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MONETARYrPO!LlCY AND THE MANAUEMENT OF THE
PUBLIC DEBT

MONDAY, MARCH 10, 1858

Conareas or THE UNITED STATES,
SuncoMMrrrrE oN (GENERAL CrEDIT CONTROL
AMD DeBr MANAGEMENT OF THE
Joint Commrrree oN THE EcoNomio REPORT,
- Washington, D.0.

The subcommittes met, purstnant to notice, at 10: 05 . m., in room
818 Senate Office Building, Representative Wright Patman (chairman
of the subcommittee) presiding. :
. Present: Representative Patmnr; bazg Douglas, Flanders; Rep-
regentatives Bolling and-4Wolcott. '

Algo present: Grover W, Ensley, staff director ; He
economist for thg/Subcommittes; und John W, Lehmb
full committee, .

Representag{ve Parman. FPhe committes Wil plense cothe to order.
The Joiny/Committee of Ect i rt was creaded by the
Employmept Act of 1946, Its : , and the ohe which
has given jt its name,lig psident.
and repoyt to the Congress ol dis- significAnce in
terms of desirable congression
The committee asa 7 ¢ subcomnlittees
to make|such in i Mify 0 d d such
reports s blic,
enerall ty to
ring in

anage-
ment was "Mahongy, of Wyoming,
chairman of the full commit, urposg of con
ducting a general inquiry irnto moneta! cy debt maragement

fon
Ralph E, ¥land

lashof 1linois, aitd

and Representativeg Richard Bolling, ofMissouri, apd Jesse P. Wol-
cott, of Michigan, : ‘ "
As most of you are awd similar subcommtttee was appoitited by

B 1% under the chairmanship of
Senator Douglas. The members ig of that committee was identical
with the membership of the present subcommittee excemhat Repre-
sentative Buchandan, who has since passed away, has been replaced
by Representative Bolling. '

The subcommittes, under the chairmanship of Senator Douglas,
divided its attention about equally betwebn fiseal policy, meaning

Senator O'Mahohey in the spritigot
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rimarily bugetary policy, and monetary policy., The present sub-
gommittgo, or‘\!e ch:yo her "{mnd, will devgte its attention entirely to
monatary and debt management policy. . .

The more than 2 yenrs which have elapsed since the hearings and
the report of the earlier subcommittee have been packed with signifi-
cant events, At that time the country was juet emerging from a busi-
ness recession, and Koren wag merely an unfamiliar name on a map.

Since that time, the international situation has greatly worsened,
and Federal expenditures have been greatly increased by the necessity
for strengthening our defenses,

In the meantime, the country has passed.throuﬁh o serious period
of inflation, spurm’l by the buying wave which followed the outbreak
of hostilities in Korea, For about a year now we have had a precari-
ous lull in inflationary price rises, National production is at o high
level, and the same is true, with a fow notable exceptions, of the level
of employment, ‘

Despite the high level of defense expenditures the people as a whole
are enjoying as high a standard of living as they have had at any time
in the history of our country, but we cannot be complacent. .

On the one hand, there are serious indications of continuing in-
flationary dangers while, on the other, some people see signs of a com-
ing recession, Clearly, it is time to give the situation unother look,
both with respect to the proper steps which should be taken in the
fleld of monetary and debt management gglmy under present and
possible future conditions and with respect to the extent to which our
agencies are properly eet up to handle the task which the Congress
has delegated to them, . o

It is in this spirit and with an open mind as to the right answers
g.& a%li ?‘f the questions before us that the subcominittee has approached
its task,

As the first step in its investigation the subcommittee addressed a
series of questions to the top Government officials concerned with
these tasks, and to a large number of persons in the private economy.
The answers to these questions have been published in a document
entitled “Monm‘,m‘i| Policy and the Management of the Public Debt;
Their Role in Achieving Price Stability and High-Level Employ-
ment,” which was released to the press a weck ago last Fridoy,

I should like again to express my thanks and those of the other
members of the subcommittee to the large number of persons whose
labors have made this dacument possible,

It has placed before us in a much clearer manner than ever before
a statement of the areas of agreement and disagreement emong the
Treasury Department, the Federal Reserve System, and the Council
of Economic Advisers, with carefully reasoned statoments sypport-
ing their respective views,

n arriving at these statements, the agencies have, in my opinion,
tended to move somewhat closer together, This is all {o.the goos.,

The subcommittee has always emphasized in its dealings with each
of the agencies that it sought as a first choice to obtain an agreed
statement of their views, but to the extent that this was not compatible
with the sincerely held convictions of the responsible agency heads, it
desired to obtain reasoned statements of the nature and extent of their
disagreements.
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The subcommittee has never sought and does not now seek to re-
open old wounds. ~-

A week ago I furnished to the press a tentative schedule covorinﬁ
8 weeks of hearings.  This schednle, which I shall insert in the recor
at the close of these remurks, wai « ranged with a view to permittin
the presentation of all important points of view on the principa!
issuies before the subcommittee. _

I recognize, however, that setting up any schedule of this kind in-
volves mun{ «uestions of judgment and, us I snid, in my. press release a
weok ago I have invited the other members of the subcommittee to sug-
ﬁ;ast any additional witnesses whom they may desire, and have snid

at I wonld be glad to make arrangements for their appearance,
extending the duration of the hearlng:), if necessary, for this purpose.
- In addition, I should like to invite any other person who degires
to be heard to mnke applicntion to the subcommittee, and we will
arrange, if possible, u personal presentation of views or for the sub-
mission of briefs, N
- The hearings which we are starting today ought to be exceptionally
fruitful because the preliminary spade work which has already been
accomplished, Each of the official witnesses and many of the private
ones have ]prepured or participated in the preparation of the
angwers included in our ‘compendium, Their carefully thought out
Eoints of view have alrendy been presented at length and they have

ad an opportunity to read and study the points of view of others,
This will make it possible for each witness not oan to greatly shorten
his statement but it will permit him to direct it to the important points
on which he finds himself in disagreement with other witnesses who
have contributed to the symposium. ‘ .

It will also be of great assistance to the members of the subcom-
mittee in directing their questions to significant points of difference in
the various views which have been set before them.

The first chapter of the symposium, which we released last week,
is devoted to the replies of the Secretary of the Treasury, Mr. Snyder.
These replies state the position of the Treasury Department on the
principal issues of interest to the subcommittee in a clear and incisive
manner, and provide a most appropriate background for the testi-
mony of our first witness, Mr. John W. Snyder, Secretary of the

Treasury.
(The schedule previously referred to is as follows:)

CoNaRess or TRE UNITED STATES
Joiny CoMuITTRRE ON TH® BoONOMIC Rirorr
«

CHAIRMAN WRIGHT FATMAN OF THE SUBCOMMITTEE OK GENERAL CMEDIT CONTROL AND
DEBT MANAGEMENRT ANNOUNCES TENTATIVE SOHEDULR OF HEARINGS

Representative Wright Patman, of Texas, chairman of the SBubcommittee on
General Credit Control and Debt Management of the Joint Committee on the
Beonomic Report, today announced a tentative schedule of witnesses for the
hearings of the subcommittee which will begin on Monday, March 10, and are
expected to run for about 8 weeks, .

. Chairman Patman said that he bad asked the other members of the subcom-
mittee—Senators Paul H. Douglas, of Illinols, and Ralph E. Flanders, of Ver-
mont, and Representatives Richard Bolting, of Missouri, and Jesse P. Wolcott,
of Michigan—to suggest any additional witnesses whom they might desire and
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that he would be glad to make arrangements for their appearance, extending
the duration of the hearings If necessary for this purpose.

The schedule announced by Chairman Patman, together with suggested topics
of discussion for each of the round tables to be held in connection with the
hearings, follow :

First week 0
Monday, March 10: John W. Snyder, Secretary of the Creasury.
Tuesday: March 11: William McC. Martin, Jr,, Chairman, Board of Governors,
PFederal Regerve System,
Wednesday, March 12:
Leon Keyserling, Chairman, Council of Economic Advisers,
Roy Blough, Member, Council of Economie Advisers,
Friday, March 14:
A, L, M, Wigginsg, chairman, board of directors, Atlantic Coust Line Rail-
road Co. (formerly Under Secretary of the Treasury).
Preston Delano: Comptroller of the Currency.
Maple T. Harl, Chairman, Board of Directors, Federal Deposit Insurance
Corporation,

Second week
Monday, March 17:
Marion B, Folgsom and J. Cameron Thomson, Committee for Economlie
Development,
W. L, Hemingway, American Bankers Assoclation.
John F. Fennelly, Investment Bankers Assoclation.
Tuesday, March 18:
Seymour Harrls, Flarvard University.
Aubrey G. Lanston, Aubrey G. Lanston & Co,, United Stntes Government
gecurity dealers.
Wednesday, March 19:
Maleolm Bryan, President, Federal Rescrve Bank, Atlanta,
Oliver 8. Powell, Member, Board of Governors, Federal Reserve System,
Carrol M. Shanks, Life Insurance Astgociatlon of Amerlea and American
Life Convention,
Thursday, March 20:
Beardsley Ruml, New York City.
Allan Sproul, President, Federal Reserve Bank, New York,
E. E. Brown, chairman, board of directors, First National Bank of Chicago.
Friday, March 21: Paul Appleby, Syracuse University.

Third week .

Monday, March 24: Panel discussien, The Itole of the Banking System in a
Dynamie Economy :

Robert Fleming, Riggs National Bank, Washington, D. C.
‘Wesley Lindow, Irving Trust Co,, New York. N
Roy Relerson, Bankers Trust Co.,, New York.

Jesse W, Tapp, Bank of America, S8an Francisco,

Tyesday, March 25: Panel discussion, What Should Our Monetary and Debt-

Management Policy Be?:
Milton Friedman, University of Chicago,
Raymond Mikesell, University of Virginia.
Paul Samuelson, Massachusetts Institute of Technology.
C. R, Whittlesey, University of Pennsylvania,
Wednesday, March 26: Panel discussion, How should our monetary and debt-
management policy be determined?:
Q. L. Bach, Carnegte Institute of Technology, Pittsburgh,
H, A, Goldenweiser, Institute for Advanced Study, Princeton,
James K. Pollock, University of Michigan.
Jacob Viner, Princeton University.

Thursday, March 27: Panel discussion, The role of business, labor, and agricnl-
ture in the determination of monetary and debt-management policy : (Repre-
sentatives of American Farm Bureau Federation, American Federation -£

- Labor, Congress of Industrial Organizations, National Association of Manu-
facturers, The National Farmers Union, The Natlonal Grange, United States
Chamber of Commerce).
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Friday, March 28: H, Christian Sonne: Natlonal Planning Assoclation,

Panel disoussion on the role of the banking system in a dynamio economy
{Monday, March 24)

Participants.—~Robert Fleming, Riggs Nuationat Bank, Washington, D, C.;
Wesley Lindow, Irving Trust Co.,, New York; Roy Relerson, Bankers T'rust Co.,
New York ; Jesse W. Tapp, Bank of America, 8an Francisco. )

Suggested topios for discussion.~-

1. What should be the role of the private financlal community in the formula-
tion of monetary policy® To what extent dees this role reflect its status as a
special interest group oud to what extent does it reflect its status as the reposi-
tory of specialized skilis and information valuable to the general interest?

2. What is the responsibility of banking institutions for the economic develop-
ment of their communities? Shoul@ banks, as a long-term proposition, be more
venturesome in undertaking lending risks? Has a lack of venturcsomeness on
the part of hanks contributed to the growth of Government-lending agencles?
How does this apply to the special problems and inflationary hazards of the
present defense perlod?

8. How successful has the voluntary credit-restraint program been? What
should be its role over a longer-term period? Has the treatment accorded State
gnd lgcul governments been more rigorous than that accorded private business

rins

4. To what extent do time deposits represent a stable form of savings? De-
mand depoits? Is it desirable to encourage the holding of savings in these forms?
Under what conditions?

Panel discussion on What should our monctary and debt management policy def
(Tuesday, March 25) :

Participunts.~Milton Friedman, University of Chicago; Raymond Mikesell,
University of Virginia ; Paul Samuelson, Massachusetts Institute of Technology ;
C. R, Whittlesey, University of Bennsylvania, R

Suggested topies for discusston.—

1, How much reliance should be placed on (e) direct controls, (b) selective
credtt controls, (¢) general monetary (1. e., “tight money") policles in combating
inflation? Under present circumstances? Under other circumstances?

l2. Is a:? tight-money policy compatible with maximum production and em-
ploymen e

8. How desirable is a stable Government bond market? Now? Under condi-
tions closer to total war? In a peacetime inflation?

4. What kinds of securities should the Treasury issue? Now? Under other
circumstances?

5. What is the proper relationship between monetary and fiscal policy?

Panct discussion on how should our monctary und debt-management policy be
determined? (Wednesday, March 26)

Participants—G, L. Bach, Carnegle Tnstitute of Technology, Pittsburgh; E, A,
Goldenwelser, Institute for Advanced Study, Princeton; James K. Pollock, Uni-
versity of Michigan; Jacob Viner, Princeton University, s

Suggested topica for digoussion.—

1. What should be the role of the private financial community in the formula-
tion of monetary policy? What are the implications in this respect of the private
ownership of the stock of the Federal Reserve banks? B

2. Is the division of autherity over monetary policy between the Board of Gov-
er{mg(iz?and the Open Market Committee desirable? 1If not, how should it be re-
8olv

3. Should the monetary authority be vested in one man or a bhoard? What is
its proper relationship to the Treasury, the President, Congress?

4. What should be the role of the monetary authority in the determination of
debt-inanagement policy?

Panel discuasion on the role of business, labor, and agriculture im the determing-
ton of monetary end debt-management poliey (Thursday, March £7)
Partioipants~—Representatives of American IFarm Bureau Federation, Ameri-
can Federation of Labor, Congress of Industrial Organizations, Natlonal Assocla-
tlon of Manufacturers, The Nationsl Farmers Union, The National Grange,
United States Chamber of Commerce,
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Buggested topios for disonasion—

1, What are the special Interests of buslness, 1abor, and agriculiure in monetary
policy? How should each be represented In its formulation (except as th.y are
:t:})te;ented in ordinary course in the formviation of Governmeut policy gener-

g Should {ndividual members of the Board of Governors or ladividual direc-
tors of the Federal Resqrve banks represent special Intorest groups? If so,
should the interested groups participate in thelr selectlon?

* 8. What monetaty and debt manageinent policy is most in the interests of
business? Of labor? Of ugriculture? Now? Under other conditions?

. (Thisschedule is reproduced exactly as given to the press for.relense
on March 8, 1052, 'There were minor changes in the course of the
hearings as indicated by the day-to-day record,)

Representative Paryesn. Before hearing from Mr, Snyder, I would
like to nsk if other members of the subcommittes would like to make
statements, Senator Douglus, would you like to make a statement?

Senator Dovaras. I think, perhaps, Senator Flanders should have
the right to lead off. :

Represontative Parman, Sonator Flanders$

Senator Franners; Mr, Chaivman, these very important hearings
should attract the interest and demand the earnest consideration of all
oflicials and institutions, public and private, which are concerned with
inflation, in general, and the amount and value of our monev and credit
supply, in particular. .-

As a minority member of this committee, I would like to bring my
tribute to the careful and able staff work which has preceded the
hearings. .Comprehensive and incisive questionneires were prepared
in order to throw light on all significant aspects of general credit
controls and debt management,

This groundwork has resulted in the 1,300-page volumes of tho com-
pendium Monetary Policy and the Munagement of the Public Debt.

The staff has nlso been lar l{‘ responsible for making arvrange-
ments for these'hearinﬁe in which various opinions may be further
developed and examined by the committee,

Following up this excellent staff work, it is proper to call publie
attention to the time, effort, and thought that have been given by
those who have replieé to the questionnaires sent out. It is clear that
Government agencies, businets groups, and individual economists
have prepared their answers with great care.

The high quality of these answers on monetary and banking theory,
a8 well as on practical-policy proposals,has been gratifying.

e compendium of these views provides a valuable reference to
those of us concerned with immediate policy questions, and it also will,
no doubt, long serve as an important source of material for all those
who study these general problems. i

' We may also hope that those who have labored to provide the com-
mittee with information have also reaped some benefit themselves from
the process of thinking through the issues involved, and of formulat-
ing their answers. ‘

@ are now entering upon the more direct work of the subcommit-
tee in hearings, examination, and attempting to reconcile the views
of witnesses, ‘

" With the careful work that has been done and the hiih quality of the
responses received, I am sure that we can continue this undertakin
in an objective and unbiased manner. Our aim is to have a thoroug
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exploration of all the important agpects of the problems that are
before us, and I amn confident that this can be accomplished,

Representative I’arman. Mr, Bolling? .

Representative Borring. No comment, Mr, Chairman,

Representative Parman. Senator Douglas?

Senator Dovaras, I wantto join Senator Flandersin congratulating
the chairinan and the staff for the very excellent job which they have
done in preparing these two volumes of background material on mon-
etw policy and debt management. .

hatever differences of opinion may develop during the course of
the hearings, I think Congressman Patman and Dr. Murphy are to he
thanked for the fairness and comprehensiveness of their inquiry,

I think that these two volumes are the best discussion that we have
of the issues involved. It has been very helpful to have the frank
statement by the Treasury and by the Foderal Reserve and by the
representatives of various shadings of opinion; and I would say that.
if nothing more happened, that the subcommittee has already justified
its existence. )

I want to join Senator Flanders in the hope that this will be an in-
quiry for truth and for public policy. In the course of that inquiry,.
it is inevitable that differences of opinion will develop, but I h(g)o that
wo may be objective, and that we will credit each other with the best.
of motives.

Representative Paratan. Thank you, Senator Douglas,

Mr. Wolcott?

Representative Worcorr, I have no statement,

Representative Paratan. Mr. Snyder, we would like to hear from
you at this time. We appreciate your coming, and we shall look for-
ward to hearing your testimony,

STATEMENT OF HON. JOHN W. SNYDER, SECRETARY OF TEE
TREASURY, ACCOMPANIED BY MEMBERS OF THE TREASURY
STAFF

Secretary Snyper, Thank you, Mr. Chairman. I have a prepared
statement, Mr, Chairman, which, with your permission an(f that of
the subcommittee, I would like to read into the record,

Mr. Chairman and gentlemen, the hearings which are beginning
this morning represent the culmination of a number of months of in-
tensive study and preparation of replies to the questions raised by
your subcommittee. Anyone who has worked on this complex project
cannot help but be impresséd with the scope and gearching natuie of
the questions which were asked. Xn ouralready heavy work schedules
it was not easy to find the time to set down the pros and cons of the
many issues presented for generalized discussion in the questionnaire.
In view of the importance of the study, however, we felt that time
must be found; and I am very glad that we were able to give full and
considered replies to all of the questions submitted to us, -

I believe that everyone who reads the written replies received b
the subcommittes will feel, as I do, that the body of material .7hicle
you have assembled.will be of great value in the field of debt manage-
ment and monetary policy for many years to come. Not one point-
of view, but many points of view—I am almost tempted to say, all
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points of view—seem to have been elicited by the subcommittee in
the written answers to the.various questionnaives which were sent
out. A policy record, in the most fundamental sense, is not only a
record of decisions made and actions taken—it is a record of appraisals,
of conclusions, and of judgments, Those who replied to the sub-
committee’s questionnaires, it seems to me, have attempted to be fully
responsive in this fundamental sense.

want to say here, Mr. Chairman, that I do hope that these 1,300
pages will be read with a great deal of care, and carefully digested by
all people who are charged with any part of the preparation of the
stu(fies and the formulation of decisions in connection with debt man-
agement and monetary policies, ‘

I want to add my words to those of your colleagues who have ad-
dressed their remarks previously to the complimentary appreciation
of what has gone aheacf) in laying the groundwork for these heurini:s.
T think that we could well say that this has been the most carefully
and most studiously prepared hearing on this subject that we have
experionced. I am extremely hopeful that out of this fine foundation
wi‘)legrow discussions and studies that will be extremely helpful in the
great problems we have in the future, . i

In our own case, we found in replying to the questionnaire that it
was often difficult to reconstruct past events in the context of the
times when they took placz. In our swiftly moving economy circum-
stances are always changing, and our views as to appropriate actions
and policies must change with the~. T~ would be little purpose
in trying to reconstruct the background of important actions in the
past unless the details gave us ndded ability to plan our future course
wisely. This is true, I believe, with res]I)ect to the subjects which
will be covered in the present hearings. In answering the question-
naire submitted earlier by the subcommittee, therefore, I have gone
into considerable detail as to the reasons why the Treasury took cer-
tain actions at certain times; what we hoped to accomplish by them
and what—viewed retrospectively—we did accomplish,

It will be of particular value, 1 feel, for the public to become better
acquainted with the nature of the responsibilities with which the
various agencies have been charged by the Congress—and the relation
of practical policies to the fulfillment of these responsibilities. This
represents, in my view, a ‘most im}iortant part of the study which
the subcommittee 48 undertaking, I should like to take a few min-
utes, therefore, to comment briefly on the nine general economic objec-
tives which the Treasury Department seeks to further through the
use of the powers which have been given to it by the Congress. These
objectives, which are described more fully in the answer to question 2,
are as follows:

1. To maintain confidence in the credit of the United States
Government.

This is the basic objective of all Treasury policies; and, at' the
‘present time, it is the cornerstone of the financial soundness of this
country, and a vital factor in the defense effort of the entire free
world.. In the broadest sense, safeguarding the credit of the Gov-
ernment depends upon our ability as a Nation to keep our .free-

“rnterprise economy healthy and growing, and to use our governmental
instruments wisely in promoting this end.
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2. To promote revenue and expenditure programs which operate
within the framework of a ¥ederal budget policy appropriate to
economic conditions,

Through action of Congress and by executive decisions, the budget
is subject to constant change; and it 1s of the utimost importance that
revenue and expenditure programs be kept appropriate to changing
economic circumstances. 'The Treasury and the Bureau of the Budget
work closely with the President and with the Congress to further
this end. .
3. To give continuing attention to greater efficiency and lower
costs of governmental operations.

1 consider this objective a continuing obligation, not only of the
Treasury Department but of every department and agency of the
Government.” Both within the department and in association With
other branches of the Government, the Treasury earries on continuing

rograms nimed at providing maximum service on the part of the
overnment at the lowest possible cost to the taxpayers,

4. To direct our debt management pro%mms toward (a) coun-
tering any pronounced inflationary or deflationary pressures ()
providing securities to meet the current needs of various investor

roups, and (¢) maintaining a sound market for United States
jovernment securities.

Success in achieving these specific objectives of debt management is
essential to the maintenance of confidence in the credit of the United
States Government. Many of the questions sent to us by the subzom-
mittee related to problems and actions in the area of debt manage-
ment. The Treasury has attempted to give the fullest possible replies
to these questions; and I am hopeful that the hearings will provide a
forum in which these fundamental matters of national financial
policy can be thoroughly explored.

5. To use debt policy cooperatively with monetary-credit
" policy to contribute toward heulthfr economic growth and reason-
able stability in the value of the dollar.

The importance of this objective, I feel, is self-evident, It is a

rimary goal of both Treasury and Federal Reserve policy, and an
Important part of public economic policy in general, as expressed in
the Employment Act of 1948, ‘

In addition to these five economic objectives of Treasury policy,
there are other objectives which we keep constantly in m‘md’.v These
are:

8. To conduct the day-to-day financial operations of the Treas-
ury so as to avoid disruptive effects in the money market and to
complement other economic programs,

7. To hold down the interest cost of the public debt to the extent
that this is consistent with the foreﬁoing objectives.

