v

WASHN~DJ— PRESIDENT TRUMAN MET FOR MORE
THAN AN HOUR TODAY WITH TREASURY AND FEDERAL
OFFICIALS PRESUMABLY FOR A DISCUSSION OF
"INTEREST RATE POLICY
" "MEETING WITH THE PRESIDENT WERE CHAIRMAN MC
CABE OF THE FEDERAL RESERVE BOARD UNDER~-
SECRETARY OF TREASURY FOLEY AND CHAIRMAN MC.
‘DONALD OF THE SECURITIES & EXCHANGE COMMISSION |
" "THERE WAS NO IMMED!ATE WORD AS TO WHAT TURN
‘“THE INTEREST RATE DISCUSSION TOOK

"THE FEDERAL RESERVE OFFICIALS HAVE RECENTLY
BEEN AT ODDS WITH THE WHITE HOUSE-ﬁND'TREAsURY
'OVER INTEREST RATE POLICY’

""" "THE ADMINISTRATION HAS BEEN SUPPORTING
'CONTINUATION OF THE. TREASURY=S PRESENT LOW
INTEREST RATE -POLICY WHILE THE FEpERAL RESERVE
HAS WANTED TO INCREASE INTEREST RATES AS AN
ANT 1= INFLATIONARY DEVICE TO CURB BANK CREDIT
"EXPANSION
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These are notes on the meeting held at the White House
at 11:00 a.m. yesterday.

The President opened the meeting by reading the memoranduni:___-_ s

.atta'ched and said that he would like a full and frank discussion.
Mr. Clark of the Council of Economic Advisers spoke of what
he considered would be the disastrous consequences of Flederal Reserve policy

to the whole economy and to the Government's credit._

I spoke of what we are trying to do, why time is of the e_ssén:;ie__',_. g

and the long history of delay-and obstruction in putting our program into effect.
I said that what we think we should do and even must do in the light of our

statutory responsibilities would not interfere with the rearmament program

and would increase rather than destroy confidence in the Govern.rne_nt's--.credit.--_=--_

The Presidgnt, as at his previous meetihg with the F.O.M.C, referred to his
World War I experience with Liberty bonds and said that he did noi_: wish th;.t:
to happen again. I pointed out the .difference betweenf World War I Libér%.}”r._i ”
bonds and World War II savings bonds and said that flulctuations. in rﬁafkét .
prices, even if as wide as they were after World War I which no one contempiaites,
would not affect savings bonds.

Mr. Foley spoke of the possible destruction of confidence if there
were declines in prices of Government\securities and of the exposure created by

a $250 billion debt. He also spoke of the difficulty of carrying on negotiatibns'_

in the absence of the Secretary of the Treasury since they do not 'wish to wo_r_li'y;:?.:_

the Secretary unduly, but he said that the Secretary might be back at his desk

\
~

fo1\- a few hours later in the week. In the meantime he said the Treésury would be

Y
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glad to explore all avenues toward a pbssible accord and wo.uld. like to help

to get this problem off the President's mind. He said that if the Secretary

is not immediately available the Treasury would be glad to have Mr. Wilson:'

call together the committee suggested by the President to s.ta1.'t. work on the
proBlem. |

Chairman McCabe spoke of our policy and our objectives. He. :
said that we cannot go on monetizing the Federal debt and that it is not just . |
a question of interest rates.. He spelled out the fact that we are paying a premiurx{"' :.;_
to ‘holders of market bonds when they wish to sell them, wh.ereals holder;.:orlf
savings bonds must take arreduction in the rate of interest if they'redegm thein.

He also mentioned the suggestion in the memorandum about leéislative auth.o.r'it'y" .
to increase reserve requirements and remindeci the President that when the = . .
Board of Governors had suggested this in the past it had not. haci the full |
support of other agencies of Government. The Chairman also emphasized that

time is of the essence in making our policy more effective.

Mr. Wilson said it is egsential to his job that something be done = ..."
about the expansion of bank credit. The President aske& Mr Wilson to act 1n
bringing the committee together in Secretary Snyder's absence.

Mr. Kgyserling made a brief statement about the desirability of
getting together and wo-rking out a mutually“agreeable program.

