duly 7, 1993

MEMORANL UM FOR THE PRIEJASIDNT

Subject: 'ranosed Discount Rats Joost

Siuce tainking ok the »roposed hike in the rediscount rate
may bezia o jell this weex whils I'm Ia Farxia, 1 tasuyght i best
ts jot <o vn the following thoughts befure taking off Tassday.

I woa't comment on (1) the sosalbkle political costs of this
move {e. 3., will it sour Russell Long completely au the tax cut?),
noy en (2) the Admisistration's vulnagability i the expansion now
slows down for whatever reason (L. e., the weakening of sur arzu-~
ment that we did aol resent the monetary-fiscal cdstaies of 1337
and L 793)

Ths Luadriad group is agreed taat thore afe vays Assi ciokns
of cushionicg the demastis fsnpact of an fucrease in tae ciscount raie
t0 3+1/2 sercant, But tha ceaditions for success ««~ j. 8., for faverable
talance~-of -sayraenta effects with little slowing dowsn af domestic
exzansion -- are mosl rigorous:

t. The Fed bas to buy vigoroualy iu tie Jong-termn market
and, if nessssazry, sell bills et the shart sai -~ ia otherz
words, catsus & “‘twist’ pelicy wita & vengeance, and xee>
total reserves gro-ving.

2. The Treasery has 0 ceoperaile {ully by ralsing new
rasusy thyough the sale of bills; baying leng-term
securities {58 the trust accounts; and sot vafundinyg
into loag-term maturitics.

§till, as the prefessional gesrdian of the hennedy expansios,
1 have 10 resolve my misgivings by voting "ne' ou the discount rate
rise <= 0ot because oae ¢an't reduca its drag on the domestic
scanamy to negligidle presestions, bt becanse I'm afraid we wop't.



«da

That is, I'm sfraid the menstary astherities won't find it “feasible”
ts twint with sasugh viger and rigor te keep leng-tarn vates down and
meney availability wp. Kves with us lack of will and iatent, the
menstary astherities epedete maier coullicting pressures and con~
stralste:

-~ posssuzes to longihen (he dsbh
-« preseutes ts fizsanse the deficit sut of "genuine sarings™;

-« B3 Maztia's possible difficeitien ia contrailing the Open
Market Committos and the Faderal Reserve Beard;

=« he Fod's reluctance to “huy lang, “ buttressed by the
asssrted “thianeus” of the market for reslly leng-term
ssenritien:

= the Fed's fears of iallation a8 we ancounter the isevitabie
treaers ou the price frest which sccompany expansion,

30 I'm afvaid that sven the boet of intentions will founder, that
the moastsry suthevities are ilnely

(a} o encountsr "masxpectsd developments” snd
@} o tire of the twist befere dawn.

. But {f you 4o declde to say “yos™ ea the dlscount rate boest now,
mmuwnummh
M&uhr«mmmmwmuﬁgmw
sell sad vefend shewt {i.a., bills, 2ot bands) « pius an wnderatonding
hat 1 the actions 1o beost the Wil vate (endar the kigher vediscount
wmbrella) 49 trigger loag-term increasss, thess actions will be
asbasdened o reversed.

Lat me sdd that I den't view the “indepondance of the Fed” as
& barrier to full Presidestial contrel of thave decisions and commiy-
ments, for tve TeAsens:

I. A considerabls part of the menstary peswsr resis securely
and squarely in the hands of the Tressury throngh its dabt
and trust managemant eperstions.



2e et of Uie toaaining (9oey ~- (o tie fomn 93 o
mariet (Peeasys}) o erativas sas reiltcount Tats
osirol «~ also rents edfeciicely, trwipin C:ave 0wl wely,
fa e aanue Hf 2 Tressary taemgs L o3 {ivgled 2o~
5 ragatlen thal T-say Dlies ot Sl Heovd a2 6 Jrom
Bl 2iaxtine To its grest cvoult, ise Tyvassry 224 thas
carbaee] fer you elfective comivel &I menstary «aikcy.
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