8. To assist in shaping and coordinating the foreign financial
po]ic;i'of the United States. ‘

9. To manage the gold and silver reserves of the country in a
manner consistent with our other domestic and foreign policy
objectives.
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Each one of thess specific objectives is imsortunt in itself; and,
generally, a number of them must be considered together in fmming 8
Fraotic program which will further our basic goals of maintaining

he confidence of the public in the debt obligations of the Government
and promoting the economic well-being of the Nation,

"The present hearings, I feel, will provide an excellent opportunity
for furtherin xilubllo understanding of the responsibilities and policy
objectives which I have just summarized. They sre discussed at
greater length-—and in relation to many different situations—in the
answers to the questionnaire,

It s my further hope that the subcommittee will give careful con-
sideration to the possibilities which I have brought forward in the
answer to cgwstion 10, relating to the creation of u top-level advisory
group to the Presidont on broad questions of monetary and fiscal
policy. In that question, it wus squeswd that o small consultutive
and discussion group be created within the Government. This group
might consist of the Secretury of the Treasury, the Chairman of the
Board of Governors of the Federal Resorve System, the Director of
the Budget, the Chairman of the Council of Economic Advisers to the
Prosident, and the Chairman of the Securities and Exchange Com-
mission, From time to time, the heads of other agoencies (both per-
manent and special agencies) might be added to the group, as various

roblems arise. This group would serve two major purposes, Firat

regular and periodic meeting and discussion among the heads of
the agencies having to do with fiscal and monetary policies, differences
of opinion would become less likely to dovelop, A qroup of this
nature would do much to achieve accord before discord anrises, Sec-
ond, the means would be provided for informal discussions with the
President on broad questions of monet.arg::nd fiscal policy. The ad-
visory group could report to the President—preferably on an informal
and confidential basis—as often as desired.

It is mi present intention to recommend to the President that he
consider the creation of a national council along the lines which I have

ust described, with advisory authority in the aren of monetary and

scal policy. Prior to doing so, however, I should like to obtain the
views of the subcommittee as to the advisability—the pros and cons—
of such a step. I am looking forward with great interest, therefore,
to the discussion of this matter in the hearings, and to your own de-
liberations with regard to it.

-The question of a national council which would act as an advisory
group with res to monetary and fiscal policy brings up another
matter which I hope the subcommittee will find time to consider from
all angles. In question 9 of the questionnaire sent to me, a discussion
of the relationship between the President and the Federal Reserve

ystem wag called for, In answering this (iuestion, I indicated my
opinion that it was desirable for the Federal rve System to retain
its independent status. I expressed fuvther, however, my strong
feeling that it is natural, proper, and desirable for the ’Pre_sxdent to
seek to settle disputes by having all of the interested parties sit around
a table to discuss their differences, in the interests of coordination,
g};:, it seems to me, represents the essence of independence—that the

ident and the Board should have both the right and the duty to
d}scpss the problems with each other, on the basis of » free interchange
of views,
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The Joint Committee on the Economic Report is in a very good
position to help obtain the kind of cooperation and cohesiveness of
polioy which we need to emphasize constantly in all branches of Gov-
ernment, 'This is because the committee hus the responsibility for
loaking at the economic problems involved from every point of view.
You are not concerned volely with revenues, for example, or with ex-
penditurss, or with appropriations; rather it is {our unique function
among the committees of Congress to appraise the whole complex of
measures and programs having a significant influence on the economic
well-being of the country. )

Becauso of our appreciation of this fuct, we have given special at-
tention to the questions requestin eneral views, ight now, how-
ever, we ure faced with o pructical financing problem which must be
worked out in the immediate future; and I should like to discuss with
you briefly how u problem of this sort, in practice, ties in with the
more general considerations which govern Treasury policy.

On the busis of the estimates in the President’s budget, as much as
$10 billion of the defense pmfram muy have to be financed by addi-
tional borrowing from the public before the end of the present calendar
year, 'The budget is, of course, subject to revision as the year pro-

resses, and ‘{;artwul’arl a8 we see how the expenditure program
shapes up. Whatever the final figures turn out to be, however, the
amounts which we shall have to borrow will be substantial,

Earlier in this statement, I noted that the general goals of our debt
management programs are (a) countering any pronounced inflation-
ary or deflationary pressurcs, () providing securities to meet the
current needs of various investor groups, and (o) maintaining a sound
market for United States Government securities, These objectives
are the guides which we use in arriving at policies which are appro-
priate to current economic conditions. .

The difficulties of this qrocedux'e in practice, however, and the many
balanced judgments which are involved, could not be better illustrated
than by our present situation, As I have stated, we may have to bor-
row ag much as $10 billion in new money from the public before the
end of this calendar year; and it is generally agreed that these funds
should be obtained to the ﬁreamt extent possible outside of the com-
mercial bunking system. From this point forward, however, we must
proceed on the basis of a careful analysis of the many conflicting fac-
tors in the immediate outlook. There is no single, simple approach
which will solve the entire problem for us.

To begin with, we must be constantly watchful with respect to the
development of inflationary or deflationary tendencies, There ugepears
to be a lull, at present, in inflationary pressures; but it would be im-
prudent to give less than full weight to°the inflationary implications
of our large defense program and of the deficit financing operations
which will have to be undertaken in connection with it. Ior some
time to come, defense production will draw heavily on our Ehysical
resources; and the existence of a significant deficit will add to the
sufpl{’of funds available for spending or sa.vmg;

- In the second place, we must take account of the fact that our present
borrowing program will have to be geared to a set of circumstances
which are unlike those experienced in connection with any previcus
large-scale borrowing operations. In contrast to the World War IL

97808522 ‘
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situmtion, for exampleya large sector of industry and trade is engaged
In substantially normal opurations; including operations—such ns
capital expenditure progrumns—which draw on investment funds,

wn we found it necessury to borrow Inrga sums of money early
in World War 1L, moreover, the Government’s dubt was inuch sinnllor
than it s now, both in absolute torms und in relation to the size of the
seonomy. Today, our Government debt accounts for almaost half of all
tho debt nbl}gnttmm in the country, public and private; including-—in
addition to Federal securitios—bondy of State and loeal governments,
obligations of private corporations, mortgages, bank lonus, consumer
installment. papor, ot cotern, Public debt obligations vepresent an
importunt part of the assets of our finaneial institutions, of numerous
business corporntions, and of millions of individunls and familios
throughout the Nation,

Aguinst this background, the practical meaning of the brond objec-
tives of debt munagement which I outlined carlier becomes clear, It
in ovident that wo must use great care to mnintain an atmosphers
which will be favorable not only to the purchuse of new Government
securities, but to the retention of current holdings—nand purticutarly,
of courge, the holdings of nonbank investors, To ihnintnin investor
confidence, inflationnry or deflationnry tendencies mist. ho countered,
and sound conditions must be maintained in the market for United
States Government securities, To sell the greatest possible amonnt of
seeurities ontside of the commeteial banking system, issues must bo
provided which will meot investor needs. Each one of the general
requirements of a sound debt management program, therefore, is seon
to have direct application to our present problem,

In order to formulate n program siited to the current situntion, the
Treasury—as it has done in connection with ench important financing
operation in the past—-has been mnking extensive analyses of the
money and investment markets; it has been discussing the problems
on a continning basis with representatives of the IPederal Reserve Sys-
temn; and it has beon conducting a series of informal conferences nnd
discussions—in which the Federal Reserve purticipates—with vepro-
sentatives of lending investor and finuncinl gronps and others during
recent woeks, :

While I have found general agreement, as T noted enrlier, on the
need for securing the necessary amounts from nonbunk investors, there
is a wido divergence of views on how we onght to go about securing
the funds; and there are differences of opinion, also, as to measures
which should be taken outside the aren of debt management to main-
tain stability in the price structure and in the economy generally,

These differences of opinion are to be expected. The problems in-
volved are extremely complex; they are all inter-related; and they
all touch on major aspects of public economic policy nffecting wide
arens of the economy.

When we review all of these facts in the Treasury, and evaluate them
in terms of the problem at hand, the situation seems to us to add up
to these conclusions: -

It is essential for the well-being of the country that the Treasury and
the Federal Reserve continue to work in the closest cooperation. Both
agencies are in wholehearted agreement on this matter. There is no
substitute for working together on the important problems which we

\
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shall have to solve jointly if the fundnmental gtrength and productive
power of the Amerienn Economy are to be maintained, 1T feed that an
ndvisory council of the sort which § have diveussed with the commitiee
today would be of help in brondening the reope of vm?)m'ution. The
spirit of cooperative effort, however, is the essence of the matter,

The prospect of substantinl deficit finuncing in the period imme-
diately whend underseores the importance of the hrond economic ob-
juctivuu of the 'T'reasury, und porticularly of debt manngement policy.
1'he I'rousury has succeeded during the postwar period in reducing the

roportion of the publie debt hold by the commercial banking system

romn 42 percent at the penk of World War 11 financing to 33 percent
at the present time,  Ts has suceeeded in maintnining savings bond
owners |i}) not only at the wartime penk, but at o figure which is now
c¢loso to $68 billion-—$0 billion higher than the amount held ut the close
of World War I finuncing,  Our deficit finuneing program must con-
sorve these gninsg—and it must ndd to them,

For these reasons, the Treasury places great, emphasis on the need
for prudence with respect to policies which affect the Federal debt,  As
the subcommittee’s questionnnives brought out so clearly, a govern-
mental agency does not opernte in the fleld of abstract dwory; full
acconnt must be given at all times to the practical implieations of the
policies and programs undertaken. The opportunity which the pres-
ent henrings will provide for a discussion of mensures appropriate to
our present situntion will, I am convinced, muke & most important con-
tribution to public understanding of the problems now confronting us.

Representative Parsan. Thank you, Mr, Secretary.

. Senator Douglas, would you like to ask any questions?

Senntor Dovaras, ‘Thank you, Mr, Chairman,

Secretnry Snyder, may T ask you what you think the policy of the
Federnl Reserve System should be in the event of o tnrge refunding
of Government securities or the issuance of a new set of Government
securities? Do you think that the Federnl Reserve Board should be
vommitted to buy u sufficient quantity of those securities so that the
price muy be maintained at the, interest rates charged, and o that a
general feeling of confidence mhy be given.so that the issue may he
gubscribed ?

Secrotary Sxvper. Senator, 1 think that is a matter that will have
10 be worked out. between the T'reasury and the Federal Reserve Board
a8 the situntions arise. T have found that the Bourd and the Open

nrket Committee have been very cooperative in our recent issues anl

our refundings, and T think that we huve worked out a fine cooperative
atmosphere, and T think that is o matter that we will have to continue
to work out, .
" Senator Dovoras. Mr. Secretary, I want to point out that my ques-
tion to you was perfectly conrteous. It was a question of what you
thought the policy should be, and your answer, in effect constitutes
refusnl to answer the question,

1 want to know whether you think that it is a function of the Fed-
eral Reserve Board to purchase a sufficient quantity of Government
securities in the event of a refunding of or a new issnance of secnri-
ties so that the isswe may go off successfully and be sold to the public
at the interest rate charged; and what yon, in effect said was, “We
will work that ont. T am not going. to ropiy to the question.”



14 MONETARY POLICY AND MANAGEMENT OF PUBLIC DEBT

Now, with all kindness I do not think that is treating a congres-
slonal commi‘tee, which is tryinﬁ to be fair with you, as n party—-—

Secretury SNnyprr, Senator, I have no question as to your courtesy,
and I did not raise agi' such (ﬁlestion intentionally, )

Senator Dovaras, May T ask you what you think the policy of the
Federal Reserve Board should be under those conditions?

Secvetary Snyvrr, I think that the policy of the Reserve Board
should be otie of cooperation with the Treasury,

Senator Dovarag. And should the cooperation consist in purchas-
ing a sufficient number of securities in the open market so that ri'ou
can sell the securities at the interest rates which you decide upon

Secrotury Snynrr. I tried to answer that very positively, sir.

Senntor Doueras, T could not understand the answer at all, and I
would like to have the answer of the Secrotary read back,

" Representative Parman, The reporter will read the Secretary's
answer,

é’l‘he Secretary’s answer was rend,)

enator Dovaras. Would you like to add anything?, )

Secretary Sxyprr, I would like to state, Senator, as ench situation
avises that will have to be & mmtter that will be worked out in the
light of conditions at the time.

Senator Dousras, You do not wish to make a statement. of general
policy for the benefit of this congressional committee?

Secretary Snyprr, Not as to the Federal Reserve policies,

Senator Doucras, What do you think, then-—— i

Secretary Snyoer, Other than that, us I have stated, I think it is
one of close cooperation.

Senator DoucLas. Then you would not carry on any conversations
with the Federal Reserve Board should a question such as I have de-
seribed arised

Secretary Snypes, That is nat my answer, Senator. If you will
reread it, you will see that I said it is & matter in which we will have
to cooperate most closely, and it will involve carrying on conversa-
tions, of course. . )

Senator Dovatas. What do you think you will say to the Federal
Regerve Board when you have these conversations{

Secretary SNnyper, That depends on the circumstances under which
we are holding the conferences and the problems that face us.

Senator Douaras. This js what conf,n'essional committees frequently
face from administrative officials when we are trying to work out
policy. We are kegt from the real point of view of the administra-

tive officials, and it nes almost imﬁossible for us to arrive at any
conclusion, I am veg disappointed, Mr.

Secretary, in your reply.
Do you think that the Federal Reserve Board should purchase d'ov-

ernment, securities or should not ’)urohase Government securities im
the circumstances I have outlined

Secretary Snyper, The Federal Reserve's polioy has been to conduct
their Open Market Committee operations in support of the Treasury’s
financing operations and, therefore~—

Senater Doveras. You mean to buy s sufficient quantity ¢

Secretary Snyoen, I think they should continue their policy of sup~
porting the proper financing of GGovernment (:ﬁerations.

Senator Douaras. Does that mean they should, if necessary, buy an
unlimited quantity of Government securities? '
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Secretary SNyper, It will have to be bottomed on conditions at the
time those decisions are made.

Senator Dovaras, Is not the best protection for security issues the
goneral }wosperity of the country, a balanced budget, protection
agninst the danger of future inflation, and a satisfuctory interest rute?
If those conditions are met, to what degree is it necessary for avitfi-
cial support to be given by the Federal Roserve System ¢

Secretary Snypen. As the Senator knows, I have ndvocated balanced
budqetﬂ ever since my opening statement when I became Secrotary of
the Trensury, and I still feel that we should maintain bulanced budg-
ots to the greatest possible extent,

Senator Dovaras, If those conditions are met, why is it necessary
for the Federa! Reserve Board to purchase any securities? Why
couldn’t the bond issue be met by the geneml investment market ?

Secretury Snyper. Well, in general, I think that you have stated
a very proper reason for believing that there would be no occasion,
but we would have to look at conditions that have occurred in the past,
and also have to measure what might develop in the future as to just
what would be the circumstances at any given time under any given
condition of the market or of the amount of financing that the (Gov-
ornment has to maintain, whether it be refunding or whether it be new
issues, Asto tho using of the interest rate alone, that is a matter that
has caused n great deal of debate and dlscussion, and one which we
have tried to meet in our answers to the subcommittee’s queries, We
have to measure very carefully the decisiong that will be made as to
interest rates.

Senator Doveras, Well, certainly, in times past the Treasury has
asked the Fedoral Reserve Bourd to stand ready to purchase Govern-
menté bonds if there were not enough private subscriptions; is that
true

Secretary Snvorr. The Federal Reserve has offered to do that, and
been requested—— ‘

Senator Dovcras. Has not the Treasury requested that it do that?

Secretary Snyper. I was just finishing my answer,

Senator Dovaras. I beg your pardon.,

Secretary Snyper. I said they have offered to do that, and the
Treasury has requested them to do that; that is correct.

Senator Dovaras. The Treasury has asked them to do that?

Secrata%SNmm Asked them to support the financing,

Senator Douuras, What would you say to the contention that you
are asking the Federal Reserve Board to do that which if practiced
by a private underwriter with regard to private issuances, would
render him liable to prosecution under. the securities and exchange
stattf‘tet })y the Securities and Exchange Commission for pegging the
marke

Secretary Snyper. I am sure the Federal Reserve Board got their
legal opinion on that before they undertook it.

enator Dovaras. The Securities and Exchange Commission, in
order to strike at one of the evils of private underwriting, provides
that the issning house should not without due notice create an artifical
market by guaranweinfg to support the price of securities by purchases,

Now, has not the policy in the past sometimes been in effect to urge
the Government to do that which is a penal offense for private under-
writers to dof
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Sveretary Sxypet I am quite eertain thut when the Federal Reserve
Tlopted wtich o provedure that they earefully welghed the public wel-

are,

Senntor Dovanas, 'Fhere 18 no penalty against the Fedoral Rossrve
Board’s supporting the warket without f"'h lely prociulnting that It is
doing s, It is not statutorily a criminnd offense, But what I am
trying to got at is this: Just as we are trying to erente natural con-
ditions in the stock murket whers irsuos cub sell on their mevits with-
out artifteinl support should we not with respect to the Government
wavurition market, degeml on the goneral condition of the country,
the soundness of the Federul bnd’uet. the protection uguinst the dan-
ger of future inflation, und n replistic intorest. rnte rather thun upon
artificlal support thmnfh the putchase of bonds by the Federnl
Rurorve to maintain bond prices?

Secrotary Snyorr, 1 think that wo have hind to mensure this ench
titme,  Of course, us you know, Senator, there was only 1 year in which
there was any hot Foderal Reserve nu|')pm't of the Qovernment, bond
minrket in the postwar poriod up until the time of Korea ; that is beside
the point as to your question, but it is interesting to note thut net pur-
chawes hi:)? not been generally the case atl the way through the post-
war period,

Renator Dovaras, It was true 1 year,

S@cmm{ Snyosi. Ih 1 year; that is correct, sir,

(The following wae submitted for the record:)

Thin matter is discieked In detall Ih the answer to question 17 of the qiestion-

nalve sttt to the Recrotary of the Trensury by the subeommittee, 'The
following table provides statistical informntion relating to the discussion :

Net putohases or ack rales o‘ Qovrrnmont donds by the Federnl Reaeree, Jun, 1,
1948, to Sune 30, 1950, inrtusive

Riition
Jan, 110 Do Bt 1048, net mRIom. e et e e - 80,2
Jan, 1 to Nov, 12, 17, not mles. o oo e e a—— wnmmeras ()
Nov, 18 to Dec, 18, 1048, net purchases... 10, 4
Dee, 16 to Dee, 81, AMD, not splon .. . . 80
Jan, 1 to June 30, B0, net rates. . oo . 1.6

1 Lomn than $30 mitlion,

Senator Doveras, It was true after Korea?

Seeretary Snyprr, That is correct, I think we have to mensure
carefully the broad public interest, and T am sure that is what the
Federal Reserve Bourd and the Open Market Commlttee tnke into
consideration in cnrr'yli‘ng out their obligations,

Senator Douvetas, There is n fundumental issue involved hers,
namely, whethor you will provide so-called natural markets for Gov-
ernment. securities or the degice to which you will provide artificial
markets for Govermment. securities,

Perhaps, I am using question-begging words in referring to the
purchase of the Federal Roserve as an artificial device, but the question
is the degree to which the Government will muintatn its own bond
market or ta the degree to whieh it will allow the bond market to be
settled by natural forces in the private fleld. ‘

Secrotary Snyper, Well, it boils down to the meoting of & practical
situation, I think, Senator, as long as——

‘Senator Doucras. When you face a practioal situntion without any
gZeneral philosophy you are apt to come to great difficulties; and what
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we nire teying to do herve, if this inquiry has any merit—nand it it does
not. have merit we should close it out immedintely, Mr, Chairniatim——

Neeretary Snyoen, Well, the question jge—--

Senntor Dovaras (continning), Is to see if we can try to work ent
u;-nm':ul principles for meeting these concrate situations which lie
shod,

Svumf:n-f Snyben, The question then arises as to whether or not
we should tve s open-mathkot operation,

Nenntor Dudutas, No, that is not the question. It is the degree—

Seoretary Snyoug, 1 think so.

Sonttor Dotatays (continning). To which the Federal Reserve
System shold bo committed to ennble o Treasury issue to be success-
til or the dugres to wlies o "T'rensury issue should be allowed to take
its own chinneed in the public bond market or the private bond market.

* Seerotnry Snvorw, 1 think we have to consider the public interest
involved, With the lnrge financings that we have to conduct in these
days, with the debt the size it is, there must be some assurance mutually
agreed on between the Federal Reserve and the Trensury that these
operations will be earried out, with ussurance ag to the stability of the
Federa] (Government bond market, ‘

Sonator Dovatas, In other words, the Federul Reserve System
should bo willing and ng'rco to purchase a sufficient number cf securi-
ties po that the issue enn be sold ?

Socretary Snvoen, T think that is a matter that will have to be care-
fully welghed,

Sonntor Dovatas, Who is to determine the interest. rated
] ﬁmm‘tm'y Snypen, Well, that mntter is always discussed very care-

ully, sir,

Sonator Dovatas. Who is to make the final decision on it?

Secrotary Snyner, There is only one place that it can finally be
made by law, and that is in the ‘Freasury Department.

Senator Douaras, When the Treasury makes the decision, there-
foro, in the Federal Reserve Board supposed to purchase a sufficient
number of bonds 8o that the issue can be a success at the interest rates
determined by the ‘T'reasury$

Secretaty S8yoen, I think we can work ont, cooperation.

Nonator Dowanas, Cooperation is o beautiful word, but it is like an
overcoat, it covers quite a range of renlity.

Mecretary Sxyoen, It has to do that, sir.  In these days we have to
fuco realities ns well as theories.

Senator Dovaras, Mr, Secretary, when the Federal Reserve
Muarket Committee buys Federal securities, what happenst How does
it pay for these Government securities?

Secrotary Snvorn. Well, of course, it pays for it out of the funds
that it creates,

Senator Dovaras, You mean it pays for them by check?

Secretary Snyorn, 1 beg pardont

Senator Dovaras. You mean it pays for them by check?

Secretary Snyper, Or by giving eredits, which is the same thmg.

Senator Dovaras. When it pays for them by check, these checks go
into the hands of tha banks? . :

Secretary Sxyors, It goes to the credit of the bank; yes, sir,

Senator Dovaras, And the banks do what with the checks?
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Secretary Snyper, You are just talking about the mechanics of it,
are youl

Senator Douoras. That is right.

Secratary SNyprr. When the Federal Reserve buys securities from
the banks, why, it jg~——

Senator Dovaras, Let us take the situation when Federal Reserve
% ..g8 from the banks or private security dealers,

Secretary Snyprr, When it buys from a bank, of course, it will issue
a check or give it direct credit on the books of one of the [Federnl Re-
serve banks, In either event that increnses the deposit of the seller of
tho securities,

Senator Dovaras. And of the member bank, is that not true?

Secmtnr{)SNwEn. Well then, of conrse, they increase the deposits,

Senator Doucras, Yes; the deposits, When these checks ave pre-
sented by the banks either directly or the banks’ acquiring these checks
from the private security dealors, they are deposited by the banks, are
they not, in their accounts with the Federal Roserve?

Secretary SNyokr. Yes; the deposits with the Federal Resorve
banks are member-bank resarves.

Senator Dovaras, I understand. ‘They, therefore, increase the de-
posits w'ich the member banks have with the Federnl Resarve; is that
not truef

Secretary Sxyper, Yes,

Senator Dovaras. That is right. And it, therefors, increases the
reserves which the member banks have; is that not true?

.Secretary Snyorr. That is correct.

Senator Douaras. The reserve requirements presently in effect are
14, 20, and 24 percent, respectively, for the country, reserve city, and
central reserve city banks, On the average, I believe the reserve re-
quirement iz 16 percent, and that is for ench dollar of short-time de-
posits there must be roughly a 16-percent reserve.