There was some ciiscussion of the time element, the memora.ndﬁ;n
mentioning March 15th for at least a preliminary report. Mr. Wilson said hé .
thought if anything could be done it ought to be possible t.o do it in not more.tlia.n.l

ten days. The President closed the meeting by asking the committee to come up
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with so'rrIething which he could approve. He said he did not like to use the *

power of his office to force or direct action.

% % % % %

Mr. McCabe aﬁd_I talked last night with Mr; Wilso.n .and
Mr. Wéinberg. We told them t.hat this morning's rhc.e.etinlg. had all tl.ne‘ |
appearances of another delaying acti.on, that we had been th_rougﬁ this once
before with the President, and that we had had td tell the Presidént.and the
Treasury that the F.O.M.C. could not commit itself t.o.tlr_le maintenance o.f.___
fixed rates in prices in the Government security.market for-any period
regardless of what that might mean in terms of e:xpansion of bank credit.
We said that we wa;nted Mr. Wilson to know this because we would not want
him to think that we wére flouting him and the committee which the Presid.ent
had asiced him to pu.t to work on the problem. Mr Wilson gaid he un'_ders;too:d R
this and he also expressed doubts as to whether the prohlem could be resolved
by this committee setup; in fact, it looked as if he mighf be caught in the

middle of an irreconcilable dispute and one which he would not have time to

study in all of its many aspects because of the many other more direct demands - °

upon his time. He seemed to think that a possible method of going forward is
to have the actual study of the problem made by a special consultant he had
already asked to do just this sort of job, with the committee receiving the

report from the special consultant.
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1. What are we trying to do?

Quit providing easy reserves t;o the banking system to feed .
an inflationary expansion of credit.. Quit monetizing the PR RPPS
Federaldebt. - S T R

2. How do we propose to do it?

(a) By cutting down our ready buying of short securities
so that the discount rate becomes effective and the
strong tradition of the banks against borrowmg heav1ly .
and continuously comes to our aid.

(b) By relieving ourselves of rigid support of the long term
market, either by allowing the price of outstanding
issues to decline to a point where rigid support will .
not be necessary, or by getting rid of. weakly held out- . - -
standing bonds with an exchange offering. : Co

3. Why is this the time to do it?

Because expansion of credit is still a strong inflationary
factor, because further tax increases seem to be some
months off, because direct controls are in a preliminary
and ineffective state, and because the Treasury has no need .
to come to the market for refunding or new money until
second half of year.

4. Is this a new policy on our part? : - " LA

Quite the reverse. This is the policy and program we fore-
cast in June 1949 with Treasury blessing, which we reiterated
in August 1950 over Treasury opposition, and which we have
made the basis of our subsequent struggle against pressure
‘and intimidation. It is the only policy consistent with the
present economic situation and our respons1b1l1t1es to the
Congress and to the nation.

5. Does such a policy usurp the debt management functions of the Treasury?
Certainly not. The essence of debt management is to tailor Y

your offerings to the market in terms of the existing

economic situation, not to have the market tailored to your

offerings by the central bank. When the Treasury has to

come to the market later in the year we hope it will tailor

its offerings to the market. If it doesn't, however, we

shall have to see that they go over.




What is there to hold us back?

What harm can come from such a policy?

The steps we have already taken to implement such a policy

in the short area have been beneficial not harmful. In

nearly every other country with an economic organization :
similar to ours, adjustments upward in long rates and down= "y
ward in prices, in response to market forces, have taken __._-';-_"_;_ .

" place without disaster - in fact quite the reverse. We

have created our own support and par bogey, but we ought to
quit being frightened into an inexcusable credit policy by it.

What benefits would come from such a policy?

It would not stop inflation, but it would restrain the expansion"’

of bank credit and it would make inflation less easy and less
certain, while we are passing tax legislation to make ''pay- as-we go”
a reality, while price and wage controls are being perfected for
whatever they are worth as a temporary obstacle to inflation _

and while production is being increased. It might also encourége.

the Treasury to adopt a debt management program which will - .

