

a u th o r it y  to  r a is e  b a n k  re s e rv e  re q u ire m e n ts  be in c re a s e d , The 
e x e rc is e  o f  t h a t  a u th o r it y  ■w ou ld  n e c e s s a r ily "  t ig h te n  th e  m oney 
m a rk e t and r a is e  in t e r e s t  r a te s .  I n  my ju d g m e n t, i t  w o u ld  be  
m o a t u n w ise  f o r  th e  C o u n c il to  make a  p u b lic  p ro n o u n ce m e n t on  
a  s u b je c t o n  'w h ich  th e re  n a y  be  fu tu r e  p o lic y  a c t io n  b y  th e  
S yste m , a  p ro n o u n c e m e n t, fu r th e rm o re , w h ic h  i s  in c o n s is te n t  
w ith  i t s  own r e p o r t .  T h is  w o u ld  appea l* as an  a tte m p t to  o o a e d t 
th e  ia o a rd  o f  G o v e rn o rs  in  a d va nce  w ith  re s p e c t to  d is c o u n t 
r a te  p o l ic y  and is ig h t  be v e r y  d is tu r b in g  to  th e  m a rk e t f o r  
T re a s u ry  s e c u r it ie s  a t  t h is  c r i t i c a l  t im e .

I n  v ie w  o f  th e  s p e c ia l n a tu re  o f  th e  p ro n o u n ce m e n t I n  
t h is  p a ra g ra p h , I  w o u ld  h ave  th o u g h t th a t  p a r t ic u la r  c a re  w o u ld  
have  b e e n  ta k e n  to  b r in g  th e  p ro n o u n ce m e n t to  wj a t te n t io n  In  th e
l e t t e r  t r a n s m it t in g  th e  C o u n c il1s re p o ] 
as t h is ,  f o r  w h ic h  im a re  g iv e n  o n ly  
re v ie w , t h is  is ip o r ta n t  p a ra g ra p h  
n o t ic e ,  p a r t ic u la r ly  s in c e  i t  hac 
e a r l ie r  d r a f t  o f  th e  C o u n c il* s

I n  a docras& nt as lo n g  
t y - f o u r  h o u rs  f o r  f i n a l  

l y  h ave  e sca p e d  o u r  
c o n ta in e d  in  th e

r e ly  y o u rs ,

Thoa&s B . M cCabe, 
Chairaan.

E n c lo s u re
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