That lends me to this question: When the reserves of the member
g:nl'::tincrease, what happens to the lending capacity of the member

n

Secretary Snyper. In general, it is inereased, of course.

Senator Doveras, And approximately in what ratio?

Secretary Snyper. I do not know just what that ratio is——

Senator Dovaras. It is approximately 6 to 1, at least theoretically,

Secretary Snyper. Generally, it is considered somewhere around
Btol. What it is precisely I do not know,

Senator Doucras. Well, the Federal Reserve says 6 to 1. The re-
gserve ratio of 14 percent for the banks in the smaller cities, 20 percent
is the next group of cities, and 24 in the largest cities——

: Secretary SNypre, Stolor6tol.

Senator Doveras. The Federnl Reserve says 6 to 1. So that the in-
crease of the reserves of the member banks in the Federal Reserve
System increases their lending capncity in a sixfold ratio to that of
their increase in reserves is that not truef

Secretary Snyper. Something in that area,

Senator Douvcras. Yes. ‘

Now, then, banks; do the banks like to keep earning capacity idle?
h Sec;g&ary Snyper, Well, they would be accused of poor banking if

ey di
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Senator Douaras, That is right. Therefore, they will want to lend,
assuming the risks are sound, up to the limit Jending capacity,
is that not true? .

?ecretary Swnyper. They, generally speaking, do that; that is their

icy.
. Senator Dovaras. That is, except when you have a period of depres-
sion,

Setcretary S~yper. That is the policy of good banking munage-
ment; yes, . ' .

Senator Dovaras. Except when you have a period of depression?

Secretary SNyper, Yes, .

Senator DougLas, Therefore, the increase of resorves will probably
be accompanied by a paralle] incresse in bank loans, ifi a ratio up to
5 or 6 times that of the increasing reserves, is that not true?

Secretary Snyoex. It sometimes works out that way,

Senator Douvaras. If we have o period of comparatively full em-
ployment, such as we have now with unemployment at roughly 38
&orcent, and unemployment chiefly in localized areas such as Detroit,
New York, and certain other regions, will this increase in loans cuuse
substuntiufly more goods to be produced? Will it put idle labor to
work with idle resources producing commodities which otherwise
would not be produced !
thSe'cretury NyperR, Would an increase in bank credit sccomplish

at

Senator Doucras, Yes.

Secretary Snyprr. Well, it might aid in it; yes,

Senator Dovaras, I mean if you have comBaratxvely full emplor-
ment, in which virtually everyone has a job. Do you think you would
effect any substantial reduction in unemployment below the 3.3 per-
cént which we are supposed to have now ¢

Secretary Snyper, Well, then we get into the realities of the ques-
tion. Now when we are taiking about—— :

Senator Dovaras. Yes, '

Secretary SNyper. The answer to your statement theoretically
would be that any expansion of credit under conditions of full em-
ployment and full utilization of manufacturing capacity would only
tend to oversupply the market,

nator DouaLas. Over-supply what market {

Becretary Snyper. The credit market.

Senator Doucras. That isa vi:gue phrase, My question was whether
you thought there would be any significant increase in physical pro-
duction because of a further expansion of bank loans when you ﬁ)ave
substantially full employment. :

Secretary SNyper. Yes; that is what I' was addressing myself to.

Senator Doueras. Do you think there would be any significant
increase in physical production? .

Secretary SNyoe. I think that it all depends on whether you want
credit to flow to increase production, and that is why X said we get into
the realities of whether or not it is a question of supplying creg?t.

Senator Doucras. With unemployment down to 3.3 percent, do you
g.hnlr)\k olu can'dnvejt down much further than that by an expansion
in bank loans
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Secretary Snyper. The question that we are really faced with,
“though, right now, Senator—I nm willing to answer ail your theoreti-
cal questions,

Senator Doveras. These are not theoretical questions, Mr. Secretary.

Secretary Snxyper. Well, it turns out that way from a practical
“standpoint, -

Senator Dovucras, These ave extremely broad and important
questions.

Secretary Snyper. It turns out to be o theory against practice, be-
cause if in this defense program bank credit had been comlpletely shut
off, then the question would come up as to whowould supply the credit
to theses expanding operations for the defense program.

Benator Dovoras, Mr, Secretary, I am not proposing to shut off
bank credit. I am merely saying if the Federal Reserve is asked to
buy large quantities of Government securities in the open market, does
it not create added bank reserves in the Federal Reserve System, and
the answer to that has been “Yes”; isn’t that correct?

Secretary Snyper. That is correct.

Senator Dovaras. The next question was, with added bank reserves
in the Federal Reserve System, does not-this lead, too, to increased
bank loans, and the answer to that was “Yes,”

The third question was do these increased bank loans in a period
of comparatively full employment lead to an increase in production
or do they lead to an increase in prices? That is what I am coming to.

Secretary Snyber. Well, they could well lead to an increase in

rices.
P Senator Douoras. That is the point. Now, will they not lead to an
increase in prices when the only unemployment which exists is seasonal
and transitional, plus a few isolated pockets which cannot be removed
by the expansion of bank credit ?

Secretary Sxyner, Well, the question, of course, that is raised then
is how to Frevent that expansion of bank credit. We get into the
proé).]om of what could or could not prevent the expansion of bank
eredit, -

Senator Dovaras. Mr, Secretary, is it not true that the expansion
of bank loans in a period of comparatively full employment will fur-
nish the economy—public and private—with more monetary purchas-
ing power, which will then be used for the purchase of commodities
_and-for labor ¢

Secretary Snypek. That is certainly true, and we have encouraged
evesy possible way of holding back the expansion of inflationary bank
credit, '

Senator DouoLas. Just a minute, I think you ave pursuing con-
tradictory aims, that is the point. The expansion of bank credit will
furnish to private persons and to some degree the Government, added
monetary purchasing power which they will use to bid for goods and
services but virtually all the labor is employed so that in effect, you
‘will have more purchasing power to buy the existing stock of goods
and seryices. 'Will not that inevitably force pricesup?

‘' Secretary Snyper. That is correct,

" Benator Dovoras. Well, that is inflation, is it not?
Secretary Svyper, That is a definition of it.
Senator Douar.as. That is right,

.
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Here is the point: In order to maintain the price of the bonds, you
nsk the Federnl Reserve System to purchase large quantities of Gov-
ernment securities; but the purchase of these large quantities leads to
iril,ﬂatitl){n, by adding to the reserves, and hence the lending capacity
of banks, '

Now, then, you stated that one af your purposes was to prevent
inflation, How much veight do you give fo the pruvention of infla-
tion as compared to the maintenance of a bond market at a low interest
rate? When these two principles come in conflict, which is to have
precedence? .

Secretary Snyoer, Well, the question, of course, then comes into
sharp focus as to whether interest rates are going to hold back the
seeking of bank credit by users of bank credit.

Senator Dovaras. Just o minute. Kconomists have fraquently tried
to emphasize the control of credit on the demand side by the interest
rate. I want to assure you that that is not my point. ¥ am not saying
that an increase in the interest rate will appreciably decréase the pri-
vate demand for capital.

What I am asking is: Should it not be a function of Government to
{)revent the suple of bank credit from expandinﬁ more rapidly than

he quantity of physical production, because if the quantity of bank
credit does expand more rapidly than the guantit of physical pro-
duction the inevitable result, as you have admitted, is an increase in
rices, '
P Secretary Sxyper. Well, the problem then arises as to directing
available bank credit into the noninflationary areas,

Senator Doveras. What are those?

Secretary Snyper, And that—

.Senator Dovar.as. What are those?

Secretary Snyper. Well, that would be for the normal supply of
neded capital for the operation of necessary business; and for, of
necesgity, in these conditions, the supply of credit to carry on the
defense program,

Senator Dovaras, Have you ever thought of the fact that possibly
the total supply of bank credit should not be incrensed or at any rate
should not be increased more rapidly than the volume of production?
How can ?'ou expect to pour additional credit into the economy and yet
prevent that credit from spilling. over in the form of an increase in
prices in a period of full employment? * ’

Secretary Snypex. Well, in order to prevent it, we had to put con-
trols in, because unless you control the production in nondefense
areas—then you are [ioing to have created a situation demanding addi-
tional credit. But if you could control production and let the wages
and the raw materinls flow into the production of materials needed
for defense requirements-—if you could thus balance the demand and
requirement for the use of labor and raw materials between the defense
and the nondefense programs, we could hold total credit down to a
certain level.

Senator Dovgras. Mr. Secretary, if you force the Federal Reserve
System to purchase additional large quantities of Government bonds,
thus expanding bank regerves, thus expanding credit, the task of trying
to prevent prices from increasing, after all this is done, it will be just
as futile as when T fill this glass of water and keep pouring it in, and
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then try to mop up the overflow with a pocket handkerchief. Why
not get at the source and tr&e f}9mavent, the undue expansion ¢# the total
quantities of bank credit itsel
Secretary Snyper, We would like to accomplish that, Senator, as
much as you would, of course, )
Senator Dovaras. If you force the Federal Market Committee to
urchase unlimited quantities of Government bonds, far from stabil-

1zing the price level, you are inflating the price level.

Secretary Snyper., How would you prevent the yndue expansion
of bank credit? How would you meet the credit needs of the defense
prog'ram when Congress has not put in the necessary control meas-
ures

Senator Dovaras. Oh, I voted for those control measures.

Secretary Snyprr, Just a minute, we are talking generally.

Senator Dovaras, I voted for those control measures, and I think
they have a limited degree of aid, but to depend solely upon direct
controls to restrain prices when you are inflating the moneﬁofiupgly
is to my mind foolish-~forgive me for saying so—and if anybody has
more glasses of water, I will demonstrate again.

Secretary Snyper, We will accept the—

Senator Douaras, Just gouring in credit, pouring in more credit
and then to say put in direct controls——

Secretary Snyper. Senator, we will accept the demonstration; you
are spoiling one of your reports there.

Senator Doucras, It is ]‘ust utterly foolish. Why not stop pouring?

Secretary Snyper, Well, I wish you would, because you are spoiling
one of those fine reports there, [Lathter.]

Senator Dovaras. I wish you would stop pouring credit or trying
to force the Federal Reserve System to pour credit into the banking
system; where the damage is far greater by pouring the credit than
in pouring the water,

retary Sxyper. There is no question about that, Senator; and it
is a problem that we have to face very seriously; you know that. I
am no more an inflationist than you are.

Senator Douaras. You samoq want to keep intevest rates down,
but you also want to prevent inflation.  Which is better, a stable inter-
est rate but expanding bank loans and rising prices or a stable price
level even though it may mean a rising interest ratef

Secretary Snyper. Well, Senator, as I have said anany times, I
have no doctrinaire views on holding interest rates generally over a
long period of time at any one point. We have demonstrated that
during the postwar period when the Treasury cooperated with the
Federal Reserve in permitting interest rates to rise in the ghort-
3erm securities market, because we felt that was the proper thing to

0.

For a further discussion of this point, reference can be made to the answer to
uestion 17 beginning on page 50 and the answer to question 28 beginning on page
03 of part I of the subcommittee’s document containing the replies to question-

nalres submitted by the subcommittee.

.. Senator Dovcras, But here is mf oint: I think we have established
it pretty clearly that if the Federal Reserve is forced to buy unlimited
quantities of Government securities or large quantities of Govern.
ment securities, the inevitable effect in a period of comparatively full
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employment such as we have now, with only 8.3 percent unemployed,
is to inflate the money supply, and drive up prices. This in turn
increases the cost of Government services, eats into the income of
those with fixed incomes and creates all the havoc of inflation, Is that
not a rather poor politw?,

Secretary Snyper, Well, let us take a look at the whole picture.
Since the end of World War II financing, actually the bank-owned
public debt has declined by over thirty billions of dollars. The point
18 we have not been——

Senator Douaras, 1945 and 1946—that period was a very: fortunate
year, because the high war tax rates were in effect, and military ex-

nditures had tapered off, and if we were to get into a discussion of

udgetary policy, we would get into further issues, but I understood
our chairman to sa&r) we were not going to discuss budgetary policy,
so I am not going gursue that subject any further. .

Secretary SNyper. I am not trying to get into budgetary policy;
Iam %ust rying to point out, though, that it is not a matter of con-
tinually forcing the Federal Reserve to buy over the long run.

Senator Douvotas, I helped conduct hearinFs parallel to these 214
years ago, and the testimony was perfectly clear, supported by suffi-
cient documents that were introduced, to indicate that the Treasury
has %enerally insistéd in the past that the Federal Reserve System
purchase Government bonds in order to support the market, and did
so until the famous accord of April, agreed upon in March, but dated,
I believe, early in April 1951,

Now, some of us are a little fearful that this accord may be dis-
continued or if cooperation is obtained that it may be by the Federal
Reserve agreeing to the policies of the Treasury.

tNaow’ I believe, we have a right to be fearful about that, Mr. Sec-
retary.

Se?;'eta Snyoer. And the Treasury has a right to be hopeful—-

Senator Douaras, You mean hopeful that there will be inflation?

Secretary SNYper. That we will have accord. We do not have quite
as much su%);cxon_about an accord as you do.

Senator Dovoras, And that the Federal Reserve will purchase un-
limited supplies of Government bonds?

Secretary Snypes. No, that we will have cooperation and the Fed-
eral Reserve and the Treasury in the fashion—-

Senator Douaras, Does that accord, in your mind, carry with it the
idea that there will be large purchases by the Federal rvel

Secretary Snyorr, It carries with it the idea that the Federal Re-
gerve and the Tressury are going to sit down and work things out
together to the best interests of the public,

enator Doucras, Well, I do not know what to say that would
replioto an answer like that. I sup I ought to send bouquets to
you both in the hope that you have a happy meeting.
Secretary SNyorg. I hope you will share with me the hope that
you will do that. (Laughter.]
-Senator Douoras. Are you worried about inflation?
~Secretary Snypr. Yes, sir; I have been continually.

Senator Dovgras, Yet the purchase of large quantities of bonds
by the Federsl Reserwe System leads to inflation, does it notf

Secretary Snyves. It contributes in a degree,
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Senator Dovoras, Therefore, I should think you would be very
fearful and be afrnid that the Fedoral Resorve System might bny
lar&:quantltiea of these bonds, .

setnry Snyper, We have the practical problem of managing the
debt, Senator,

Sonutor Douvaras, Which takes precedence, the management of the
debt or the mnintenance of a stuble price level ¥

Secretary Snvuen, I think that they are interrelated,

Senator Dovaras, But when they conflict which do you think is
the more importunti .

Hoovetury Snyprr, You have to measure the conditions of the mo-
rent when you are muking the decision—that is not n docision you
" make for al] time.

Senator Dovanaa, That is, you might at certain times conclude that
the management of the debt wns more important than the maintenancs
of stable prices assumintx the two are in confiietd

Secretary SNyprn. AL times I think that you will find that it might

Senator Dovaras, In a nonwar period{

Secretary Snyner. I did not suy that, That is why T pointed out
in times such as wa are faced with now—-

Senator Dovaras. During a nonwar period, do.you think the man-
agement of the debt. is more important than the maintenance of o stuble
price lovel

Secretary Snypri. I think that was the type of problam fuced by
the Employment Act of 1940,

Sﬁ;\ator Dovaras. The Employment Act does not solve that
probiem,

. Sacretary Snyner. I know it does not solve it, It roints up to us
the real problom of meeting both inflationary and deflationary pres-
sures, and put the problem right up to Congress and to the Trensury
and to all of the Government.

Senator Douaras, And the way the Treasury solved it is to look the
issno squavely in the face and sny, “We won't solve it”?

Secretary Syyper, 1 will not project how we are going to handle
all theso issues in the future. I corvtainly could not, Senutor, not in
open segsion, unfortunataly. ‘

Senntor Dovaras. Then, since I am foreclosed from discussing the
future, is it possible for me to diseuss the past{

Scoretary SNyoxr. That is right,

Scnator Dovaras. Did not the purchase of secuyities, Government
securities, by the Federal Reserve Systom after Koven, give rvise to an
increase in (@) in the reserves of momber banks in the Federal Re-
serve System, (3) inoretsod loans by the member banks to private in-
dustry and individuals and (o) an incrense in the price level?

* Secretary SNypEr, I think we cover that in answer 17 of the ques-
tioninaire. ' I will be glnd to prepare anothore——

Senator Dovar.as. Would you reply to it in hearings?

Secretary Snvoer. I would be glad to vead that into the hearing,

‘Senntor Dovanas. Answer 17 s quite an answer. It extends over
some pages. . ) o . ,
Secretary Sxyprr. Yes, sir, . o G
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Senntor Dovaras, 1 would like to ask you very briefly, did not the
purchase of Government wecurities by the Fodeval Reservo System
aftor Koren vesult in an inerease in bunk veserves in the Federal Re-
rerve Systom ¢

Secrotury Snvoer, I will bo glad to vead this into the record,

Senetor Dovasas, Mr. Chaivman, 1 suggest that this is not. an up-
proprinte unswer on the part of the Secretnry, o

Neoeretary SNvorr. I want to suggest. to the Senator that § have the
responsibility to manage the debt, and I am going to e very caveful
how L answer ench quastion,

1 want. the best good 10 come out of these meetings, T the person
responsible for final docisions in the management of the debt, except
in those enses in which the issunnce of secuvities i subject to the
!llppmvul of the President, L nust be extremely eareful of everything

Bl Y~

Senator Dovonas, am asking you ahout the past.

Sucretary Snvork, Yes, sivy I wont to give you exactly what hap-
pened in the past, I don’t want to rulf on meniory,

Sonator Dovaras, May Lsay for the record, the answer to question
17 begun on page 60, and it concludes on page 74, I it the intention
of the Seeretary to vend 24 pagen into the record, ench page of which
consists of approximately a thousand words?

Secretary Syyoer, Welly 1 will add this sentence, substitute this for
that, Of course, 17 is part of the record anyway and is available to the
committee, but I would like to say here that at the start of the Korvean
invasion on Juno 25, 1950, the Ifedern] Reserve System was selling
honds, continuing that policy which had been adopted in November
1949, mmaking bands readily available as prices were marked down..
From November 1049, to June 21, 1056, the Federal Reserve holdings.
of honds declined approximately $1,900,000,000,

Senator Dovaras. Holdings of the Fedoral Resorve doclined

Secretary Snyner, Yes, sir.

Senntor Dovaras, From June 19508

Secretary Snynew, I'rom November 1949, to June 21, 1060,

Senator Dovanas, Oh, well Iam sgenking of the period immediately
aftor Korea, nnmely, from July 1, 1050, on.

Secretary Snyper, Ohy

Senator Douaras. Is it not trve that after Korea the holdings of the
Federnl Roserve Systam of Government bonds increased from 182
billions on June 28, 1060, to 22.2 billions on March 7, 1951, or an in-
crense of 4 billions? These figures are found in the veport of the
Federal Reserve Bulletin for May 1951, page 515, and in the same
document, page 527, tho figures on all bank loans wre given,

"Thase loans increased from 52 billions ot June 30, 1960, to 62 billiona
oty Fobruary 28, 1961, and 63 billions on March 28, or sn increase in
that time of 11 billions, That is, during the 8-month period when.
there was an increnso of $4 billion in securities held by the Federal
Reserve Sf'stem, there was an incrense of $11 billion or roughly 21
pereent. in bank lonng,  Duarving the same period we plso had an inerease
of 16.6 percent in wholesale prices,

Now was not the increase in bank lonns one of the reasons which
permitted the incvease in wholesule prices to take placed

Secretary Snyner, It could have been one of the niany reasons.
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Sonator Dovaras. Well, was it niot an importunt reason; in fact,
the important reasont

Becrvetary Snyver, Well, I would not say it was the important
reason,

Senator Dovaras, What othor important reuson could there bet
Hure you huve bank credit increasing by 21 percent, wholesale prices
increasing between 16 and 17 percent, ‘The inferonce scoms to me
obvious, - When you increase the quantity of money in relationship to
goods, the price level rises,

Secrotary Snxyvrr, There was a goneral rushing in to buy by the
consumer,

- Senator Dovoras, Yes; but they could not have made these specu-
lative 'pnrcham had they not been able to get the bank louns, and the
bank Joans would not have been obtained unless bank roserves had
been expanded through the purchase of ndditional recurities by the
Resorve System. It was the purchase by the Reserve System of the
securities which made bank oredit available for speculative purchasing,

Seoretary SNyper, There was a tremendous amount of stored-up
savings in the business world that had no effect——

Senator Dovar.as. These are not by any menns all stored-up sav.
gnga. These are loans, which made up the ndded monetary purchas.
ng power,

poremry Snyorr, Lonns were only a part of the picture, That is
why I say that was not the whole matter.

nator Dovoras, Is it not interesting that you have an increase
in the quantity of bank credit at about the snme ratio as the incrense
in the )i)rioe levelt Incidentally you will ind that the increase in
physical production and in velocity roughly balanced each other at
about 8 or ® percent mpiece. You can therefore throw those out.
It is the increase in the ?uantity of money and credit that primarily
caused the increase in fr cos,

Secretary Snyver. It was, of course, recopnized that efforts must
be made to curtail credit expansion,

Senator Dovoras. But during this entire time the Federal Reserve
System, under encouragement from the Treasury, was purchasing
enormous quantities of Government securities,

Secretary Sxyoer, Well, the total holdings of the Federal Reserve
in Government securities today are not much different from what the
were—they are really lower than at the end of the war finance perioci

Senator Dovaras. I am not speaking about the war, I am takin
this critical post-Korea period, and I'am pointing out that in tha
period the Reserve purchased roughly $4 billion net of Government
securities, building up member bank reserves, These increased mem-

r bank reserves in turn permitted member banks to increase loans,
which they did in the total of $10 billion, that is up to March 1, 1951,
This would be an increase in the quantity of credit of 19 percent with
prioces increasing by about 17 percent during the same period. And
when you increase the quantity of money in relationship to goods, you
P earetary Brpors. Well; of Senstor, it is intevesting

re Nyper. Well, of course, Senator, it is interesting to
note that sinoe the accord—— ’ » ‘

Senator Dovar.as. Well, since the accord, quite right. "
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Secretary Snyoer, But lonna have gone up just the snme since the
accord—crodit has not beon cut off—and prices have leveled oft, ‘That
in the point I way making.

I'he Atatistien which support this statemont are as follows

Fedornl Reserve holdings of Government securities went up $1.0 billlon be-
twoen Februnry 28 and Doecember 26, 1081, and commercinl bunk loany went up
$4.8 billlon, But wholesnie prices went down during this perlod—over 8 porcont
as mensured by the Depunrtment of Labor's ail-commodity wholesale prices index
(900 commodities) and 16 percent for the 28 commodities Inctuded in the De-

ietment of Tabhor's basle commodity index. Wholesnle prices were, In fact,
oglnning to show a tendeney to level off at the time the nccord was reached.

The following tablen gve the figures in detall:

Tamk 1, Fodoral Resorve holdings of Government scouritics emd oommerolal
bank loans
{in billions of dolten}

Foh, 28, 1080 ‘ Dea, 96, 1051 | Ineronse

2.5 LA

'adora) Rosorve holdinga.. .................... Ce e 21.9
5 .3 4.4

]
of all (mnmarelnrbmks ................................ 54,

Tanr 2—Department of Labor indee of all connmnodity wholeaals prices

{1020-100)

Week ended- Month

1060—dan, 2. ... ... 176. 8| OB —Jannary. .. ... .. ...... 180, 1
Jan, O ... 178 Februnry ..o .. ... 183. 6
dan 6. .. L. 178. 7 March _.... o ..., 184, 0
Jan, 28, . 180, 0 M)rll 183. 6
Jan, 30, . .. ... 180, 9 BY e an 9
Foh. O . ... .. 1823 June .7
Fob. 13 ..o 183. 4 July 170,
Feb, 200 oo 183, 3 AUgUBt . ... o 178. 0
Pob, 27 . 183. 0 Meptember. ... .... 177. 6
Mar. 6. 183, 6 Qctober. ..o .. 178, 1
Mar, 18 3, November. .. ........... 178, 3
Mar, 20 .o 183. Decomber. ... oo.o..... 177. 8

(3 - SN 183. 0

Nore~'I'ho weekly Indox oovora a tuch smatler number of commodities (115) than the monthly index
(000)3 1t 18 tised primarily to indlento tho trond of price chunges In the intertm prriods hetween the prbli-
cation of the monuthly Agures.