- concentrate on mopping up savings - individual and institutional -
. and minimize the use of bank credit. '(The cost to the Treasury "
' would be many times less than the costs of further inﬂation._)l

It would give the country a welcome injection of courage in ' .
fighting inflation. There isn't much faith in us or anyone else
on this score now. o ' o

e

Nothing but our own inhibitions and strong Administration pressure.
If what we do is not what Congress and the country wants we shall
soon find out. Meanwhile the rearmament program will go' on,
production and employment will continue to bump theceiling, and
when the Treasury has to come to the market it will have a better
market than it has now and than it will have if we do nothing.

Underneath the surface, of course, there is a dangeroussituation
which might be exposed if thére were a definite improvement in the
international situation. Consumer and business inventories, con-

- sumer indebtedness, real estate speculation. This emphasizes

need for credit restraint now. Policy could be quickiy reversed
if the unlikely happened.
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IMMEDIATE RELEASE FEBRUARY 26, 1951

The President met this morning with the following:

Mr, Thomas McCabe, Chairman, Board of Gevcrnors,
Federal Reserve System

Mr, Charles Wilson, Director, Office of Dcfense
Mobilization : _ o,

Mr, Edward Foley, Under Secrctary of the Trecasury

Mr, Charles Murphy, Special Counsel to thec President

The Council of Economic Adviscrs, Mr. Leon H.
Keyserling, Chairman; Mr. John 0. Clark and
Mr, Roy Blough

Mr. William McChesncy "artln, ASHLSUOHL Secretary
of Treasury

Mr. Allan Sproul, Vice Chairman, Federal Reserve
Open Market Committee

‘Mr, Harry A. McDonald, Chalrman, Securities and
Exchange Comm¢551on

The President read the attached memorandum to the-group
and there was a general discussion of the subject covered by the
memorandum, The President did not ask any of those présent for any
commitments on the subjects under discussion, but expressed the
hope that they would go ahead speedily with the study requested.

Mr, Wilson expressed the hope that a report could be male
to the President within ten ddys or two wecks,




MEMORANDUM FOR:.  The Secretary of the Treas ury,
: ' 'The Chairman of the Board of Governors of the’
Federal Reserve System,
The. Director of Defense Mobilizatlon,
The Chairman of . Council of Economic Advisers.

. I have been much concerned w1th the problem of reconciling
two objectives: first,. the need to naintain stability. in the Government .
sscurity market and full confidence in the public credit of the United .
States, and second, the need to restrain private credit- expansion at .this
time, How to reconcile these two objectives is an important facet of the
comple\ problem of controlling inflation during a defense emergensey which
reouires the full use,of our economic resources. . e

It would be reldtivelv 81np1e to res in prlvatp credit if that
were our only objective, or.to maintain etability in the Government security
narket if that were our only objective. But in the current situation, both.
objectives must be achieved within the framework of a complete an& con
sistent econonmic progr& :

Ve must-maintain & stable market for the very large financing
operations of the Government. At the same time, we must maintain flexible
methods of dealing with private credit in order to fight inflation. We
- rust impose restraints upon non-essential private lending and investment.

At the same time, we must maintain the lending and .credit facilities which
are nacessary. to .expand the industrial base for a constant build-up of- our -
total cconomic strength. . Instead of fighting inflation by the traditional
method of directing.controls toward reducing the overall level of employment

and productive activity, a defense emergency irposes the harder task.of
fighting inflation while striving. to expand both enployment and prOuuction
above what would be regarded as maximum levels in normal pacetine,

What we do about nrivate credit expansion and about the Govern~ oo
rent securities nerket is, of course, only a part of the problem that
confronts us., 4 quccessful program for achieving production prowuh and
econonic ste blllty in these.critical times must be based. upon, much broader
coqﬂldcratlon :

. We must make a unified, consistent, and connrehensive attack
upm our econonic problems all along the line. Our progran rust include,
in proper proportion, vnroduction expansion policy, manpower policy, tax-
policy, credit policy, debt management and monetary policy, and a wide
range of direct and indirect controls over natorials, prices and wages. -
A11 of these policies are necessary; each of them must be used in Harmony.
with the rest; none must be used in ways that nullify others,

over
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‘credit of-the United States based upon a qtable

We have been striving in this emergency to develon such a N
unified progran in the public intersst. Much progress has: wlready been -
naée, both on the production front and on the anti-inflation front. Many
Ubncetime activities of Governnent includlng the activities of lending

and financing agencies, ve been nruned down. Cutbacks of civilian supﬂlles
and allocations of ess entinl materials have been successfully undertaken.
Imnortant exmansion nrograms for basic materials and productive capacity
necded in the defense effort have been gotten underway. Price and wage
controls have been initiated. Restraints on consumer -and réal estate credit
have been applied. Largc tax increases have been enacted, and ‘additional

tax proposals are now -pending. In all these fields further action is
bulng nlanned and will be taken as nceded.