TasLE 8.—Department of Labor inden for 28 basio commaoditics
[August 1930=100)

Week ended—
1061—dan, 2eomv e

Mar. 27......C

9878085203



28 MONETARY POLICY AND MANAUBMENT OF PUBLIQ DRBYT

Senator Dovutas, Well, now just a minute, They hnd some idle
reserves, that s the answer to that,  They had unusdd reserves upon
which they could expand,

Secretary Snvoer, But the fact thut the Fed. was not buying Gov.
oriment bonds did not stop——-

Senator Dovaras, Bul the 'paet purehases, particularly in the wintor,
W\ve the banks reserves which they did not }mmodintely us but which
they could utilize in the subsequent pertod,

Secretary Sneppn, Well, we wottld huve to analyze to see wihat those
vesorve holdings woro, , .

(The material subsequently submitted ia an follows:) -

Tha table that tollows shiows excess reserves of moliber banks weekly for the
year followlng the outhreak of hostilities In Koven, e flgures Ruetuatod from
week to week, but there wan no significant upwurd trend an a result of the
expansion of the Pedern! Ruserve portfollo durtug the perod,

Member dbank e@cesr rercrveos

Lin mitlions of dotlars)

,!ncm 20088
1950 eaeryes 19561 onerves

520 1,101
111
L1

................ o N

8490 [ June 13-
June 20
June 27

Senator Doveras. We could easily work that out by getting the
figures on excesy reserves by periods, I think that would show that the
banks laid up for themselves reserves which they did not immediately
use but which were available not onl¥ for the expansion in oredit
between July 1950 and April 1951, but after April as well,

The only conclusion I can draw is that the Federal Reserve under
Tm_:z;xry stimulus was a big contributor to inflation during this

seriod,
! Secretary Snyper, Well, there are many other factors besides that.
T};is isIdiscussed in question 17 of the questionnaire—page 69 of
volume I.
Sznator Dovoras, It was the chief contributor.
Secretary Snynes. I doubt it.
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Senator Dovaras, In other words, according to you, the primary
factor, the primaty cause of inflation, is not the rutio between the total
quantity between money and credit on the one hand, and total quantity
of éyom(: on the other, but some othor olement or clements? .

ocretary Snyorn, I snid I doubted that the Federnl Reserve pur-
chase of Government bonds was the important contributor to inflation,
and I do sn*)it.

Senator Dovaras, Mr, Secretory, the purchase of these Govern-
ment bonds increased membor bank reserves by $4 billion. "I'hat would
theoretically ennble them to loan out from $v20 billion to $24 billion
more of ctedit, and you said that was their tendency, being unwilling
to lenve idle lending cnpmzitirl.

"They actually incrensed their loans by $10 billion during the same

eriod, incroasing from B2 to 02 billions, an increase of 19 percent.

‘hey have expanded total loans $6 billion more since then, or have
oxpanded the total quantity of credit by $16 billion, an increase of
ubout 80 percent since ICorea. )

Now how can you avoid the conclusion that it was the purchase of
Government, bonds dnrin% this period which was a primary factor
that led to inflation, or that it was the main cause?

Socrotary Syypen. I don’t consider it the main cause.

Senator Dovuras, What would be the main cause then if this is not.?

Secretary Snyoen. I think the general attitude, the scare buying.

Senator Dovaras, But the scare buying was financed by credit.

Secretary Snyper. But not entirely by credit created this way, not
by u tong shot.

Sonator Dovaras, But partially by this,

Secretary Sxyoen, Well, partially, I am willing to admit partially,
but it was not the important cause.

This matter wan discussed In the answer to question 17 of the questlonnajre
submitted to the Becretary of the Treasury by the subcommittee, as follows

“The primary cause of the inflatlonary sttuatfon, throughout the entire post-
war perlod, was an unprecedented demand for goods by business and consumers
generally. Before Koren, tndividuals bought goods to fulfill the stored-up de-
mands which had resulted from the shortages of World War 11 and industry
replaced and expanded plant and equipinent In order to meet civilian peacetime
needn.  After Koren, individunls and husinesses, remembering the shortages of
World War L, bought goods in anticipation of shortages In the defense poriod ¢
and requivements for materinls and goods were also stepped up sharply in
order to meet the expanded military needs of the period, Some of these purchases
wetre finnneed by an expansion of bank credit—but not all of them, by any means,
Bunk credit, for example, accounted for only about one-tenth of the 1950 financlal
netds of business corporationw,”

. fu“iegator Dovaras. In other words, it was not an important cause of
inflation,

Secretary Snyper. I snid not the important. Please don't let's get
my tw:m'ds mixed up, Senator. I have a hard enough time with them
as it is.

Senator Douveras. I have some trouble, too.

Secretary Snyoer, It wasa partial cause, but when vou had to meas-

‘ure what the other side of the picture would have been. Now how
would you have prevented the banks from going to the Federal to sell
their bonds? Wonld you have risked letting the price of the bonds
go to the bottom

Senator Dovaras, Then you say in order to maintain the price of
the bonds the Federal Reserve should have purchased ?
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. Secretary Sxyorr, No, I am just asking you how would you have
prevented it. :
~ Senator Dovaras. Iam asking you, Mr. Secretary,

Secretary Snyper. You seem to be bringing up the point. I said I
don’t think it caused it, but we have to hiave the other side of it. Could
you have prevented—by any measure that you took—the creation of
o congiderable amount of credit, and might not other steps that might
have been taken by the Federal Resorve and the Treasury been some-
what more disruptive than what was donef

Scnator Dovaras. Well, when the Federal Reserve ceased purchas-
inq.unlimlted quantity of f)onds, I believe you and others said that this
policy would occasion a great fall in the price of the bonds,

Secretary Snyper. No, sir, I don't think you will find I ever made
stich a statement.

Senator Doveras. You were fearful of it, were you not?

- Secretary Snyoer, I don’t think ¥ou will find I ever made that
gtatoment, because prudence would tell me, as Secretary of the Treas-
ury, who was responsible for debt management, not to make such
statements.

Senator DovaLas. 'What is all the shooting about then?

. Secretary Snyper. Well, T don’t know.

Senator Dovaras. Well, T don’t know either at this point.

Secretary SNypEr., You are holding the guns, I am not.

Senator Douvaras. If you didn’t think there was any danger of the
price of bonds falling disastrously, then why should the Federal Re-
serve System be compelled to purchase them ?

. Secretary SNyper. I would be very interested in trying to find
wherever I made such a statement, because prudence would tell me
not to go out scaring ‘Beolple about the United States bond market.

Senntor Douaras. Well, if you did not make such a statement, cer-
tain other highly placed men in the Government did make it.

cretary SN¥ber. Of course, I don’t control the voice of the Gov-
ernment,

Senator Douaras. Well, then you think that it is not necessary for
the Federal Reserve Bonrd to purchase the bonds in order to maintain
the price——— . .

Secretary Snyper. I don’t think I ever made that statement, either,

Senator Douaras. Then what have you: said, or has this been an
exercise? in trying to conceal your meaning from congressional com-
mittees

Secretary Snyper. No, it certainly has not been, but there has been
such free conversation about what I have or haven't said, I think———

Senator Douaras. Do you think it necessary for the Federal Re-
serve Board during this 8-month period following Korea to have pur-
chased large quantities of Government bonds in order to maintain
their price .

‘Secretary Snyoer. The Federal Reserve open market committee
had to meet their responsibilities in assisting the Treasury to main-,
tain the Government’s financial operations. )

Senator Douveras, Answer yes or no. Do you think they should
have purchased these bonds during the period?

Secretary Snypmr. I think the operation was necessary.

Senator Douvaras, You believe that it was necessary?

Secretary SNypen. Yes, sir,
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Senator Dovaeras. Even though it oceagicned this inflation?

Secretnry Snyner. I did not say it ocensioned the inflation. I again
want to be sure that I did not admit that, sir, It may have had a
partial effect on it, yes, sir, but then we had to measure the partial
effect on the other circumstances,

Senator Douvaras. The effect it had on inflation according to you
was not as bad as the beneficial effect of maintaining the price of Gov-
ernment bonds.

Secretary Snyokr. Of not only the Government bonds, but the whole
stability of the financinl system,

Senator Dovaras, Has the United States come to such a pass that
its securitios need artificial support? Again I ask, are not the produc-
tivity of the country, the degree of financinl soundness of the country,
and some adjustment of interest rates sufficient to provide a market
for Government bonds without “pegging” the market through Federal
Reserve purchases?

Secretary SNyprr, I just want to recall what happened after World
WarI, Wehave got to consider that, M

Senantor Doucras. I believe we have heard of that.

Secretary Sxyoen, I think we have heard it, too, I certainly have.

Senator Dovaras, M. Socretm-fy, are the bonds that you issue now .
the snme ns wore issued during the fivst world war?

Sceretary Snynur., No, they have all been liquidated.

Senator Dovaras. Now, Mr., Secretary——a

S’ecretnry S~yper. You asked n question. I am going to have to
reply.

%e}:mtor Douaras. Youreply as the State De{)artment commonly re-
plies. Now, Mr, Secretary, what about the differences in the types
of savings bonds which are issued now—Series E, F, and G as com-
pared tothen? Arethose redeemable

Secretary SNYDER, Yes, they are redeemable,

Senator Dovaras, Can be cashed in at any time?

Secretary SNyYper. Yes, sir, at any time after they have been held a
stated minimum period.

Senator Douaras. At any time?

Secretary SNyper. That is correct. .

Senator Dovaras. And at what price? .

Secretary Snyper. There muy be some notice period.

Senator Dovaras. At what price?

SecretaubSNmm. At a stated price.

Senator Dovoras. At par, isn’t that truef

Secretary SNYpER, At a stated price on the back of the bond,

Senator DouaLas. At par.

Secretary Snyper. Well, that is not exactly correct.

Senator Douaras, Is it not 99 44/100 percent correctf

Secretary SNyper, I would have to look on the back of the bond and
see how old it was and so on,

Senator Dovar.as. As a general rule are they redeemable at par or
are they not redeemable at par$

Secretary SNyper. At maturity they are redesmable at par,

S«;nutnr vaLas, Were tiie bonds in World War I redeemable at
par

Secretary SNyYpEr. At maturity they were.
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Senator Douauas, Were they redeemable by the Government at

per s

Secretary Snyprr. At maturity, yes, .

Senator Douaras. What about the terms of maturity? What about
the difference in time? A

Secretary Snyper, We had not developed the savings-bond plan in
World War I,

Senator Dovoras. Precisely so. In other words, the length of ma-
turity was a long, long time. .

Secretary Snyper, But we are not talking about savings bonds. We
are t,alkingl;c(l))out the whole Government security market.

Senator Dover.as, Well, that is an important element,

Seoretary Snyber., Yes; very important.

Senator Doveras. One arfument which was commonly used as a
justification for sup&)%rtingt he bond market was that you do not want,

nds to fall to 82. There is no prospect that E, F, and G bonds would
fall tg 82, since they have short-time mturities which would come
due qluckiy and would be redeemable at pur at those times,

Secrotary Snyper, I was not referring to the savings bonds.

Sonator Dovaras., What were you referring tof

Secretary Snyper. To the whole Government financing picture
when we were talking about where bond prices might go,

Senator Douaras, at were the other elements in this picture?

Secretary SNyper., The savings bonds don’t enter into this Federal
Reserve matter that we are talking about because the Federal doesn’t
buy savings bonds. Tt is the other securities of the Government.

enator DoouLas. Sulppose the Federal Reserve had not bought the
securities; what would have haﬂpened?

Secretary Snyprr, That is what I brought up,

Senator Dovaras, What would have happened ¢ ,

Secretary Sxyper, I don’t know.

Senator Dovaras, When the Federal Reserve stopped buying un-
;}imited gamount,s of securities in April, did anything catastropic

appen?

gecretary Snyper, Of course, a long march of time had taken place
between the beginning of Korea and whon the—— ,

Senator Dovcras. Did anything catastropic happen when the Re-
serve stopped buying Government bonds?

Secretary SNYpeR. No; it has worked out very well.

Senator Dovaras. You hope it will continue, do you not?

Secretary Sn¥pEr. I hope it continues to work well,

Senator Doveras, You hope that the Federal Reserve System will
not be committed to purchase bonds in unlimited quantities in order
to support the Government bond market $

Secretar{)gmm. I hope that conditions will permit that; yes, sir.

Senator Dovaras, That is a consummation devoul:li'l to be desired.

Now, I am more interested in the future than in the past, but on
?ages.’fs and 78 of your reply §9u make very serious charges against

he Federal Reserve System. You imply that on three occasions the
Federal Reserve System broke faith with you. That is the implication
which I drew from your statement.
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First, on page 72, if you will consult your reply, in speaking of the
summer of 1960, I ;ea(iy y By

The terms of the issue were approved by the Presldent ; and the Chalrman of the
Board of Governors assured the Treasury of the full cooperation of the System
in the refunding operation,

On the first trading day after the announcement of the new issue was made,
the Federal Reserve permlitted the market to go off sharply, notwithstanding the
fact that the fssue had been proposed by the Federal Reserve and the Chairman
of the t%fom'd of Governors had assured the Treasury of the System's full
cooperation,

"That is equivalent, I think, to a charge of—— '
Secretary SNyper, I will just ask the staff to read into the record, if I
mzi{, thereport. Iamnot thg to change any figures,
h

epresentative PATMAN., We will identify the person who is doing
the reading, Mr. Secretary.

Secretary SNYpER, Assistant Secretary Overby.

Mr. Oversy. Mr, Chairman, may we introduce into the record this
statement : Hourlg' quotations on United States Government securities
and World Bank bonds—we are not talking about World Bank bonds
here—for November 24, 1950,

Senator DouaLas. Just a minute; are we speaking of the same thing?
. Mr. Oversy. That was the first trading day after the announce-
ment. Do you wish me to read this, Mr. Chairman$

Senator Dovaras, Yes; I would appreciate it.

Representative Parman. Go right ahead,

Mr. Oversy. There are quite a few issues, sir,
fs:cretary S~yper. Show it to the Senator so he can see the nature
of it.

Representative ParMan. Suppose you let Senator Douglas see it,
(The document above referred to is as follows:)
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100.29 0k 28 D
& 1)% 100.12 4-(3-364){ 10012 4(+365) e (+364)} 310012 ;g;l:g
10108 16L07 (S 2)] “+n 1 (331] (+1){3101.06 10106
100.15 2 100. 1§ .
10L.95 . 10164 (-1 (-1 (=1} 10008 B
100.20 100.19 +(—34)| 100.19 -~1) (-1} 100.18 4-(—360)| 100.18 %—2) 10018 4-(—38e3} 10018 +(—364)
100. 31 100.30 (-1 —1; (-D} 10.29 (—2 —2) —21 10620 -~
100.25 100,24 ~ —D! 100.23 4(—3¢4 {—36)} 100.24 ~Dl 10024 -~
10205 12,04 - - -1 102.03 —2 (- —2% Mm@ —2)
. 103.25 10324 —1) o ] -3 —1) —~1) ~Di 1028 -2)
- 107.2 | 107.01 ~1)} 107.00 —2) ~2) —2) —2) -2} 10898 —6)
103.25 103.22 -3){ 1320 —5)| 163.19 ~8) —6) 2-6) ma ~4} 1322 —4)
12.26 2 —4)| 10220 ~6)] 10219 —7) ~7) ~731 10221 -5 102.2 —4)
108.17 10816 —1) —1) ~1){ 108.14 -3)| 10812 (=5} —5){ 108.12 —~3)
0.15 | 11014 ~1) ~1) -1 1no.12 —3)}| 16.10 (—35) -g 110.18
100.23 100.21 —2) -2)} 100.18 —5) ) —5) 10817 —6}{ 100.18 {— 10018
- 100.22 100.20 —2) —2}| 10018 —4)} 100.17 ~5)] 100.16 —6)} 180.17 ~5)] 10017 —5)
13.01 113.00 -1) . - -1} H2.30 -5 1227 ~6) —6)] 11227 —8)
.27 —1) -] 102.23 —4) —4)| 102.21 (-6 1228 ~4)] 10224 -2)
102.0¢ 102.03 —~1) —1){ 102.00 ~4; ~4)i 10131 (-5} 102.00 —4! 10201 —
101.20 101.19 —1){ 10118 —2)| 10L18 —4) —4)! 10115 (~ 10116 -4} 10117 —3)
0.4 | 10013 —1) —D| 1011 —3)} 101.10 —4) (—4)] WLl —3)} 10112 —3)
101.10 10109 —~13} 10L.08 —2) 101.08 —4) —4)!{ 10L05 (—5i 10106 —4)| 10L67 —3)
10109 10008 -1} 10L07 —2)} 10L65 —4) ~4)! 191.04 (—5) ~5){ 10163 —4)
100.26 100.25 ~1)] 100.24 <2 (-2 —2)] 100.24 —2)
1 104.05 104.00 (=5} 103.29 (—8)} 1826 (—1Df 182 (15 (-153)f 18.25 (~i2)} 1225 (-1
2149, December 1967-723 R __ 100.26 100.25 (—D} 100.24 -2 -2 - ~] 10026 - (-2)
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1373 LT R L10%| 100.63 100.02 100.02 100.01 100.01 100.01 10001
Treasury notes:
(-] 004 (-3 9.6 (—4) (-9 (-4} w04 (- 9205 (-2
(-1} 99.10 -5 (=5) (-5 %.n (—8)] 99.12 (-3); %12 (=3
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Senator Douvaras. You are trying to establish the fact that the
market fell sharply, I take it.

Mr, Ovensy. The market declined on that day, sir.

Senator Dovaras. Which would you take as the best security—214'1
" Mr. Ovenny. It was a 5-year offering, if I remember the circum-

ances.

Senator DouaLas, Would the 214 be all right?

Mr. Oversy, Yes, sir;the21%’s oﬁ 1956-58 give an indication of what
happened in the market genorally. They were 103.25 at the close of
the preceding trading day.

Senator Douaras., Suppose I take the 214, 103.22 at 10 o’clock; at
10: 30, 108.20; 11 o’clock, 108.19; 103.21 at the end of the day, That
was a fall of four thirty-seconds, one-eighth of a point during the day.
Would you say that was catastrophic?

Secretary SNyprr, I don’t think I said it was catastrophic.

Senntor Dovaeras, In other words, that the Federnl Reserve should
not have permitted the market to full by one-eighth of a pointt

r. Overny, On a short-tenn issue, that is of some consequence,

Senator Dovaras. What you are sayin% in effect, therefore, since the
Federal Reserve System acted improperly in allowing a fall of one-
eighth, they should not have allowed a fall at all, I think four-thirty-
seconds is rather small. .

Now did you have an agreement with the Chairman of the Federal
Regerve Board that the Federal would purchase an unlimited quantity
of bonds at the interest, rates that you were issuing sufficient to main-
tain the price at the initial figure, 103,251

Mr. TrokToN, 103.25.

Senator Douveras. Did the Chairman of the Federal Roserve Board
pledge himself to purchase such a quantity as to maintain prices at
the interest rates char,

Secretary SN¥YpeR. 1 stand on the statement in 17 that we were
assured of cooperation. ’

Senator Dovcras. Well, “cooperation” is a very vague word, That
is one of the troubles here, You use the term “cooperation,” but you
may mean dictation, )

gecretary Snyoer. I don’t consider it dictation. There has never
been any evidence of the Treasury since— )

Senator Dovaras. Did you understand the Chairman of the Federal
Reserve Board to Eledge that he would see that the Open Market Com-
mittee bought such a number of bonds as would maintain fixed prices
at the interest rates at which you were issuing these?

Secretary SNYDeR, Senator, you a%feed with me that it would be »
very fine thing if we could continue the accord, and that is what I am
going to dtry to do. I will stand on this answer, and I am not going
to expand.

Serlljator Dougras. You wrote the statement,

Secretary Snyper. And I am going to stand on it.

. :St(lalnabor ouaras. What you say 1s that the Federal Reserve broke
aith.

Secretary Snxyper. I won't expand on that question, sir, I think
it is answered. °
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Senator Dovaras. Now on page 78 you refer to n conference betweon
the Chairman, Board of Governors, the President and yourself in
January 1951, You say:

At this meeting the three of us—the President, the Chairman, and !»—agrccd
that market stability was desirable, and the Chalrman again assured the Presi-
dont that he nced not be concerned about the 2)4-percont long-term rates on
Governinent securities.

Did the Chnirman of the Federal Reserve Board on that occasion
make a pledge that the Federal Reserve Board would buy an un-
limited quantity of Government securities so that the interest rate
need not rise ahove 2% percent and so that the price of Government se-
curities would be maintained?

Secretary Snyoer, I will stand on the statement made in the answer
to the question there. .

! eS;nutor Doveras, What is that, that the Chairman made such a

ge
r S}:acretnry S~yner. Tho words are there, sir. I will stand on what
is there. ’ )

Sen’;;tor Doueras. “Need not be concerned.” What do those words
mean

Socretary Sxyper, Well, what they mean is just what I have said
right here, that “the Chairman again assured the President that he
need not be concerned about the 2%-percent long-term rate on Gov-
ernment securities.”

Senator Dovaras, Did you understand that to mean that he agreed
that the Federal Reserve System would purchase an unlimited quan-
titg of bonds so as to maintain the price?

ecretary Snypen, I understood it to be just what it said herey and
I stand on that statement.

Senator Doucras, Talleyrand said that words were used to conceal
thought. I have always thought that words should be used to ex-
gress thought, and it is the lack of this quality which I find unsatis-

actory in your testimony throughout. = ) ,

Secretary Snvyper. I have the responsibility of trying to continue to
manu%e the debt, and I am going to try to do that, sir, We are get-
ting along fine with the Federal Reserve Board, and I want that to
continue.

Senator Douaras, Are you getting along fine with an organization
which already you have accused twice of practicing bad faitht

Secretary SNyper. You are putt'i::f; the interpretation in there.

Senator Dovaras. Let me go ahead and read this:

It was against this background that I made a speech on January 18, 1951,
before the New York Board of Trade, apnouacing this policy. The market
strengthened following this speech. Then some officials of the Federal Reserve
System begun to differ publicly with the policy. This created further uncertain.
ties in the Government security market. At about this time, also—on Janu-

ary 20-—the Open Market Committee farther reduced its buying price for Victory
loan 214's—which was the most significant of the long-term Treasury (ssues—-

and so forth.
Representative BoLriNg, Would you yield there$
- Senator Dovcras, Yes, sir.
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Rmmm\tnhivo Bouranw, My, Booretary, whor wap the sccord
ren

orotary Snvien, March 4, 1ob1,
op mw\uvn Bonyane, 1 tl\‘nr that the aeeord vocetved n groad
*u bi) m’a loity we the basis of its bolitg an olimipation of feiction,
t won m* im for that your desive would now ba to main.
tain the good relations that had hoon obtained by ‘ Ve agentl 1
RBeoretary Swyven, It uemlnlg lz; my desive and my intent.
- Reproseutative Borrast, And the purposs of tho anawor to thess
quostions \wie to rolate i\u history ne zuu saw it
rotary Brvowe, That h{ ourTed
eprezontative Hovrasa, Thank you,

S\:o tary Swrven, The history ns the facts wore avcording to our
eoids,

Sonator Dovaras, T would lik to point out that T mm moeely nek-
ing questions on atatements that the Seevetury has made (o the com-
mittos which, by tnptication, churge bad faith on the part of the Pad-
oral Rosevia Systom, .

Secretary Snvoxi. T atated the favts.  You are putting in the
fmplication,

Senator Dorravas, Bad falth, at any vate, provious to tha aecond,

Secretary Snvvmen, 1 statwd the facts,  You are putding in the Ing-
plication, sir,

Senator Dovaras, I want to know whether thore was o definite
Pledge by the Chinivminn of the Fedoral Reserve Bowrd in both of
these cases to buy unlimited qunntities of Government bonds in order
tomaintain prives at the interest rates which you decidod upon,  'I'hat
fs the jssue,

T there was such a |‘slodm\, and if it was not. Inter honored, thon the
Chatvman may have bean acting in bad fuith, but there was not
ench acoord, then 1 don’t think these statemonts should bomade,

Of courss there is also always n question s to the dogtes to which
the Chaitman can commit the Boand itsolf,  You vasued this issue, M,
Secretary, and wo ave simply treying to find out the facts,

Secretary Sxyorr. 1 simply velnted the fnets as requested by the
questionnamre, and there thay ave. X um hot gulng to expand on thoetn,
with the permission of the chairman,

Senator Dovaran, Iask for s raling by the Chair,

presentative Parmax, What is your question that you stated is
not answered properly, Senator Douglast

Senator Dovoras, I asked whather the Sneret:&v assorted that the
Chairman of the Foderal Reserve Board hnd promised to purchase an
unlimited quantity of bonds in the open market in orvder to mrintain
prices at the interest rates fixed by the Treasury on those securities,

Representative Parmax. Obviously the session will last into the
afternoon. I would like for you to pass that over for the present and
continue your inte! tion,

Senator Dovatas. third question involves the point that is in
the thind paragraph on page 73: '

Abowt this tme a series of conferences was held bétween the Treasury, the
Cwairman of the Board of Governors, the chairtmen of the two banking commite
tees in Congress, and the chairman of the Joint Committee on the nomie
Do 0 chance h the CXIMIOE situation 1 the Goveroht sacucity MAkar ong o

secur market, &
congressional hearings held on differences between the Treasury and tt‘lae Fend?

]
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ornl Honorve, fur & whort porlod whillo T waw in the hospital requpeenting trom
atg oye operition

Hu rtly nftor llwm mastings, huwevpr o mmn{w in the Wederal Rownrvo atdl-
tdo ‘m 0 40 b @gpront 1 atid the Ghetrmng of the Boged Infortnad the Froasaey
thnt, nd of Botunry 19, the Pedornl Ronerse win o langer withihg to malinein
they exbnting wituntion 10 g Govermmnont socurity marsit,

Now thnt. s an buglicntion thet the Redernt Reseve went bnek upon
the promise, wati biele ot a genoenl ngrasment, tint thers would be
no chitrge b Lo governmentat hond mnrket,

Mooratury Savoer, | huve tuswared it in 17,

Nonntor Dovoras, Did the Chaleimrn of the Fudera) Reserve Board
In the confureneen which wera hold agron that the Roserve Boasd
wotthd puvehasn nn unlinited qouantity of Gavernment honds in order
to muinbudn grices ot the intorest rntes chneged by the ‘Trensury 4

Heerotnry Bnvhmn, 1 stand on (o nnswer that e

Nonator Dotaran, That is i vefosnl (o nnswor,

Mocrotary Snvomn 1 have shawared it i the question,

Monutor Dovdtan, Nog yon haven’t,

Hm;wi ury Mnvow, §oam going to stand on the aniswer that s in the
qtestion,

! Runntor Dovaran, 1 intarprat that, as n rafusal to enswer, as 1 inter-
prot the teply to thes other qiestions,

Now, Mr. Beepetney, iy 1 usk you ahout, this advisory eouncil
which ybu moﬁu«ul‘. You woull hitye that ndvisory eredit conneil
composod of the Secretney of the 'rensury, the Chairman of the
Fodora] Reserve Boged, Divector of the Badget, the Chalrman of the
Couniell of Teononbe Aclvlf«ws, and the Chairman of the Secnrities
and Kschange Commisgion,

Aside from the Chuiemnnn of the Federal Reserve Board, how many
of thers wonld be Prasidentinl appointees?

Bueretury Snypen, All of them.

~Sanutor Dovatas, AN of them would be Presidential sppointoess,
OFf conrm, the Cheirman of the Federal Reserve might himself be a
Provident a) appointes,

"Heeretary Sxvors, T included him, T said all of them were,

Henntor Dovoras. But the majority of the members of the Board
of the Federn) Ressrve System probahly wonld tend not to be Presi-
dentin) appointees, or might not be?

Soeoretery SNyoer, Well, all the membern of the Board are Presi-
dentinl appointees. .. It may not ba the incumbent,

Senntor Doverag: Not the incnmbent President?

Socretary Snxyoer. Maybe not by the incumbent, President,

Benator Douaras, That is the point.

Secretary Snyors. That is right.

Senator Doveras, Now sup thid advisory council decided that
the Faders) Reserve Board should purchase an unlimited gnantity
of Government securities in order to maintain prices at the interest
rates charged, and the Chairman of the Federal Reserve Bosrd did
not ugree with this, To what degree would the opinion of the advisory
cﬁupcll,’bo controlling? I believe yon used the term “authoritstive
advice,” :

Secrotary Sxyopen. Of course there is no one outside of the P
Reserve Board that can force them to take any sction. The Feders
Reserve Board was set up by Congress and they make their finsl
determination. :
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- Now it seoms to me it would bo extremely valuable for everybody
to sit around the tuble and tulk about the problems that each one repre-
sents, the responsibility that each one represents, so that there would
be & full understanding of the problems that are faced by each, and
tl;ut ﬂ;le decisions then winld be made in tho face of the responsibilities
of each,

Senator Douaras, It might be an oﬂ)ortunity to twist the arm of
the IFederal Reserve System, too, night it not?

Secretary Snvver. Certninly the Tronsury gets its arm twisted
enough, and I would be glad to pass it around a little. ‘

Senator Douvaras, I do not want to have it understood that I am
necessarily opposing such a monetary council. But it has great danger
in the form now suggested.

Se%r}?;aw Snypei, I think honestly, Senator, it would be a very

ng.

Senator Dovaras. But I do want to point out some of the issues
involved, and I am curious by what is meant by your phrase, “This
would have advisory authority.”

Secretary Snyper, That is right.

Senator Dovaras, I can understand its offering advice, but I do not

nite understand the meaning of the phrase “advisory authority.”
%Vhat do you mean by advisory authority

Socretary Snypen. Well, that term is used, “advisory authority”
because that is the scope in which it would be used. Just offor advice
about the various segments of the economy.

Senator Doveras. Well, then, why not sirike the word “authority”
from your statement and simply say “offer advice”{

Secretary SNyper, That is all right.

Senator Dovaras. That is, you do not wish to have this body have

any iron-clad authority. .

retary Sxyprr. It was not intended that it should have. Its
only function would be advisory; each agency would still have au-
thority over itsown o%emtlon. . L.

Senator Douaras. Suppose there is a clear conflict with the rest of
the Presidential appointees wanting the Federal Reserve System to
buy an unlimited quantity of bonds at fixed prices and given interest
rates; and suppose that the Chairman of the Federal rve Board
demurred ; should he be a good fellow and cooperate and go along
even though in his judgment that will mean inflation, or should he be
lacking in cooperation in order to preserve the solvency of the coun-
tryt &mpemtion isa mystic phrase.

Secretary Sxyper. Well, I am sure that the Federal Reserve Board
would react the same as all the other agencies.

Senator Douvaras. You mean that the Board would cooperate and
agree to do what the rest wanted them to do?

Socretary Snyoer. I did not say that, sir. I said they would have
to operate within the scope of their own responsibility, but the deci-
sions that thoy might make certainly might give some weiﬂ\t to the
gmblems that are discussed around the table, Certainly that would

t within the scope of the limits of their decisions,

You could make a decision one way or another many times, but if
you have certain facts, it may lead you to a sounder decision than if
you made it without all of those facts.
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Senator Dovaras. Is this an attempt to create at this juncture a
climate of opinion which will make it psychologically impossible for
the Chairman of the Ressrve System to purchase unlimited quan-
titieg—e

Secretary Sxyper. You are putting that thought in my mind, I
did not have it in there nt the time 1 made this suggestion. I doubt
if 1 would use it if it did occur to me,

Representative Parman, Senator Douglus, T have bdon determined
to restrain myself und not interrapt at all, bt I would like to suggest
that you consider that this is comparable to the uadvisory grou ,) ot up
by the private commercial banks, is it not, Secretary Snyder!

Secretary Snyper. Well, there are udvisory groups all over the

lnco in addition to the Federal Advisory Council. The Commerce

epurtment has an advisor, gr(m?, the State Department has an ad-
visory group, the Trensury has hulf a dozen advisory groups—or more,
There is the National Advisory Council on International Monetary
and Financial Problems, .

There are many uroul)s of this nature, and they are extremely help-
ful in sitting down and talking over the various problems. It gives
an opportunity in an informal fashion to discuss things rather than
have them brought up bilaterally or otherwise,

Senator Douarasg. That finishes my questions, Mr. Chairman, I
want to thank you for the courtesy of permitting me to ask them, and
to compliment you upon the fuirness with which you have conducted
the hearing,

Representative Parman, The ?uestion you have hrought up, if it is
all right with you, the Chair will wait until this afternoon to make a
ruling upon. :

Senator Dovaras, Certainly,

Representative Parman. Mr. Bolling? |

Representative Borrine, Mr, Secretary, I would like to have you
keep in mind that I was not a member of the former committee con-
stdering similar subjects. Are there any substantial differences be-
tween (Government bonds and other bonds?

Secsetary Sxyprr. In what fashion? Of course, one of them has
the full credit of the Government behind it and other bonds are limited
to the resources of the organization, the instrument issuing them.

Representative Borring, There is at least that one difference.

Secretary Snyper., Well, that is a very big difference, of course.

Representative BorLiNg. What, in your judgment, would be the
effect on the economy if there should be a substantial falling off of
Govermnent bonds?

Secretary SNnyper, That is a question I wonld like to answer in
executive session, because I am the one afid only person that is respon-
sible for the final decisions on debt management, except that the Presi-
dent must approve all offerings of issues having maturities over 1
year. To discuss things of that sort in an open session~I cannot
measure what the effect might be.

" Representative Borr.tva, Mr, Chairman, there may be a number of
questions I will want to ask if not in executive session, then for the
commiftee to address a letter on further expansion of certain pointa.

- Secretary Snypem. I think, Mr. Chairman, you must bear in mind
that I do have that responsibility.
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Repreventative Parman, I assume the Secretary will be glad to

answer. any quostions written and gent to him by correspondence,
.. Secretary Snxoai. I donot want to withhold any information from
the committee, but I do have to restrain myself in nnswm'inf questions
that in my jmigment might have some effect on the general operation
otbdebt managemnent, because 14 must be remembered I cannot pos.
'Bli ly detach myself as an individual from being Secrotary of the
ressury.

I cannot glve Personal opinions that would not be translated into
the! 10 Seoretaty of the Treasury, as much as I might try

o do so.

Represontative Boruina, Mr, Chairman, I am very anxious to avoid
putting the Secretary in that position, and the other method will be

rfectly satisfactory to me, I would like to pursue this problem that

nator Douglas raised. It may fall in the snine category as my first
question, of the future,

I am entel‘mt; into this henring with a completely open mind, and
I am intevested in the future, not parvticularly in the past. 1 would
like to make some assumptions so that this will be theorotical,

Let us nssume that the Congress enncts legislation which will pro-
vide for a substantial deficit, I assums nlso there is only one way in
which the Treasury can raise the money to take care of that deficit.
It will have to borrow it from some source.

Socretary SNxyoen, That is correct.

Reprosontative Borruing. Granted the deficit, and the necessity of
raising the money, what are the alternatives confronting the Treasury
a8 to the question that Senator Douglas has raised §

Do you have any alternatives aside from those mentioned in the re-
Flies to your questionnaire in which you can borrow money without
aving inflationary impuet? Is there any alternative oxcept those of
support through Federal Reserve activity to the bond market
dropping oft{ ) )

Secretary Snyper, Do you mean outside of congressional action ?

Representative Boruing, Yes, sir. )

Secretarv SNyper. Well, I think we have to carefully judge each
one of the instances on the basis of the facts when it comes to & re-
funding operation, or when it comes to an offoring of new money
financing. I think we have got to mensure it against the whole
economy at the time that that operation is undertaken, because it
changes from month to month. The last 6 months have seen a con-
giderable change in the general situstion in the economy.

Representative BoeaNe, What I am trying to get at is what are
some of those factors you have to take into consideration aside from
those that have already been discussed. . )

Secretary SNyprr. We have to take into. consideration the supply
of funds at the time—whether the normal investment groups iiave sur-
plus cash on hand that is seeking investments, =

We have to consider the approach to attractmlg as much nonbank
investment as we can. We have got to measure all of those. ‘We have
got to consider trying to attract savings.

We have got to give all of thosenc%;sidemtions very careful study

ing ont of the bank area as we can.
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Representative Boraane, Then suppose yon in your consideration
in thin theoretical case discover that in your judgment a very substan-
tinl Rmount of the borrowing is going to huve to be borrowing through
the banky, commercinl banks and otherwise, what nlternatives then
doyou face? What alternatives do you have?

ou have the two that T see, obviously, of letting the bond market
tuke it course in o free matket, and you have the other one of sup-
pim't l? hrough Federnl Reserve nctivities, Are there any other alterna-~
tiven

Seeretary Snyven, None.

Ropresentative Borting, In other words, just the free market on
the one hand, and a freo market influenced by the Kederal Reserve
activities on the other hund, Those ave the only two.

Secretary SNyprr, You mean assisted by the Federal Reserve, you
menn in their orderly market operations?

Representative BoruiNg, Yes, That is all 1 wanted on that partic-
ulnr subject. . .

Mr. Secretary, you say in your answer to question 84 on page 118,
ubout a third of the way down the page:

mll_{,uldlngs of serlos B suvings bonds amounted to 84% bidion on December 81,
g

and I think somewhere else it is indicated that that is about the
highest level of series K holdings.
have bofore me a brendown of the cash sales and redemptions in

those bonds through that period and through 1951, There are obvi-
ously, I think, each month more ro.demﬁtionn than there are sales,
assumo that the fact that this is the highest point, December 31, 1951,
i? based on the very substantial amount of interest that accrued through
that year.

chretm-y Snyorr, Well, actually the amount of cash investment in
snvings honds is as high today as it was at the end of the war period
after ull of the stimulation of the war selling of savings bonds, The
actual total of ensh invested in the bonds today, in the ¥ bonds, is over
$1 billion more thun it was at the end of the war. That is without
the interest consideration, so the actual totals have been maintained
and incrensed by over $1 billion since the end of the war.

Analysis of series E savings donds outstanding to show amount of cash
investment and acorued disoouns

(1n miltions of dollars]
Cash invest. | Aocrued | Amount ot

Year Month ment discount v
s |2 pwl @l e
147 28,570 1,427 20, %7
148 |:223do” %, 3t9 1,970 37188
149 31,18 2,614 3,766
i | Bm fml e
1982 | "February 30,683 4173 M6
Nors.~Masy not add to total ding due to di

Representative BoLLina, Mr, Secretary, I am curious as to your
opinion—and this again may fall into the other area—1I am getting the

97808524
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Km%mnhm from the origin of A bonds in 1088 and theie mudifloation
to K bonds of u later date, that the dwsive wans to make 15 bonds suf-
flolently atteactive to manll undnforined h{:mwm w that 1t would be
oRny peoyl;l; to huve conlidence and buy them, ‘That that was
donie boesime it wan awonnod that this cluss of borrowing was actually
deflutionnry tather than intlstionary,

Neorotary Sxyown, In 1041 when we weres entoving upon defense
finanoing prior to World Wae 11, the 1 bowd war denigned to finlp
drain off the surplus mmlnr powet of the public an we bogan to drw
more of the waterinle wid Tabor one of prodaction for pessetinie do-
mentie conmumption aid gt it into defetme and war rroduotlon. ) (3
had & dual purpose during the war of hulping to tinaieo the wap
dattoit, mvd alwo ne @ vory matorlal assistance in vontrolling influ.
tionary tronds,

Ropresontative Bonsina, - This in one method of flnnnoing o dofloit
that innctunlly soinewhat dofiationnry,

Seovetary Snvore, That in whatt

Representative Borxana. Somuwlnt doflationery,

Sooretary Snvorw, An anti-inflationaey method, cortutnly,

Roprosonitative Botaanu, Mr, Socrotary, 1 am curious for your
opinion, I you care to give =it not in open session, thon ofhor-
w to the relutive position of an 1 bond today us oompnml
with an K bond at the date of ita h\m?t.ims in rolation to interost, and
won, 1 gachor thut it was intended to hrv« o fuvorablo position, I
wonder whether it vow dovs have a favorable position,

Secrotary Snyown, Youmean compotitive positiont

Reprosentative Botrane, Yo

Secretary Snyonn, Well, X think that there wore many things that
ontored into the original design of the F bond.  We have always got
to consider carefully the: competitive position of the K bond; we
can't get it too competitive backuse wo have got to have the support
o; %\l nvestiaent groups in supporting the distribution and the sale
Of it
That i3 correct, but we have cortalnly got to consider carofully at all
time the atttavtivoness of the bond to the purchaser in every fashion—
in its liqniditg and its ease of purchase, its oase of limdat on and the
goneral confidence of the people in the instrument itself,

Repressntative Boruina, I haven't added up these monthly figures
that K have, but they indicato a very substantial redemption over pur.
chase for the yoar 1081,

Smmtarmﬂm Woll, by January and February of this year that
trend had changed yuite a bit in the E bonds,

Representative aNag. I don't have the figures for E alone for
January and February, .

Sec Snyome, In the F's and G's it did not hold true, but in
the K bonds, sales were up in January and February combined by
6 percent over the same 2 months of 1051, and redemptions were down
:oi 9 percent over the same @ months, so there was a change in the trend
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'tthy followlng table shiows sulen sud redetuptions of serles 1 bosds In Jununry
a0d February of 1061 and Jenuary aud Februney of 1002

Nortox I bonds
th6r mibhon of dotine)

1080 (107
) Atnonist | Perount
|
kgn'“nzb'.‘:?f.‘iiJZ?Z??I.‘:;Z?;;I.T::‘,Z.?;.ZZI:;;L:Z:ZL:;Z W) B )
UUROTUTORUPRUORIO ST Wi | 48| 46.0
ml & R
L171] w - ~5.0

Roprosontative Bortina. Do you foeel that the change in the trend Is
signitionnt snough to indicate that an they are now in perfoctly satisfac-
tory or that the tather snrprising not redemption in 1951 muy require
action furthor tian has bovn taken alrendy ¥

Soarotary Snyorr, ‘That gets into the aren that T would be glad to
dinoums in exocutive semsion, as to what we might or might not do with
tho svings bond, Tt js not o master that we can discuns at this time
bocauso that might indieate an action that would huve sume effect on
out markots,

) l‘{:;pmmmt,nuvo Boraina, 1 would want to follow that up in another
nshion,

Ropresontative Parsax. Mr, Wolcott

Ropresentative Wotrcorr, Should we continue this afternoon{

Representative Parsman, Wonld 2:30 bo satiuiactory, Mr, Secte-

tar
;&)mtary Snypex, Any tinie you say, Mr, Chairman,
‘Jmmntntive Parsan. ‘The committes will recess until 2: 30,
hereupon, at 121 16 p. ., the subcommittes recessed to reconvens
at 2: 80 p. m, of the snme dny.)

ATTFRNOON SESSI0N

Ropresontativo Parman. ‘The committeo will come to order.
Mr, Wolcott, of Michigan, would you like to ask any questions?

STATEMENT OF HON, JOHN W. SWYDER-—Resumed

Representative WoLcorr, Very simple ones.

Mr. Secretary, I think we all reoo%mu deficit financing as & funda-
mental cause of inflation. Why is it

Secretary Snyver, I beg your pardon?
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Hoprosntative an\nym Why dous el himneing saose inflation ¢

Boortuey Snvimn, Wally the Taet fn chat it puie aededionnt gt
e St the ooty thitt s not compensatal by uh‘nwimr off n niine
win i pavenen il therefore, we hnve nn andbsidunved bndget, wml
th\\m in Mure \mmwi it the ovononty O s withdien from it

Ropremntntive Worcaa, bt it abso die to the Fuet that the debi.
MRy B monetiand f

Rovretaty SN v | g your pridon ¢

Repromntad ive Woreoer, bt alse doe to the faet Hiad this dobt nmy
b ol 4 v

Mooretavy NNy, Thoe s nl divtigor of monst i fon of thes debit,
i deftelt Bunncimg whan you hive to eesort o bl isielg of e

s ey THONRY ol

Ropenseitative Wopcorr, by the tivties the Congess and (he il
mininteation collnbovatod fonn eFusee oo Bring abont inthation, ol 1
think we wore vonconudly sievasefid i erontbge fotlaton, We ford
St vbmbile to vontinte infation thromghunt e wae ne nn onsy mene
of finaneing thy waw,

Now, you will vovndh thant in the thirtios, sonwwhiore, we elingl (b
twory of the Fadernd Rerorve vt in sepect (o Ui loxibility of eur-
ey when wa Hwd the volume of earvencey (o delts T asml (o b it
the Federal Rexorve wonld viante cuereney wa it swias nooded by b -
wows, Wit the needs ot busines were vetotad argely by the eom-
m\\;\iinl paper whivh was in the ks, Tenot thit sbatantinty cor-
Wy

Roorotary Snvmae 1 think that fs corrents yos, le,

Reprosentative Worcorr, Then, as n means of pumplog some o
Money i vne eeotiomie 1o Tine, we told (e Banke that they vonld put
) v\-‘\lm\\w of Goveriment. delt wg well g commetil prguory thoreby
divoreing the aive or (e mmount of the curveney from Dusiness needs,

Wit T am londing wp to i that we Tnve peeopted as w mnbter of
potivy that we mnst keop our debt nnd the vialie of our money wedded,

In your discustions with the Fodwel Roseve o with ntiyone olee,
s any thought been given to the |mnmuy of ramoving the infl.
oo Which defied! finaneing las on the valie of one money by steedlis.
Ing e part of oue gold holdings or owr bank-held Government. debt
bayond which the delit in gold eannot be monetived ¢

Seovetavy SNYorr, T wondd like 1o propare a reply to that one, Mr,
Qongrrossman, please,

Representative Worcore, Just by way of foundution for the reply,
it is not as simple as this, but. we have abont 28 bitlion of cuviney
now outstanding,

Secretary Snvoen, That is corvect,

. Representative Worcorn, Theoretically if we wanted to put. a eoil-
n\\i‘gm‘ the amount of curvency which conld ba fssued at, we will sny,
S0 Hillion, with 28 percent of gold and 5 \wn\mnt of dubt—you do not
have to answer it now, but this is just a baekgronnd for yonr stato-
went —<conkd we provide that not more than a quarter of that or 7.8 bil-

“lion in gold, and more than three quarters of it, or 2214 billion of
debt-—-4hat would put.a ceiling of 30 billion theoretically on the nmount
which could be issued? Tt seems to mo that this committee should
be giring some thought to removing the influehce which deficit financ-
ing, and the debt, have upon the value of our curvency.