One outstandlng problem whieh has thus far’ not been solved to
our complete satisfaction is that of reconciling the nolicies concerning
public debt management and private credit control, Considering the diffi-
culty of this nroblem, we should not be discouraged becaiise an- ideal solution
has not yet been found., [The essence of this prodlem 1is to- reconcile two
important objectives, neither of which can be sacriflcbd. '

On the cne hand, we must maintain stability'in'the Governrent
security market and confidence in the public credit of the United States.
This is important at all times. It is impuerative now. “We shall have %o
refinance the billions of dollars of Governnent securitiés which will come
due later this year. We shall have to borrow billions of’ dollars to finance -
the defense effort during the second half of this calendar jear, even-assuming
the early enactment of lerge additional taxes, because: of the sedsonal nature o
of tax receipts which concentrate collections in the first half of the year, -
and because of the inevitable lag between the impositinn of new taxes and’
their collection by the Treasury. Such huge financial operations can be '
cerried out successfully only if there is full confidence’ in- the puolic
ecuritieq market.

On tho other hand, we must curb the expansion of nrivate loans
not only by the bﬁnklnﬁ_system but also by financisl 1nst1tutions of a11
tynes, which would add to inflationary pressures. .This tyﬁe of infl&tiondry
pressure must be stopped, to the greatest extent conaiqtent with the defense
effort and the achievement of its vreduction gonls. -

. The maintenance of stability in the Government securities market

necessarily llmits substantially the extent to which changes’ in ‘the interest

rate can be-used in an attempt to curb private credit expansion. Because

of this fact, much of the discussion of this problem has :certered around’

the question of which is to be sacrificed —- stability in the Government
securities market or con¢rol of private credit expan31on. I am' firnly - _ :
convinced that this is an erroneous statencnt of the nroblem. ﬂe need not ‘
sacrifice eithers E




spucializ =d orob*u.\; Ak aiiect tnv whole (,cononv

" Changing the interest rate is only one .of several 'r.«.t.ho'ds
to be-considered for curbing credit expansion, I‘hrour'h careful. considera=
tion of a ruch wider range of metihods, I believe we can achievé a sound
rcconciliation in the national intcrest between malntdinlng stab.Ll.Lty
and confidence in public credit ope,rdla.onb and restraining L,xpa.n31on of
inflati onary prlvatn, \.I‘Ld.l.t. : _ . T

» e
"

-‘.-'." nave (,if\,cta.w, d.!T(,HCle for cougldcmnﬂ tJu.s roblc Li- and
P
arrivinzg at a prom, so.Lutlon. o M T

:

Over the yn,dxs, a numb(,r of 1noortant stc.ps haw. béen” ml.e.n
towards developing effoective mschinery for consistent and conpréhensive
national. cononmic pollclcs. One of ohu earliuzst steps, in tals century
was the establishment of the Federal Heserve Systén b(,i‘or(, dorlu ar I.
At that tine, under far sirpler conditions than thosc not corurontlng
us, the I‘(..Qé.l‘d.l pescrve Systom was rogardsd as the main and m.ntml
or-an for vconomic stabilization. Aftcr Worli far IT, in a nuch morc

omole}. ceononic situation amv w nuch xon corplex fmx wwork of overn-
iental activitics affccting the ceonony, the Council of Keonowic adviscrs
was cstublished by the Uongress under the Bnploymant Act of- 1946 to
aldvise the President anu help preparc reports to thu vong ;ress conce rning
howr all major economic policics rmight be cor: abined to '>ror\ot(, our

pcononic strength and health,. 54311 siore ru cently, in Uu current’ de=-
Tense encrgency, the Office.of Dumgu Hiobil 1zatlon has been cs‘oamlgh"d
to coordinate -an.i dircet operctions in the r.oblllzatlon gffort. In-
addition, some of the cstablished depart «wnts, suchl 4s the Treasury
Departaent, havc always perforicd cceonoriic functiorns W.Il(,h #o o\,yond