.
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"I'hinty, thors ave other things which wa did in the thirties to cnmme in-
I}nthm. Wao rnduesl the gold rasorve belind Fedearn) Hesarve notes
ruth 40 Lo 8b percent; we veduosd the ressrve of de’mil, Hability from
WM prrend. 4o B pareand y yet. when the House in the mrm ith Cem-
giomg voptorad thowe teservey 1o Lthelr venpretive 86 and 40 pereont,
Koneliod y Inlhwnfud (i Monnte ngudnst tuking any wetion on it
Hun the admitistention’s opilon changed aty it that vespect st
then, do you know 1
Murtutnry Hxenen, Muy 1ty Qimt quostion and {w«pnrn nreply
Hoprosontative Wasarer, | sbontd Bhe (o S told thnt. T was 1ied,
slating the trathy bk theee ure tiose in the Congress whe have beon
at kil wn to sy it wis the stadiod policy of the adiministedjoti—
o prente b ion, uted thint 36 3a now the steiediod gulicy of the admin.
etention (o maindnin nflatdon, Oftirwiue it woutd recommend an
whoud-fuew Dy Che thitges whivh we otes did to evente infintion, smeong

which wee the twe et T higve wentioned, nnd three or fone e

things whilel we i b the Ohietien wnd bueve contined sinee thet to
arente md mdntain oheng money, Would it it b well for fhic e
mitten to ghves some cotstdertiog (o n yevarsal of those prossses by
whieh we deprecinted the vadue of the dollne?

Mwvetnry Bevoen, 1 will inelade it in y comnents on the first
two wltmumm, My, Cotgronssunn,

(e npintornd gsfarred tor inas follown )

'her rentiotn Regirerentntivee Woltott ankedd refated pritaasily $o Vederat He.
worve funediong,  Chateomn Murthn of the Bontd of Gavernorm wis pasken sab.
sty 00 miinsc gttt losin whon Dt nispuin i us s wit oo budore the stitutny.
Wbt il ngrved G pregriee uh assever to situndt to 1 sibeantniitee,  Bnok
0 Wl Ik Booss greginsed) sonl 1 conenr o ). 1 atisuld WKe, therefare, to have
I ‘l(!m'm'lml b DN gt Lo st to thie questions which leprexontal]ve Wolcott
ankod e,

he Wadernl Woerve Act sn atoenided i 1985 sotitren that et ¥odiersl Ke-
weeve ke bt resieven T goled coetiflonton eqnnt to 20 puerean againg its ¥ed.
oIl Beworve tioton 10 oleentation ot ugndnut Sin degumite, 1o tHiuc ense of Fedéral
Huwerye notew, Th Inw wltn teguniros thit snch oseeve tank shall rleﬂg@ with the
Herdornl ftenwerve ngont of Tt dlsiriet eollnteral agunl bt §60 peresut of the aatmnt
of Mueh uotes n edrowlntion,  Buele oollatorn) ming consixt of gold et iflentes,
g aflginating I comtantes, sgrlenftoara, and Suidnstry .. that I8, s calied
ollgihles prspior- -or cloet digationa of the United Siates Qouvermment,

TREIE to 1045, the ragtemt cosmerve gorcentigens wore # perreent of gold cortin.
Ccle renerven ogidnmt Foidorn] Jloxerve notes niind 55 gereent of golit certifientes
o INWEGL motey ngininst deposite, ‘Pl mntn sensosn for the Suwering oad that the
fum resntve ratlo hat fullen sighificantly during World War 15 as a rexalt par.
foudnrly of the vory Inrge expansion of Federsl Reserve notsm In circalation be-
cnune of warthine demands for enrsency. ‘Thin Socreased voluine of Inoney has
retndned 10 clrentution since the war,

ihe we of Qovernmont secaritles nn eolinterat for Federsl Toserve notes was
mithorived on a temporary basin by this (Hus-Siengall At of 3932 and wan pe-
rodloatly renewed, and the suthority was sndde perinamemt in 1945, ‘Ths provi-
sion wnm becossitated by the Iurge-scale withdrawal of currency from bank
doponitn 15 tho enrly yenrs of the depression, by the then redoced volume of
oligihlo private paper tn ltewerve bank portfolion, and by the desirahility of Ferd-
oral Rowerve pirchases of Government securities i order to prevent the develop-
mont of tight motey condittons during the depression.,

“It would apponr undesirable at this tine to change either the legal reserve
ronulrement regarding gold certificates or the Jegal collatersl requirement re-
gardmc United Ntaten Government security holdings of the Federal Rewerve

anks. The legal provislon permitting the Reserve banks to ww Governament
securities as collateral for tiotes is necessary under present couditions, sinve the
volume of commerclal, agricuitural, and industrial paper now held by these banks
would be inadequate for the purpose. Almg, the provisions of law regarding the

vrro———y W 1.
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fopirve pequireiivnin of the Josseve hanke are ‘nmm'lmn: I enubitg Aesiilly
1 Ionotary nystigenjont to mwt “Imunllm etudiilaum,

YPhown legn Pruvlu opd /e sl Tufia lowney pov me, Pederat fontve erodit i
"ot l!!‘l\?.h\\\ JUNL Beonttne tae e for sooh drontion e avillatia, 0 (N (e iy
of the Fadeval Honstve Nystn to nen that Renorve Dank evadit Iv ai Suntedl o
the hemin of thy coonomy,  Ghimger o the voluing of sueh eemlld. sutstanding
H Now lllm\l‘&lllm‘i wninly by aetlons of the Tadorst Honerve Hyugom {1 neeom
aodnkln \lm orodt Bevds off eonsumBeR, eonmiseen, ageleitare, diatey, dnd
Rinte gnad Soond guverimoits, tn woll an the Boderal Govoriment,  Hileh notlonn
o takon ouly nfter n cnvefud roviowe of the voonombe nnd Annncetal nitgition §in
that countey Al dhe tine aud attor & SO0 copridoration of thele Intsidonnry wi

detfntionney Im||\\ Weutlonm,

SAR ptontie choek o the expainton of fodornt ftosneva bk eraddd, Kueh
WHWoull mnh\mn\ DY Thovenss 4y thie mtla of gold vertlfienton rwpiniyug
it Fedornd Ronoevn nnton and doponits. wilitid nob be destenbio,  H o wis in
PRE 1o provent RebHeaey and nuathapient Hmdintlone ob i volime of bk
crodit, Al mouuy, restatting trow too tlglid n cotntionthip hotween (he cradit and
R:“\n:f“‘m‘wy Al gold, that the Federal Rowoeve Byditem swan [hitlatly oxtah

Roprosentative Worcorr, Yo, pevhiapu, will veooguize thnt. this is
a fotish with me,

Necrotavy Sy vom, ¥ hog yone pardon

Roprosentative Waoroorr, You willy puvlinps, pecognize thnt 1his s
e ot my tetixhos,

Secvotavy Bnvost, [ dld not hear wlhint ﬁ‘ml anich,

Roprosntativa Woneore, L unyy you will vonlize that this in one of
m{ futishog,

Roevetary Snyoen, Youd but they nre approprinte questions, as all
are from the committes, and we would ke to ghve o ceeful, stadiod
w\\‘L\v 1o them,

epresentative Woroorr, You mentioned in your statement, that,
pressires wore ot quite s geont ax they had hooneethis in on prge 5
and you sy that there appears to e w lall at the prosent. in inflationary
pessitees, atd You go on to sy, of commo, that, it is morely a lull,
ndicating thit we ave on somao gort of o platenn, 1 little bolow whers
WO Were A fow months ugo,

What eftect has “the accord,” which you and the Federat Reserve
reavhed, and tho action which was taken by the Foderal Roworve in
not supporting the Governmant-bond market and insrensing the vodis.
count rates to 3 from 114, and the issue by the Treasury of your
234, which could not. be monuetired, what would you sny—what influ-
ence have those things had upon casing the situation$

Secretary Snvom. Welly the raising of the rediscount. rate had
taken place prior to the accord.  That took place in August.

prosontative Woreorr, I guess that is vight,

Secretary Snyosk, Yes,

Well, there has boen, of convse, & leveling off of inflationary pres-
sures in recent months, The cost index on a number of items has
gove down, the pressure of large inventories has had some effect
and has been in some evidence ns a dopressant; the soft-goods area
has had a depressing experience. I would say that we have been
experiencing a Iull in inflationary pressures, and I think that we
all give due weight to the accord for being one of the many factors
that brought about thig situation. ‘

Of course, the production capacity of the Nation had a great deal
to do with it, too, in being able to rise to the demands and supply
much of the requirements, even under the increased volume of income.
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1 thinle that we o sam it 0p by wnyiig that the monelary steps
thit, wess tden wera a piet of Bhe broad $nflisnes that bronght nbout,
th stantlon we nva oxpmrioncing now, 1 do foad thist we mist, enre-
fully dowsp Ao mind thit aw n rostdt of deafemme npending inflstion sy
Peen o trondd again,

Roprosantntivie Woroene, Would you envo to eotmmmt, upon what
oftect, the reduetion in the vt of O dollur of 46,48 percent. in the
Yant 10 yonru bow b apon the mviogs bonel imaurbod.§

Hoeratnry NNvorn, Welly oy the 18 bond market over the whols
sk {mrlmi, I o nof, thin thit the eonsileration of uny chunge in
he puvehnuing value of the dotbuy bl any pretdealne offoct, Up to
Koven wavings bond proorchnmes wors wall muistained,  '1hiere wes
woma ineveaun in rademgtions nlong with inereased withdrawnin from
other Lypen of anvinga in the eavy gonds buying expevionce that, we
lind following Kogew, 10 i tnpesead off in vacent, monthe, however,

luanmmmvu Watasirer, Whetr you sy it hins tnpored off, you
LCTN A TR

Moerotnry Mxvoen, ‘T'he redamptions,

Ropromitntive Worsone, 'The vedemptionsd

Mocinry Nwvori, And urlow,

Roprosentative Worarmr, Sines Korond

Meerpbnry Snvoen, ‘Phe redationship between sades and redemytions
hinss improved Tn vecont, snonthw,

Ropresentntive Woraoer, What 1 am lending up to, sines Koren the
vitlue of the dollay hina deapped from B9 conty or 60 euntu, wormewhiere
rlong there, to i prasent 62485, Fhat bas boen the situntion sinee
Koran, 1t b dropypred down 6 points sines Koven,  Has that. any
offeet npon your suvings hond murket ?

Secrotury Snvorn, My [ have you repent the question? T jusy
conld not honr it

Rapresentative Worcoer, What effeet, has the deop of 6 percent, in
the ;nll.m of our enrroney since Korea hind upon your savings bond
market ‘

Socrotury Sxroem, Well, the indication 1 gave this morning was
that, for Junuary and ¥ebruary, the most, recsnt months for which we
haves n record the salew had gone up percmtagewise over the same
months for lnst yeur, and the redemptions had decreased over the sume
period, Bo it appenss a corrective trend is being exparienced,

Representative Woleott, There is not any question, is there, but
what inflation has affected the market for Government bonds, espe-
cially in the ficld of savings honds?

Now, what incentive, excepting through stabilization of our econ-
omy, cun we use to crents a better atmnsphere in which bonds can he
markotod, except to increase the interest rates slightly ¢

Secretary Snyvrr. Mr. Chairman, may 1 ask the subcommittee, you
and the subcommittee, this privilege—~that anything that has to do
with future actions in reference to securities of the United States Gov-
ernment~I be permitted to answer in writing for executive con-
siderationf

Reopresentative Wowcorr, That is perfectly agreeable to me.

Secretary Snyper. Yes,

Reproesentative ParMaN. That will be all right. .

Secretary Snyper. Thank you, sir.
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Representative Worcorr, We talk about these things so freely that
T guesa'we do not respect your position in that field, . .

Secretary Snyper. Unfortunately, as I said this morning, I just
cannot detach myself from being Secretary of the Treasury, and as
much as I would like to talk freely on my own sometimes, why~——

Representative Parman, That will be eminently satisfactory, Mr,
Secretary. I have some questions along that same line, but I will
withhold them as you suggest.

Secretary Snyper, Thank you. .

Representative Worcorr, Would you recommend, as the President
has, that we give the Federal Reserve additional power to increase
Teserves, reserve requirements?

Secretary SNyprr, I believe that in answers 85 and 36 I addressed
myself to that problem. I will be glad to call attention to that an-
swer. It hasalready been submitted, ’

Representative Worcorr. The problem seems to be that the Federnl
Reserve Board at the present time has been unable to agree upon the
amount of authority which they are going to ask us for, ' I wondered,
when the President in the economic message asked for additional
reserve authority, whether he and the Federal Reserve Board had
come to some umierstunding in respect to the authority which they
would nsk for, how much they would ask for.

Secretary SNYpER. I am not in a position to answer that,

Representative Worcorr, Last year when we brought it up it was
suggested that probably they would not have too much trouble in
getting a little more authority to have some more reserves, and my
memory is that we could not get the Board to agree on how much
they should ask for, and so no astion was taken,

Have there been any discussions in respect to the vestoration of
these gold reserves that I mentioned behind the deposit liabilities
issued by the Federal Reservef

Secretary Svyoer. That looks like an enss%v uestion to answer, but
I would like to do it'in writlgf. I sny I would like to answer that one
in writing, Unfortunately, Mr. Congressman, too many times when I
have said that we have had, or have not had, discussions the remarks
have been interpreted as meaning we have some plans., That is the rea-
son why I am making that request.

{!?epresentatxve oroorr. Well, we are all against inflation; are we
no

Secretary Sxyors. We can agree on that,

Representative Worcorr. Now, speaking for myself, and I will not
ask you for an answer to affirm my m{si@ion, it seems to me that if we
aro -against irnflation, having created inflation legislatively in the
1930’s, the Congress could stop the inflation if it did an about-face
and restored the powers and authority and the standards and guides
that were in existence in legislation in the 1930’s before we changed

em,

- :Secretary Sxyper. Well, I think we would have to measure it very
carefully against conditions at that time and conditions today, and the
problems facing us at both times before we could make a complete
acceptance of the theory of reversal,

Reyi)msentatnve Worcorr. Do'you think that we have got to accept
inflation as a matter of permanent governmental policy
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Secretary Snypen. I certainly hopenot.  We had up until lagt June
an over-all balanced budget situation for 5 years, as you know—in fact
receipts exceeded expenditures by nearly $8 billion in that riod. 1
would be verly hopeful that we can return to a balanced-budget situa-
tion as quickly as possible. .

Representative Worcorr. Thank you, Mr. Secretary. I think that
is all 1 have, Mr. Chairman,

Representative Parsan. Mr, Secretary, I would like to ask you a
few questions, I have two written out here that T think I will read
to Xou first, L ‘

bout n yenr ago prices suddenly stopped advancing, Since then
they have declined slightly, at least at wholesale. Some of the price-
control people and some of the monetary people have taken pretty
complete credit for this, Others think that it was principally « nat-
ural reaction frém the post-Korean buying spree.  What do you think
about it?

Secretary Snyper. First, and most important in my mind, wns o

leveling off in consumer and business demand after the early rush to
bui' goods and stock large inventories after the outbreak of hostilities
in Korea, Lurgely, this was the result of a rapid increase in the output
of consumer and other civilian goods before defense demands had
created a shortage of materinls—thereby ensing the fear that there
would be shortages such as prevailed in World War 1I.  Coupled
with this has been an array of measures designed to alleviate particular
areas of inflationary pressures. We have had priorities and alloca-
tions of searce und strategic materials; Government production loan
guarantics and loans to increase production for national defense needs;
selective restrictions on credit in areas such as consumer credit and real-
estate credit; the voluntary credit-restraint progranmi; and price and
wage controls—-all of which have made an important contribution to
the over-all problem of inflation control.

Representative ParmaN, You have suid that you favored some flexi-
bility in interest rates as an instrument for influencing inflationary
and deflationary forces. Do you believe at the present level of interest
rates on marketable securities that it is suited to present conditions?
ng %'ou distinguish in your answer between short-term and long-term
rates

Secretary Snyper, The present, situation is one in which we are ex-

eriencing a lull—inflationary and deflationary forces seem to be about

i balance. In this situation, stability in interest rates seems appro-
priate—in both the short- and long-term area.

Representative Parsan. I asked you_the next question in writing
and you have submitted the answer. It was, Could you present a
table for the record showing the changd in interest rates since the end

‘of 1049 and tell us brie‘f}&' what it shows.

Secretary Snxyper. We would like to put the answer into the rec-
ord, the answer that I have siz‘pplied.

Representative PArMaN. You gave me a letter on that, and with-
out objection we will insert that in the record at this point. It is
quite interesting.



b3 MONBIARY PORICY AND MANAURMENY OF PURLIU DRIV

(e doonmmt veferrad to follownt)
Wrptor o CRANUIY IN FRTRRENY t’mm UN ARE Udwr or Neivioing row o
i

ARNMRAY, BYATHMEN L OF 3R BHOME M

\\‘c‘\m b ooont wen i el by fone otomenta: (1) Chingen I e Tatad nigodet
oF U ety L) 1w WAL oF dhi dubl B il chiiias uvmwk L) vlinidon 10
R‘s‘i\\ \ﬁx\:\ Wl Chve (i ot Fromm vorisdigg oprentone ; vl (43 chiigen th

PIORY, PRERR,

Ahory Aw Rve AEEEL einmeee of dbt whivh apist b eonstidored 1 denting
With Jutprest vpnin s (1) Bhovtder supekatnite dobt wiilel cirvontty D posgng-
WAV Fo OTAMEOR A ATl bnten e, 0, Pyesniney SEIN Bl et ton ol Siikthod -
Howi) §URY Rnenh-fepiy ‘\\M WU il Withel pothantn vhiningten 1 inieeest vnbin
WA AR AW R i e wfmniu\n[ o) wnnirketahln dobt whivh has boen
Aot By g in ‘M\\h. wivh 1l \-mmw.r mn«lm‘n skt td) flommsthetndte

he, The pates i whivh v tot Aol i witeetad »‘v vhitiges by Drlepesl Fikon
W W § AR, Rt i R e ML M I Dotdn g T ) myboidal Ietien for (sl
ALV WIHOR Ao ittt by U ovepanll nvppuge de of Ditereat, vin, the
O Are At Naevivobe bnanvaiien et 80amgaml (e Unemgdoyment et
ol and i) n‘\\\m\nl Fratbee wwhbeh e ol affeetoid hy ld)nm R I Ly nreruge
my'mm yovtas, wiehy e the Ninbowd Heevive EIVW fusiieiies Buid,

WorsREvR B dneroamve I Ievest pden pitoet iiterad sostn (o the 'veaaney
AW LAV Eom oF Aebit B alveesnt wink®, g ne diffeont thes, 1o et nes,
The (AIwd contk o =hovt e i ekobiiie debt te nsee gateldy aiveoted by
chanped W inteiwd Paton Chan the Bterent voat on boig teen oseketinhly seen-
Miton, the norimarketmbie dabt, and the paeind obigntione sliidel nes Jaened (o
TERR DIMYA ARG GAVBERIEBE DR SRNIGHE Revomde, Clibeee 10 Wtored fidon
1 OPRAnPE B e reovtod ior suerontly aties ey e follid over seepy
DY BN, e ol hoes (nee I e sverinpipbinge of (hoe eiYoetn of iorest eate
CRARRON A Bnween fhenl yoare,

AR AMOUAL HE ehange Iy iniorest costs we i st of Bivrmsed o deerennm
PAIRRE PR GOt Be deterniined el By compinving totad (nteeost priy -
VORI TH ORn fsead VOAR W At e nnother,  Onn of 1 yenaonn for (s s Hind
AN PN OTRAE O W oA DUt Entiruat vty o Avtind sxpentditnron e sion.
wected 1n expenditores until the meal yort tollowing the one in which (he
chane (n The e s oeenvend, This e penerally tene §it the ean of seonrition
WhHECR BRVE A YOAT oF Wore to run, A an Bineteadon, the tntevest on i L.yone
CONATRRTE oF Tndebiodnoes Dot 11 AWRURE of bhe sent yone wonld nab be pny-
ABIE R AN OF the Batlowivge yeoar, e kAo rort of WA tieira
With Yoot to mecurition, (s nteront on Whith (e payable seminnbually,  ¥or
tAstARCg, ® note v Bond dated in the fivst Deit of o Osent yoay world envey onty
oRd Bonth ntenest conpon payable in tiud faent yonyy md o bond oF tole
Decrod I Phe Boond BATE of & Hxal yont worhl not Bave nny interent conpunim
PANADIE AUring iRt Ranl yvar,

CHANGEA IN ANUERRAY RAVER

TWMEIR the POviod from Decotubor 31, 14, to Vabruney 30, 1552, the hidorest
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Cw ADril 1, THSL, an part of the Treasury-Foderal Resorve accord, the Treasury
Jesund IR 574 million of 2N percent of nonmarketable bonds In exchange for an
agual amount of 244 percent marketable bonds of 1967-73.  An increase of i per-

T Do 2ot tuciude the tax anticipation Mils.
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Ou Mavet 1, 1088, ke ‘Peonroey Iasied 390224 sllitan of Y-yonr tuxatqe tnman
el ey b i ot euitpon of 4% pereent, o Becegitiur of 1939, the neket ylead
ol B T-peie taxnbio iond wog apiprogiamtely 1 poroett,  An Stereans oF kevedi-
olghiha o 4 phrosnt on 822 wlilton of seitlflon woutd tuvolve sn Inceense
HHORE Ateront cort of 38 bt on,

Bagopt for Ve abovignentioned bone the 'Frensnry g ned inned sry
ekt it mocieime withe mntaeitien of uyae 0 geurs sitica Deceontwr of 158,
s ket Yieltn, howovie, on the Iunf ettty penteietedd ‘Pronmuty tumifla of $re
eotither 10, BT T2 Inctonsed Fram 224 peeeant on Drcemntwer 51, 1089, to 272
grereond on Kolranry 40, 00, dndtentiug (hat i teem Aunneing tn thix ares
WM Bive to b doties it in Enegonse of st one-bntt of 1 peeesnt g aiham.
White (he st 1ncronmen I 4l lonig-tigm wron e not got been pofiected |
Weonmtry Totorowt pnyinonta, utdeun Sterost tates Qeeline s the taeantime tha
olfnetn will be foll whuon mummnr Iunuen seo rofunded nnd in ang long-tevm
floanelig wieh tmy by conduetod Sy Hie present otniegeney,

Enevennen 10 intorosl, pnton pigent te have atfecton the sule and redetoption of
Weonmiry suvings stow, which nre usd to 8 lnrie sxtent by corporations and
wtheen tor e ‘;nw;mu of neeunmilniing tax reserven, It I securitios ate 1o
ho kil nttrnedive for Investors, tho fntesemt return tanst be Kept In Hae gonersily
with short-tertn mnrked, ratey, Conmegtiently, the Interost sute (o nving notes
tant by vempermlves to olinied b innrked yieiis, aithoagh there any be n time 9%
I 0l otetubieniling wavingm noten vofleet, sk chinnges in yieids,

Phe B-yere 2ute on Prensiry snvings notes win Inerensed on May 35, 3961, trom
1AO porcent per annnm 1o 1,84 poreent, Thin increaned eate oh savings notes has
tiot you twan fally taflwcted L interost pryimenin,  (of 88034 teflilons of therm tten
ouintoning on Fobruary 29, 1952, 8200 miilon representa the older, leower rate
noten,  ‘The sverngo Interont ente on the notes oniatanding is carrently £.7°8
percant. compired whih 1560 percent on Decetnter 31, 198, an increase of 28
peremnt, This represents on (nerease of $32 mitilon (n the annas! interest chargs
on rvings notes, based upon the present ammotgt outstanding,

Thore nre two other lnrmr«au of the public debt where ssterial changes in
Intorost rates have not tn place, ‘Thewe are (0) the United Staten savingy
houdw, and (L) the specinl isaties to trast funds (e, g Old-Age Survivors Temst
Fund and State Unomployment Trust Fund).

Hanlon of United Hiates Savings bonds bave held up rema well, an
larly among the smuller savers, The smount of outstanding Bemedn
(Including interest accrualy) on Fetbruary 29, wasg
Bt Dersr ving vart nondsur'quu'l payroll sevieps plane

million persons buying savings tiy om - [’}
compared with 414 million a couple of years ago. The number of $25, §50, and
$100 denominations s0ld was $34900,000 tn the first 7 months of the fAacal yesr
1040 and about the same number fn the comparable period of the fincal year
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Bates of thewe denominatlons tnereasst to $40,000,000 §n the fAirst T muntha of the:
Ancal yeur 1000,

Proseiit law limite the interoat rie on such bonde to B peroent por sinm
componntat mmlnnmml!{’. Herlew 1 bondw now {tem U puteent, tm wundud
et iannunily, i hold to 10-yonr matuvity, so thevo I Httls feaway for un inoreane
In the rate vt intervst wideh et be pald on thews bonde ander existing law,
Noelen B and @ bonda yleld R.00 poreent and 83 parcant, raspoetively, it hold
to 18yeur nntueily,

Thare In nhothor lnege segment of public debt on wilch the impact of Mghor
Ihtoreat muten hian hoon only ‘mmnu.v vollected 10 'Dreanury intoront prymoents,
They are the apecinl obligntlons Lot to teust funde,  There ave over #80
biton of such apeselnd obitgaitons ontsianding, The Interant ratea o obbigntions
bated to (wo of thene teust funda (1 o, Old-Age Buevivora 'Teust Bomd and
Unempoyment Prast Fand, amounting 1o over ¥ billon) are, by law, bhased
upon the average interont fate on the futal outslanding public debt, excapt when
thy average eato v not k. maitiple of % of 1 poresnt, the Intorent rate on the
upweeind wecnrition is fxed at the next lowor muttiplo of 4 pereent, AL the present
thine 820,778,000,000 of wpevinl ebhilgations ure held for acvount of the Old-Age
and Unsinployiment, ‘Tvuant Fante, on which the avernge intevest vt fn 2,100
‘wmnw An cotparmd with $10,800,000,000 of specinl isntion ekt for aieh tands in

Jontiber of 114D, Bt ul averags rate of Yig peroont,  Howoever, (8 ahotld he
polntet out that although the rato on kpecdnd obligntons earrently wing Insted to
thowe teane fatide e 234 petoent, over 330 bHHon of the xpeeln! socteltion now held'
by the funide were issiod whet the averago tade on the publie debt wan noimewhat.
lower, nind hoat & vate of 24 porcont, AL the end of thin feal year all of the
upeclad mecuritios ol witl hiave 1o by relusied on the biasis of (he average rate on
the publie debt at that thae, which probably will renult In a 24 rate ou all of
e OW-Age and Unoiployment Ueost Fand obligations, An incronse of 34 ot £
‘mmmt o (he spoclnt securities hold for thews funds wottld Ineroane the annnal
ntoront clmrgm by 826 milllon, 1w, 0 mnnldqwlnr the additional cont of sorv-
telng (e publie debt an w vemult o fnevonson In loferest enton, enre munt e
oxvpeinod Tn appraising the lomg-run offoeis not only on the mnrketaldo dobt
an b b rofundod, but also on other cutegorion

AVERAUR INTERRNT RATEN

The amont; of outatanding public dobt, by classon and Issien, and the rates
of iIntereat palt o tho different lunes, ave snbl!nlmd in the Dally Ntatoment of
the United Statex Wroasury, as of the tant day of ench month, Coploa of sieh
statemunta a8 of Decetnbor 81, 1140, and Fobruary 20, 1062, ave atinchod, The
averago rates as of Decomber 81, 1049, and Februnry 29, 1082, ere sot forth on
the following page:

Averago ntareat ratos

Tyt of sourition
yive o aecutitie Poo, 31, | ¥eb. 2,
1049 1952

Cemaral AVArIgt. .o covanninennan TP anoone sreteresnrerenarenne aasnanns 9,208 3,910

‘While the foregoing figures are of interest as an indication of the changes in
average rates borne by interest-bearing securities outstanding now as compared
with December 81, 1949, they do not reveal the ultimate effect of the changes
on total costs to the Treasury.

LONG-TKAM PROJXOTION OF INTEREST COSTS

As has ously been meniloned, it will take some time before the higher
rates are {nflltrated throughout the different segments of the public debt, Not
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-qmlf will the Inorennes (1 rates bo foit an mntnring Imnes are refunded bt they
will niso bo reflocted in increnses In the oonts of flnuncing the budget deficits
creited by the defense mobllivation progeaw, 1n lhgﬁfmmrnl stntement 1 nnde
bofory thy Mubcommittes on Monetaty, Credit, nnd Fiveal Volleled of the Joint
Cotmmitton ot the Weonomie Heport, on Deceinbor 2, 1049, 1 sald that-—+

“ilvan u folatively snatl ineroane (o the avornge Interent rate on the deit woatd
ndd o subistantial amount to the tota? antonl Inferest cost, 1t in ontitnnted hat
the fntorest on the debt will amount to $6,7 WMillen In the enlendar yenr 1949,
About 1 '{4 Willun woudd bo added to this atmount (£ the average Interost tate
wore ote-halt of 1 poreont higher

No one g acetirutoly predict the inovement of lntarest rates in fature yenrs,
‘I'hore 1 n poasibiiity that rates will forther Inetonse and nt the same time it
must b rocognized thit econotibe condiions In the future could produce lower
intorent rates,  Bikowlise, it camot bo determined now what changen will take
place i the future In the composition of the public daht,

At the present time Lhe tolsl atnount of Interent-heuring dobt cutstanding, for
the purgeme of computing nn avaernge Sntorent rate, In diwit 3268 bitllon, 'I'he
wverdge titerent rate huy tnoreaned from 2,208 poresnt on Decomber 81, 1949, to
2,810 porcunt nw ot Febraary 2, 10062, 1t thin iereame of 0,102 petcent whould b
applied to thy total nmoennt of {nterest-henting debt ontstanding st the present
tiine, montioned nbove, the inerenns In the comnputed annund interest change wotld
bo Rhout B202,815,000,  1f the ovar-ail average rate should eventusily be inereamed
by one-fourth of 1 percant, the lneronne 1n the annunt Interest cliarge would
atuount to nhout $046,000,000, aud 1 the over-ull rate shotld be increased by
onehiif of 1 porcont, the Snerenxe tn the annunt interest charge wonld he nhout

1,200,000,000,  On 1ho sthor hand if in the futtre the average uterest rate shonld

aoling by ono-tonth of 1 pareont (kAsed tpon & $268 billlon interest-boaring debt),
the reductlon in the unnunl Interest charge would be about $258 milllon; 8
roduction of ono-fourth of 1 percont In the nverage rate would result in the
annunl Inforent chitrge bolng rediced B4G,000000: and # reduction of ohe-hnlf
of 1 percont woald reNult in docrensitg the annial interest charge by $1,200,000400,

Roqrommf.utivu Parman, You vated in roply to the ?uestimm that
have heretofore heen wubaitted to you, Mr, Sceeretury, that you favor
an Indopendont, Federal Remorve Bonrd, 1 wish yon would enlarge
on that by stuting independent of whom and independent of what

Seeretary Snyoes, Well, 1 considered ":f statement to he that 1

preferred to see the Fedornl Rossrve Bonrd remain un independent
ngency’ duo to m‘y hllgh r;efurd,for the purposes for which it was
crented, und for the Important influence that it can have, and does
hinve, on onr whole fiscal operntion and mouetary operation,
The Federal Reserve Bonrd hag a most important function to fulfil,
and T would like to have it fn'esax:v«d in the framework in which it
was crented, However, in these times, with one radidly developing
economy, which has grown to the size that it has, and when our
nutional debt has grown to the size that it has, Federal Reserve actions
must be appraised in the light of these different circumstances.

The Federul Reserve has undertaken, at the direction of the Presi-
dent, on several occasions to take over certain functions, such as regu-
lation X in the real-estate fleld, and two or three other functions
that have protty well tied it into Executive direction. These actions
were certainly with congressional sanction, and so it becomes apparent
that the Congress realizes that this absolute independence must be
temperate at times—in light of existing conditions—-to meet the tre-
mendous problem of trying to maintain the well-being of our over-all
economy. .

But you asked independent of whom and of what! 1In a general
way, I do not think'that the Federal Reserve should take any direction
or dictation from anyone. But I think many times, of necesity, to
carry out the functions as given to them, and the responsibilities as
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ghven to theweahy Congrossssghnt the Fedorad Qorovvn cortainly nuist,
mnaniive earefully the vonditions and tha thnes nad the problems fue-
Ing the Nation at the tiwe they wnke deolidons,

ww, VLt doown indluenes thit somowhat tempors thelr nbeolute
indepondencs of uotlon, then 1 think It . Do tomporad to that,
axtont,  1ng o fue ne not having any diotatlon er disectlon, thnt, I the
m'w of independenve that I sald I would ke to soe peasorved,

Roprosantative Parsman, In the lm.ginnhaﬁ of your aanwer you
stated thint you wonkd ke to wee Bt kopt within the fmmewerk in
whioh it wan orentodd. | windeitond you to sy that, Me Seovetery,

(%‘wmm‘y SAnvowi, That wae eight,

Ropsenitative Pavman, Phint whsrx teue, un the et wan ovontod,
the Neovetary of the Wrenwury wan Clhndonan of the Bowest nud the
Compiratior of the Curveney win on the Bewrd and theny of conpan,
and Yor many lymwu afterwards the pabile debt was not vvy fvrge,
and 16 wa ot too Tmportunt thit these twvo offleinds bo on the Bonrd,

robirbly, to earry owtoan indopondent ndminiateative jub Bt do yon
wliove that this law shonld be chnngod now pid vestowd (o the
feamewark of it ovlginnl ovontion by vostoriug the Meevstary of the
Trowsury as Chudemun of the Bonrd, wnd placing on the Bonrd the
Qomptrollor of the Currency

Sopvotary Swvnmn Woll, 8 woant. whon §oandd “evonted," T monnt.
eveated and tlt\w‘ku‘wd. of conrse,

Now, ws to whethee on not the Compteoller or the Seeretary of the
Troasury shoutd be on that. Bewrd or not in a matter for envetul do-
libwration. At timies it would appear that. there would be w very g'nnml
ndvantage in having one or the othern—3 do not know whether 1t is
nocossary to have tham toth or not, o whethor it i necossnry to have
oither or not.  In the disoussion of how we should annwer the ques;
tionnaive, wo disenssed that matter fively,

1 have not sugfx\mml‘ howaver, in answer te your quostionnaire,
that such logislation bo considereds—~that the Secretury bo put back
on the Board, As a matter of fact, I specitionlly said, an Untudy it
today, that X du not see the necessity for any logislation at this time
to give the Troasury move authovity over the Federal Reserve
Rourd—I think that we ave goiag to work this out within each
ageney'’s own responaibility.

eprosentative Parman. Beoing more apecifie, you ave opposed to
the exveutive having any direct power to divect the Federal Re-
serve Roand to do anything, and you are also opposed to the com-
mereial banks, on the other side, having uny divest power to direct
the Federal Reserve Board to do anything.

Your views, I assume, ave that the original act contemplated that
the public interest should be looked aftar first, and that neither the
President. nor the commercial banks would absolutely control the

Secretary Sxvver. Yes, siv. I feel that way, and that was the
thought that prompted the recommendation that would bring about
& betlor chance for consultation and discussion, so that the whole
situation: at any one particulsr time could be f{reely discussed on
an advisory capacity basis, advising as to facts and other relevant
considerations, rather than having any legislative action. |

Reprosentative Parman. That is the rerson you suggestod the co-
ordivating agency that you suggested, I believe, on page——
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Noveatury Batom, Wall, 1 bl not eall 30 ooordinnting

Roprronontative PParman, § onllod 11 thad,

Moty Bnvoen, Yos,

Ruproventative Parman, 1o mmmuam{x adongg that Dine ta got
the people aronnd the tle to soordinnte thude views and got con-
whderntion,

Mueretary Snvorn. §eall it ndvisory,

Iteprssenintive Pavman, An nilvinory commitben,

Nicratnyy NNy, Yow,

Ioprsiontntive Parsan, Does it not compisre in imany weys with
the ndvinory groug thing, in s, n|p by the eotmereing bupks?

Nowvetnry Snvoun, Wall, it doms beeniss tisy Tinves no coordingting
witharity, w1 wnderstard i,

Ropraseriative Parman, What 1 inens s tigtes...

Nesrntury SMavnen, Wit Chay linve st wlvisory espucity,

Reprosontative PArman (mml,inuinu?, ‘I'hey hive on advisory com-
Mo, we thoy shiild hnvey to get thole views over to this, whnt, you
ndbght cnll sy sprome conrt. of fnunce,

n the other hnd, the Govermmoent, us you mu‘menb, whimidd have
KNI Wiy bl people who are biterentad snd the hends of thews dif-
forant, dopmrtmonts and, particalarly, the Meerete~ . of the Lreasns
should have some wayeof gotting his voics her . d s gotting his
views consldored, although lie wonld ot huve the power to (ﬁm:t,
thid- they e enevisd ont,

Mocreinry BNyimi, Wally, we lives found that such sdvisory grongm
hivwes b oxtremoly benelloind 1o the Trensury in its operations and
in Liw venponmibilitles,

o dmve found that maeh diseussions, in many of which we sit
ﬂi(l(li ‘by' n}dclu with Fedotid Renerve roprosentutives, are very bineficial
anel lielpful,

Roprescutotivo Parman, 1 agroe with you that. the Executive should
not hive the power to direct the Federal Reserve Bourd oy the Feders]
Resorve bunkn to mnko fowns or unytlniu{ Jikes that s that is way beyond
shything that £ would even dvenin of, 1 do not, think that that power
shonld aven be thought of, to give any Exccutive that power, But
what 1 o wondering shout is whether or not the public interest is
mramont nb a1} times in view of the present, set-up, snd 1 expect
n,ug to gat. some ll*;ht, on that as we go nlong in these hearings,

I know at. flest when the Comptroller of the Currency, selected by
the President, and the Seeretary of the Tressury, in the Cabinet
solected by the President, when they were on that Bosrd there was
no queation but what the public interest was represented through those
two members of the Board, at least; I am not saying that the others
did not represent the public interest, too, In other words, they were
appointed by somebody who was elected by the people und sceountable
to the people. Whatever was done by that Board then the people conld
charge to the administration in power and vote for or against it by
reason of what the Board did, just like in foreign affairs with the
State Depurtment, but if you get the Federal Reserve Board so in-
dependent that there is no way to charge the administration in power
with what is done by that Board, whether it is very beneficial or very
devastating, there is no way for the people to charge the Administes-
tion in power; do you not think that that shovld be given considera-
tion, Mr, Secretary ¢
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Soerstnry Sxvpmr, L woulil b vor !mrpy if thin sabeommitton dar
ing the vottrse of s honvings would test. ont. Chat thonght. nmong all
the varlows groupw,  Poronndly, thiro ave eortnin wngles that 1ean
won thint would ba advatitngoots, eenisn the Soeeotney of thae P'eons-
Wy tonune of offfee wn n member world cortninly bo lHmitadssl smosn
his tonmn of mmulmvult&n on the Bonrd wonld b limitadssto his
aetund tenu i oflles e Soortary of the 'Pronsory, ind would not by
pmlcmqml buvond s netive dutfon in connection” with the operation
of the Pyusney, in which eapieity bo s the vesponaibility for dohit,
manngument 3 and, thesefors, it vonld be ndvantagoons,

There wee some weens which might indiente that it would not, have
advantage, bt poeeonatly T have not nny sirong fuulln,l(u ohn way or
e other, mnd 1 woudd by vory plonsad o seo what: would b dovelopd
fn thesy hearvings on that Nnb‘]wt; ud to othew' views as (o whethor or
not sueh o cones would e hefpful,

T onn s, e 3 have mndd, many ntoas in which it conld bs of sdvan-
tageeThasn o others where the genernl fouling might be it wonld
be fust, an well not to have the Seevotnry thed in ton clonely to the
nocvesary dvcisions and operations of the Fodernl Reserve Boned,

Roprwsontative Parsan, OF conrry, T vafor to considartion of pol.
fey mattors only, b am not even harhoring any thought that, the kx.
eentive or the Reervtary of the 'l‘wnmu'{ shonld ever o allowad to
diveet. the Boned to make 1sans or anything like that or any Fuderal
Ruesorve bitikemom

Secretary Svvorn, Well, that was the aren in which T had my ros-
orvation for him to bo w® full-tedged membar of the Board with full
Board responsibilicies,  You have touched on the very aron in which
T had questions,

Roprvsontative Parman, T veenll, from rendding about (he Fedornl
Resorve Act, that Svuntor (Hlass was insisting all the time that it
shonh? not. be run by the banks, and Presidont, Wilson was the suino
wiy : and T reenll reading something in Sonntor Glwse® book sbout. it,
abont. & conforence, 1 guess, I assime that yon read abont that con.
forence at the White Housee—in whioh President Wilson mafmmtml it
wortld be just the same ns letting the railvonds seleet tho Tntorstate
Commoree Commission to set. the rates a8 to lot the bankers ran the
Faderal Reserve Board and have contrvol over their policies. You
reend! thaty T assumeot

Secretary SNYprr. Yes, T roeall that,

Representative Parman. In other words, avorything in the writing
of that law was in the divection of proventing the banks from hav-
ing control over the Federal Reserve System, Do yon agreo to that
You do, do you nott

Secrvtary Snvoer. I think that is very appropriate,

Representative Paraan. Yes, At the same time there was not any-
thing in there to indicate that it was desived by those pushing the leg-
islation that they wanted the President to have the power to direct
the Board to do cortain things,
h‘SnMary Sxyprr. 1 am quite sure that that is the legislative

istory.

Re;?mentative Paruan. That is right,

1 just wondered if we have not gotten away from that too far,
Now, at first the terms of the members of the Board were much shorter
than they are now, and at first I believe the longest term went up to 10
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yonrny dlish it noty 10 yourd, and then Inter on it wan extended to 192
yonvsynnd Ahon Intor on it win sxtandod to 14 yonru?

Mecretary SNYoer, It s (he prosent, (4,

Reprensidntive Parman, Now, when the President appoints a mem-
b of the Boned for 14 yenrsy of conse, he has no fraether control o
Chat. momber, Ee is ol sppomed to Jinve, mnek T ane nok ndvormting
that. he shondd hnve op Iluo:. U want Wi to have, 1wt the mem-
hers (o b Frew nnd independont to e Chede own bost. Judgment. ne-
cording to i finety uu»’wum'uu-rl A he pretientur time, " Bt o Borl
composed of menibers for 14 yenrs, and ne one on there Chat s inder
obligntion to nnyone who' was eleated by the prople, ns the Bxecotive
i aleetod by the peopley 1 junt. wonder ‘Jllmt hus geotten tao fur nwany
nned Imvnmfluz too indepensdentd What. o you think abaont, fhat ¢

Secretnry Bnyoen, Wally there conld be pnther brond implications
theres Hoeonld gel oo farnway,

My vecolloction ik, however, that the Seerciary, whin he was an
ox offlego member, wis n Bl ember of the Borrd with o)) vosponmibit-
ithow ol not jupt. n}mli«y»lnulcilm tmeber, 1 ihink Hint s (rne,

Reprokendnbive Parsan, 1 id not get that. lnst,

Socvetney Syvoew, When 1 did nol quite agree with putting the
Seeretnry of e Teensiry Dl inte Ui position Dt be wis originnily
uk 1 embier of the Boned, it is heesase T ihink b wis o fall ex officio
menhor with full vesponsibilition,

Representntive Paeman, There is no question nbout, that s he wa
Chairmun nnder the Inw,

Seeretnry Mnvorn, Yes,

Representutive Parsman, He wag Chnivmon of the Board,

Hoeretnry Ssvon, Yeu,  The originn] Federal Reserve Aot pivo-
vided thint-

A Federul Rexervee Bonrd I hierehy erented wideh whiall consist of mevon mem-
oty Thediding thee Neerotary of the ‘Frenxnsy snd the Comptroiler of the Cur-
ronoy, who ahall e mombers ox ofliclo, anid fve membern nppolnted by the
Prouidont, of the United Rianten, by nnd sith the udvice aml consent of the
Hennte, * % % OF the five persons this appolnted, one shnll be designated by
the Prealident as governor wnd one six viee governor of the Fedornl foserve Bonrd,
"The governor of the Palornd Reserve Bourd, kubjeet to 1ts supervision, whslt b
the petive oxeentlve offleer, % % % Phe Soerotary of the Trousiry shaly be
ox oflicio Chatrnnn of the Federn! Reserve Bonrd,
| 'lhlpl't-m'ntulivv Parman, And he, of conrse, did have ful) responsi-
silition,

Secrotury Snyoer, T foel that. so fur as policy-making in the areas
in which fiseal nnd monetary operations are concerned, it might well
he considered by your group as to whether or not it would b beneficial
to give him that position, T would be glad to hear comment on that.

Representative Parsan. Anyway, we' will give it consideration,

Without objeetion, T will insert in the record at this point the state-
ment. in Senator Glass’ book that 1 referred to a while ago.

(The statement referred to is as follows:)

The Honorable Carter Glass, of Virginia, had a lot to do with the passage of
the Federal Reserve Act, In his book, An Adventure in Constructive Pinance,

ublished 1n 1027, describing a discussion of this very guestion by President
oodrow Wlikon with an important group of bankers at the White Homse,

it is stated on page 116:

“When they had ended thelr arguments, Mr, Wilson * * ¢ gald quietly:
‘Will one of you gentlemen tell me in what civilized country of the earth there
are important government boards of control on which private interests are

07308~~82—eeB

.
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ere wan painful silencve for the longest single moment I ever

mﬂ :&’ﬂ?ﬁ'& “t‘ \w: o u‘t‘\l :'. {Vﬂno:t tm‘thel"l mtamrgdt 'W'l't'lv'l‘t of y:u

gentlenten thinke the wilronds shunld select members of the Interstate Comn-

te Comnlssion? ‘There coul«! bo no convinelny rmsf to alther yuwstion, so

R" inciinaton thehed to other points o? the curtoncy blL; and, notwithatanding

tienperate effort was made sh the Nennte to give the bahke minveity represetita-
aon oh the Remtve Bonid, the bropoattion did not prevall.”

Ropresontative Parsan, T wanted to ask you about the Rosenrch
Deopartment in the Treasury Department us compared to tho Remsarch
Departmient in the Fedoral Resstve,

W, vvar-the yeats I have been impressed-—whether it Is truo or
not. 1 do yot know, and T am not in  position to sny-—that the resentrch
stafls in the different divisions or offices of the Tronsury—TI would not
say they had gone down i ability § they have not, I am'sure, und I am

Ino Bure tlm_tj,ou have nble, just an able, prople thers as you ever had

i the world=Dbut the nuimbet of people \mlp ny them and the amount
of money available for that purpose seems to mo to liuve beett less and
less, Is that correct or nott

Secretary Snvoer, 1t is teus, and it has boen over our vm-i; Ttmng
protests, hecanse we have naked thnt we be given funds to br ng in
new peoplo constantly and Ims]‘» our organization in full operation
for the tremendous responsibilition that we have; but for some reason
ot other Congtens has seen fit to curtail those funds,

Represontative Parman, But Congress has not curtailed the Fed-
ural Reserve,  Of conrse, Congress hag not—-

Secrotary Sxvowr, Of conrse, Congress has 1o appropriation fune.
tion over the Federal Rosorve,

Represontative ParmanN, That s, it has not assumed it go far,

Secretary Snvorr, I bog pardont

Representative Parsan, It haw not assiumed that power so far,

Secrotary Snypsr. Well, I will puss that one, but I am talking about
the Trensury, and I am hopeful that out of this will grow soe sup-
port to help us with approprintions, to help us build up our technicsl
staff. I think we have an excellont one, but we need to have funds
to build it up to A sine that will meet all the problems of the time;
and I am very hopeful that this subcommittes will, in their wisdom,
after they have studied this, ece fit to help us out in that vegard.