\

Conv'»quently, I an r-equc-;s'tin;; i ﬁccru\;ary of thne Tredsury,
the Uhairuan of tie ¥Fudural Rescrve Board, the Dircctor of Defense
»-obilization, and the Chairman of the Council of %conomic Advisers to
study ways an¢ neans to proviue the ncceessary restraint on private
credit expansion and at the swae tiiw to.uske it possible. to maintain
stebility in the msrket for Govermant sceuritics. Wnile this study is -
waderway, I hopc that no atbompl will be nade to change tin: interest
rate pattem, so that stubility in thw jovemient .,L.curlty viarket will
be szaintaincd. '

f‘uglon;f othcr thinys, I ask that you consider specifically the
desirebility of uicasures: (1) to 1liidt private lunding “taroush voluntary
actions by priva Lu Sroups, bhrour u Uovernmicnt~saonsore.l voluntary actions
such s was done in 2 nerrow ficld:! by the Capital Issucs GOx.u.‘iL:LO\, of
Vorld War '[,"'.mi through direct hcvunm wnh contn“ols; and (R) to provide
the Federal f.oscrve 9yston witn 1)0.,urs 0. 111,3 3wy additional reserve re-
quircizints on bankse -7

Under the firct ncading, L s sure that you arc awarc of the cof=-
forts that arc alresdy undervay by t}";c Arierican Ronkers Association, the
Iavestixnt Bankers Associztion, and the life insurance associztion, I want
you to consider the dL.blI‘ubllltY of this or othcr kinds .of privatc voluntary
action in bringing aboul restraint on the part of lendors and borroiwcrs,

I should like you to considur also the cstablishment of a com-
tittee sinilar to the Capital I:isues Committec of wWorld War I, but op(,ratlng
in & broader area, Thu objucti ¢s of such a Coruiittec would bc to provall.
upon borrowcers to rcduct their spending and to curtail their borrowing, _md
to preva il upon lenders to limdt their. lendinge -The activitics of this
comaitt ce coula be correlaied with tiosc of the defunse agencies under L.
Wilson with the objective of curtailing: AWHNECESSATY USES of essential :

materials., . .

over
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Furthermore, I should llke you to consider the necess1ty
and feasibility of using the powers provided in the Emergency Banking
Act of 1933 to curtail lending by member banke of the Federal Reserve
System, These powers are vested in the Secretary of the Treasury
subject to my approval The Secretary could by regulation delegate -
the administration of this program to the 12 Federal Resérve Banks,
each to act in its own Federdl Reserve District under some' flexible
procedure, -The program could be extended to institutions other than
member baks, if desired, by us1ng the powers provided by the Trading -
with the Enemy Act..

Under the second heading, you will recall the: recommendatlon
I made to the Congress anumber of tlmes in recentyears to provide
additional authority for the Federal Réserve System to establish
bark reserve requirements. I should like you to consider the desira-
bility of making that or another recommcndatlon with the same rreneral
purpose at the present time, - o

You are all awarc of the 1mportanoe of thls problem, mnd the
‘nced for an early resolution. I should like your study to proceed *
as raudly as possible in order that I may receive your rccommcndatlons
at a very carly date, I am asking the'Dircctor of-Defénsé: Moblllzatlon
to arrange for calling this group togethcr at mutually convenlent
timesy: : S

‘At the samc time that we are worklnﬂ to solve thls problcm
of maintaining the stability of the. Government securities market-and -
restraining privatc credit expansion, we shdl, of course, - continue : "'
vigorously to review Government lending and loan guarantecioperations,
Since the middle of lastyear, we have taken aseries of- steps to oo
curtail such epcrations and limit them to amounts nceded in, this: :
defense period, I am directing the agencies concerhed to report tdsme
by March 15 on thcnature add extent of their current lendlng @ d loan.
guarantee activities, so that these operations my again be rcv1ewcd
as part of our over-all antl-lnflatlonary prograg.