Representative Parman, Well, I am personally right now com-
mitting myself to you on that problem, I am strongly in favor of
that because I think that your divisions have been weakened some-
what bf the lnck of sufficient money to keep the necessnry personnel.

On the other hand, there is the Federal Reserve System which is
nota compeunf agency—I am not c1a}imim{ it is & competing agenoy—
but it has unlimited funds at its disposal; that is, they own about
$20 billion in bonds. Are those all Government bonds?

Secretary Snyoxr. Total holdings of Government securities are
nearly $93 billion,

Representative Parsan. $23 billion in Government securities,

Now, the interest on those Government bonds, of course, creates s
considerable sum, and under sneeent policies and practices they use
that money as they see ﬁt} and under existing law they are not even .
required to put any part of their earnings in the form of surplus back
into the Treasury, but I understand what has been done customarily
i the recent past—— . R

——
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- Socrotary Sxynmr, Weo have had a working anrrangement that after
they deducted——
Reprosontative Parstan, I beg your pardont
Bocrotary Sxynus, We have hiad an sreangement with them for the
past sovorn] yoars where a certain parcentage is returned,
Rerresentutim Parman, You mean about 90 percent? That used
tn be the lnw,
Suocrotury Snyber, About 90 percent after cortain adjustmenta,
Roprexotitative Parsan, That in right. But now thess deductions,
that means that they can spend any amount of money for research or
anything elss, and that is, of course, permissible under existing faw
and rulews as d'lutinguished from the 'I'rensury that must come to Con-
greas for thelr appropriation, )
Do you know of any other independent agency of Congrens like that
that does not come to Congress for their appropristions snnuslly
Socretnry Snyoen, The only one that ocours to me quickly would
bo the FDIC, Iam not speciﬁcall{-—-—— .
Roprosontntive Parman, 1 think the Comptroller of the Currency
in wome respect, too,
Becretury Snyoen, Yes, in some respect,
Ropresontative Parman, But outaide of that thers are 25 to 50 in
# compatable situation that must come back to Congress for sppro-
printions, and I think I will Y"t the list in the record st this point,
('The list roforred to is an follows:)
Tan Lamaxy or Congness,
Lastsrarive Rrymrnon Sesvice,
AMERICAN LAw fgoriow,
Washington 28, ), 0., Merch 9, 1958,
To: Joint Committee on the Hconomie Report, Subcommittee on (eneral Credit
Oontrol and Debt Management,
(Attentions Mr. Henry O, Murphy.)
Buhject : Fedoral Agencles Having Independent Sources of Ineoue,
1n response to your letter of February 20, 1952, we herew represen-
tive llutp:t Mo!al agencien which hge l‘:dmdn?ml:«- of I:g;ne. clasel-
naahto show whether (a) wtich income In avallable for ex itare by the agsncy
without congressional authorization or appropriation, (b) it may be spent by
the ugency only with the annual authorisation of Congxrens, or (¢) 4 most be
:un::% l'il?ltg?l g;oéror:uury and the expenditures of the agency pald moneys
he following aﬁmcles collact certain moneys which they are permitted to uee
:’t}l:gf:':«‘lam with law without special congressional authorization or appro-
Comptroller of the Currency:
Assesymonts for bank examioations (12 U, 8, C, 481, 482),
As;:gsmonw against insolvent bunks for expenses of liquidation (120.8. G

),
Rejmbursement by Federal Reserve banks for expenses of . ofe kene and
redemption (12 'V, 8, O, 420),
Federal Deposit Insurance Corporation:
Premiums for ¢t instirance (12 U, 8, C. 1817).
Interest on Inv: ots (12 U. 8. 0. 1828).
Board : Assessments against
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utgm')ul Nevvicos Administeation: Beon for (usting conuelition (41 U, M, (3,

Bhe followlng apencion are, to o lnegs oxtont, sopportod Feom mvvenues of the
ontevpelaes opersted ar supervised Dy tiem, ov feom Che property they wdmbndsdor,
but thoy st obtain gpeeind anthoeisntian (o une moneys 1 thele nds gor
AeNtEIEed PUERIKOR, O T KO CINOM PO ITIY PNTPIRIN ¢

Foderad Ceop Tnsieanes Corporation (T U, 8,0 180X, 1810, Publle $aw 115, K
China ende Avt dorportion feos (101, N4 (D7),

Ofleas of Ablon Praperty (Publle B 188, Ndd (o, ),

Cotmminlity Ceadit Corgrovatlon C10 4L NG 700 Pabile Taw U0, 820 Coug,),

Mxport- tmport Bank of AWashington (16 8, N800 7000, P'ublle baw 1, 820 Qopg.),

l"f‘l\(\l'ul)ﬂl‘uli Tosaennes Corporntion (7 UL NCCOIDMR, 1016, Pablie Taav 1805, 89d
Cong),

l“m‘lm'nl Faram Movlgage Corporntion (10 U, N0 O0 T80 Palible Cow 386, sdd
Cong, )

Pedoral Tntevmedinte Ceodlt Banka Clble Law B, 830 Cong, ),

Wterat Nattonat Movtguge Anwocintion (1'nbile Law 87, N8 Cong,),

Fodern) Prison Indiasteios, Ine, (Pabite Law (88, 8800 Conw ),

Eodoral Ravings amt Lann biusaties Covporation (00 U N O 7020, Publie Law
18T, R4 Conp),

Howme Owners Lones Coarporatlon (10 1, 80, T80, Publie Law 187, 820440 Gong,),

IAmE Waterwaye Covpovntion ('ale Law 0T, N Cong), .

Pannma Cannd Company (Eablle Law 208, 830 Cong, ),

Veaduetion Coadit Corporatlons (Pablie Baswe JiG, 820 Gong.) .

Publie Housing Adidnistention (Pablie Law 187, 82 Cong),

M\l\:\ru\){‘r«m Esueanes Corporntion (7 U N OO 1808, 18800, Publle Taw 130, Nd
Cong. b,

Vivgin istundn Corpmration (3ublie Law 1, 880 Cong, ),

Tonneasee Vattoy Authovlly (16U N (5 RBTh 8),

The following ageucles colleat cortain. moneys whieh ave covered lifo the
Troasury st whieh can he withdeawn only upon approprington by ¢ongress s
Attorney Qenoral

Alleny and immbgranis,
Vavious pecoipta (8 U N G 1D, 138, 16D (¢)),
Departiioent of Agvicalture: .

Farm Credit Adminisiration. - asaesnmonts for exnninatlon and suparvislon
deposited i spectid fund b ‘Mrensiry which is anthiorived (o bo appro-
wriated for those purposes (12 U, N, ¢, 882),

Forant Xorviee vecoipta (16 U, 8, ¢, DNOe),

Inspection Ceew, oo, (70, R COT8, 140, 1010, 805, 4154, 490n, B110),

Rural Rieetvitieatton Administeation=-procecds of lonty, in cortain cirenme
ataneed (7 U8, O 0081),

Departent of Commeres;

Chinn Trade Act Corporatlon fees (10 U, &, O, UM),

Service and pubiieationy, foea and charges (0 U, 8, ¢, 270),

Nattonanl Burean of Rtandavds, foos for testy, ofe, (15 UL N, ¢, 276),

Patent Offfce tees (83 U, 8, O, ™),

Department of uterior: .

Kloeteteity—sales trom vartous power projects (10 U, 8, ¢, 8208, 82081,
S8, 8331).

Gealogival Survey—sate of publications (43 U, 8, Q. 41),

Graging fees (43 U, 8, C. 3181),

l\:lﬂ-;il Power Commission: Water power license foes and charvges (10 U, 8, O,
[10),

Federal Security Administrator: Food inspection fees (21 U, 8, O, 24n, 46a),

ost gm:e&)o&ﬂ)mont: Postal revenues (81 U. 8, O, 405; 80 U, 8, O, 788, of.
U N ).

Securities and Kxchange Commission: Foees for registration of securitles, na«
tional securities exchanges and qualification of trust indentures (15 U, 8, C,
T, Tiggs, TSee).

A complete list of agencles which receive independent inecome could be made
ohly after a detailed examination of the entire United Sitates Code, which cannot
be accomplished In the limited time avallable, Accordingly, the above list does
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not greport to b canpgohionmve, elthor with vanpset (o tho agenelo which re.
eolyn moneyd from ottinlde goureed or with venpocet to sosremn of goavenne of the
NReneden Hnl),
Many Jouink JAMAKY,
Amertoan Jaovs Resttion,

Roprosentntive Paesan, 10 ovenen (o e mnybe we should give con
sldorndion to the guestion s to whether op pot an sgeney like the Feed.
ernl Roserve enn beonn mgeney of Congrem and nol, cote to Congrous
for it money, AR ottr ngencies do, 1 inenn all other agencies do
exeept two or Hirew which you mentioned, whiel s Ui exceptions,
ulml think ibnyhe our subeonmitio Himul«] i Kot considerntion o
that,

m\"VIm it the Prenniry, Me, Snyder, the Chenenl Aceounting
o0

Novretury Snyorn, GAO, the Complroller Goeneral,

Representative Paeman, 'Ihe Compteolter Gened? - Who audits
the Wedoral Rewerve Systen?

Secretnry SNy, 1 do sot, know,

Representative Parsan, §will got that feom them,

Phe Comptealloe Genernl wis provided for undes the Norvig Act,

Neeretney Snvoee, Mr, Lindswy Wareen,

Reprerentntive Parstan, 1 wios 1 yewrs nppointment, whese a gy
g conld not aueeeed Bimself 3 and Le in fres wnd independent, foof,-
loke i funey-fren,

Noerotary Snvon He is seeauntabli only to Congress,

Ropresentutive Parsan, Ihnt s right.,

Roprosentative Worcorr, Mr, Patinan, will you yield o moment?

Roprosontative Parman, Yes,

Representntive Worconrs Inthe Comptrolier of the Carpency a part,
of the Frensury

Seerptury Snvoee, 'Phe Complroller of the Currency is ander the
genorn] framowork of the T'reasiury operation, yes,

" Representative Worcorr, Tn the framework, bt he is indopendent,
of 'I'vensury domination?

Secrotnry Sy, He is o Presidentinl appointioent. and, ag you
roendly I appeared before Congress in 1950 in connection with feor-
gonization Plan No, 1—and in support of Reorganization Plan No,
96--recornmending that the Comptroller be permitted to retain all of
the functions vested in him by statute,

{'The Comptroller of the Currency, who is an officinl of the Trens-
ury BDepartment and is in charge of the supervision of nastional
hanks, and the Comptroller Getieral, who is responsible only to Con-
gress and its Government assistanty, are different persons.)

Reprosentative Parman. T would Jike now to ask 8 question about
tho Federal Resorve bank’s supporting the Government bonds,

Do yon cousider that there 14 o free narket in the sale and purchase
of Government securities, Mr. Secretary?

Secrotary Snyorn, I think it must be recognized that there is a
special situation existing in the Government security market. The
Federal Reserve System uses open-market operations in Government
seeuritios for credit-control purposes. As long as open-market opera-
tions involve billions of dollars of transactions a year, we cannot
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congider that the market for Government securities is an entirely free
one. - o

Representative Parman. In the ordinary sense of the word, like a
commodity that is sold at the wholesale centers, you know, of bringing
the best Frlce where there is a demand at a certain price for a certain
commod ? that is a free market as I consider iefi where it is offered
freelﬁ an ’bought freely, and the market is fixed by the demand of
gh asers principally. Do you have that kind of a free market in

‘Secretary Sxyoen. No; I donot considerso. Also the Open Market
Committee hag realized that with a tremendous debt and with the
financing that has to be done, you could not allow a small segment of
that financing to upset the whole market and, therefore, the Open
Market Committee has taken care of that kind of a situation. Itisa
little different from where you have a stock offering or a private bond
offering. Whether that was a success or failure would be important,
of course, to those interested, but it may not be of vital importance to
the economy as a whole, .

And as I'said a few minutes ago, I think that when it. comes to com-
plete freedom, if you are ing of it in terms of absolute freedom—
no restraint one way or the other—that there is a limitation to that
freedom by the very law permitting the Federal Reserve to conduct
open market operatlons in Government securities,

Representative PATman. And to that extent it would not be perfectly
free, of course. I say, to that extent. )

Secretary Snyors. Yes. ‘

Representative Parsan, The bond market, I noticed, after it had
commenced to slide, went down to about 96, and it has not fallen below
that. Maybe I am mistaken, but I just noticed it occasionally. Hasit
fallen below, have the prices fallen Lelow, 96, for long-term bonds?

Secretary SNYpER. one occasion, one issue went to 95224,

Representative PaTman. Well, there must be some suﬁf)ort there or
gec wo&ld glide on certain occasions much lower, would it not, Mr.

re

Secregry Snyper, Well, I think that the Open Market Committeo
hag been interested in meintaining an————

Representative PATMAN. An orderly market around 964

Secretary Snyoer, I do not know what range of fluctuations is, but
there has been an orderly market with only very minor Federal Reserve
operations since last April.

Representative Parman, Sugpose they wanted to maintain a market
atl Iperceng;, and assuming that, as Senator Douglas explained, that
it would be highly inflationary, that is, the banks could sell the bonds
to the Federal itesema Bank and have reserves of a million dollars and
would then have reserves with which to extend credit amounting to
some $6 million ; that is all conceded. But is there not some way, some
alternative action that can be taken? Can’t you have the Reserve re-
quirements chan%t;d by the Congress in a way to offset that and still
maintain the bonds at 100 cénts on the dollar§

Secretary SNyper., Well, that I would not like to answer.

Representative ParmaN, What would you offer as a suggestion to
consider in the way of a law for Congress to pass respecting reserves
that would be helpful in preventing that kind of inflation
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Secretary Sxyper, Well, since that is invadix.nﬁlanother agency’s
responsibility, I would not like to come out with an angwer,

presentative PATMAN. That is all right. I will not insist on it at
this time at all, .

I wanted to ask you about some E bonds, but I will defer to your
suggestion and put it ih writing.

retary SNYDER, We will be glad to try to answer whatever ques-
tions are put to us, . )

Representative Patman. Will you tell us briefly what weight you
believe should be given to increases in the interest costs on the public
debt in determining our monetary policy$

Secretary SNypER, I think we have to always measure very care-
fully what the corresponding advantages would be measured against
the other problems that must be faced, I certainly do not have any
fixed opinion; T just do not have any desire to fix a rate and let that
be the one rate for all time, I think that we have to look at it under
the conditions and circumstances of periods in which we are operating,

Representative PArmaN. Under existing law, Federal Reserve ban
buy bonds onlﬁ in the open market, do they not? Except, I believe,
back during the war there was a law enacted which permitted the
Treasury to sell directly to the Federal Reserve banks obligations,
short-term obligations, up to a certain amount.

Secretary SNYDER, Five billion dollars,

Representative Parman. Five billion dollars?

Secrotary Snyper. That is correct. ) .

Representative ParmaN. That authority expires this year?

Secretary SnypEr, We are asking for an extension. .

Representative Parman. You are asking for the extension?

Secretary S~xypER. That has only been used in temporary short-
term J)erlods of a few days at a.time, and never for any extended
pericds. It has permitted us to take care of a slight operational defi-
ciency in balances, .

Representative PATMAN. And only for short-term obligations?

Secretary Snyper. Only for a very limited time.

Representative PATMAN. Senator Flanders has returned, and I will
ask him if he has any questiohs, )

Senator Franpers. Mr. Chairman, I come into this thing fresh be-
cause I was absent all day. I did, however, read the Secretary’s formal
document on the train, and was much interested in his constructive
suggestion for sort of a conference group on monetary and debt man-
agement policy, .

One question has been in my mind for some time past, and that has

n—let me first say, Secretary, that I am one of those who places
very much more trust in monetary and fiscal policies for controlling
inflation than I do in direct controls of prices and rationing or par-
ticularly of price without rationing,

Now, however, I have wonde some as to whether there were
limitations on monetary control that would applivg for inriance, at &
time immediately after the outbreak of the war in Korea, at which time
there wos universal business and popular sentiment that the thing to
do was to buy because the expectation was that prices were goinf up.

Now, I have wondered whether in a broad spread movement of that
sort, based on extraordinary happenings, whether monetary controls
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Thawh dam, My Secstary,

Searstary Bwvaen, Yo,

Roprosontative Paeman, T want tonsk you n question se (wa shout.
the valantary coodu rosteaing progream, - Avo yon on Gt Boned? 8
Jo not beliova you s on the comittes,

Sectetary Xuynek, No, wir,

Ropresontative Paeman. Uehink that is nvouwd the Fedeend Revorva
Roand, Governor Pawell, 1 think, i in chavge of that,

Sooretary Sxvaer. That is corveet,

WReprosontative Parman, Toassume we will have Mr. Martin horo
tomrarnow and he can toll us about that,

Yo come 10 contact with that program?

Secretary ¥xvoek, Yos, 1 have been vory enthusinstic nbout. it, &
very enthusiastio supporter of the program, and 1 think that in the
too mtavars Where we have had a voluntary eredit vestraing pro-
gram-—back in 1848 and again recontly—T think that it has had a
de»;:;w. an Jmportant degree, of influence on the resteaint of bank
enadit,

Repregentative Parmax, Would you like to ask any furiher ques-
tions, Senator Douglast?
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vl g i of T smtiors ik, waa digensasd s soriing,

eienty the tati) it of debt thint bias te bee gl s ditermined,
i ol pedoedpndly by the eeveips nind exprenditares of the Gavern
wentd 1 D mntter aver which you have very Ditthe control,

Boevatury Savopi, Hoisentively controlled by that,

Mr. My, Aol all dedt, of convurg miet. be beld by sornenne.
You denive under prosat. cisemmstanees that ae Little of the dot
#hondd b Juedd by banks as pemsibse,

Seovetnry Savoen, We hinve supportad saeh nn icdea, bodls in prene.
tiew wnd in theory s we hinve attempded 16 try to gt the dibt, inteo nem.
bk Dinnedn (D the gremtont. extent. possible,

My, Munenv. And sinee the whele dels saust. bee finanesd, thiz iz
primmiily nomatter of muximizing holdings by nonbank investors,

Now, thiv leudu te the question of the mennd or techiniques by whick
nonbank holdings of Government, seeisrition can b maximizsd, s it
nlwnym I|umuihlu 16 well additionnd smonnts of Government, sesirtios
uinuflv oy letting the muvket, an we will say, seek ite own level, or do
yon fool that. under wome cirenmstatiens tonintaining a ressemiably
stable market will permit yon to sell mors wearities to nenbank in-
vastors nind have themn more firmly placed than yon conld by simply
having Federal Reserve withdraw from the fuprket and letting the
market neek its own level?

Secretary Snypen. Well, as T stated a while ago, Dnetor, with the
large debt operations that we have to work with—the firanecing of
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refundings and of new money oporations—it lu vitally important thad
onoh fwnnis bo wuosssaful, :

t Museny, And ca ﬁ}e stiecens of thea lesies in welf bo w monns
in‘t ha forge hnedinte v;m or placing moze vather than s seeiurities
with nonbank investore ‘

Hoovetary Snyvimg, Iihirk it m)u‘d.

¥, Mok uv. By bnild "ﬁ uP their confidence in the seensttiond

Secretery Avenmn 1 think 6 would, It woukd glve pen&»le confl-
dorion, whetens n very snndl imis could affect the whole debt if 1t were
badly seeelved.
My, Mosewey, The only point T wanted to tey to bedug ont, Me,
Hocvolury, wan that the Poederal support of » Qmmmﬂm‘ Trennury
oparation, by preserving confldenics {i the nnrket, mi;ﬁm bo » wiy—
and {8 proporly hendled would be n way—of maximizing noubank
holdings vather then the reveise,

Hoorotary Sx b, Tthinkeo,

M Muresay, That isall, (

Topveentniive Pavsan, T whll adle Do Grover W Binalay, the steff
diveetor of the full eommittes, 1 he would like to ask any questions,

My, Exeuny, Just one, Mo Mecvetary, T have boen very much
Impraseed with the anawers to the subeommittee’s questiommire by
the Trenaury, ts well ns the vepresentativen of the i“mloml Rusorve
Rystony, T know that yon perxonally spent muany hows on this
waignmont,  There must. have heen w tramendous atioint of staff
work going futo thie job, 1 think it wonld be interesting for the
recond to show the proceas, the method, thpt yon used, as well ue the
Fodoral Reserve Bourd, in the proparation of these unswors in sich
 short time and so eluborately,  Undoubledly yon called In outside
consltants, and wo wonld like to kinow who they were, how did they
work, and how did you evolve this excellont monogiaph in response
to the subconumittes’s questions so quickly,  Woulil you propare a
mesnorandii on this for our ‘;rnmml record
. Beoretary Snynwr. We will ba pleased to do that beoause, as T stated
in my openiigg remarks, weo took this study very mrimmly, wnd weo
applicd a great doal of tima to the answers,  For your information,
Y p@l‘sonal{v wpent many, many hows with the study group over the
parind of preparation of answers, and wo have consclentiously applied
every possible source of information that we could gather, We have
bronght in & great number of outside consuitunte; we brought in
geroups to talk with us on it, and I think it would bo very constructive
to show the procedure that we followed in teying to"arrive at the
vepline ta the quostions that were submitted to us,  We will bo glad
to do that,

Senator Doveras. Mr. Patman, in view of the questions of Dr,
Murphy, I would like to be privileged, if T might, to ask some
questions,

Representative Paraean. Certainly, Senator,

Senator Dovaras. As we all know, last April the Reserve Board
_adopted the so-called policy of fiexible support of the Government-
bond market, rather than absolute or rigid support. Has that policy
of Bexible support resulted in making it dificult for the Treasury to
refund its issues, nonbank holdings——

Secretary Swyper. In the period—

Senator Dovetas (continuing). Since April of 19519
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Secmtmy‘ﬂﬁmm. Wo huve boen able to in the clituste in which we
have workedw—

Mutistor Dovatan, That way done with only flexible support and
with & net deesease in the total volums of Government securition held
by the Resvrve, v ,

Movrotnry Murviun, Well, the Ressrve holdings are a little higher than
t yoar ago,

"he pertineit Oguves on Pedernl Heserve boldings of Govertmnent securities
reforred 1o e the following

- Milsion
Feh, 18, 16t - ‘ 21, 881
T B, B2 i st ie e et e e e o st e st i 29, 514

Hantor Dovatas, But the Just figure-- o

Moorutary Hernett, 16 dow not meks why difference,

| Metndor Dovinas, 'The last figures 1 waw were $500 million lower
than e

Neatetnry 8nynon, In June of 1961, yes. -

Honutor Doveran, Well, if refunding operutions rincs the sccord
were cutried ot sucssssfully without any large degree of support
from the Federnl Hessrvo, what rewson do you have for thinking
they could not. be envvied oat succorsfully prior to the seeord withowt
any approcinble degron of support !

Hecrotnry Savosn Tt we conld do all of our operations by back
sighting, Senntor, 1 think maybe we wonld be all right,  f you are
facod with n vprnptmitinn at n certain time, there are cortain uns
knowne—it. fuils on you to mike a decision, and if we were always
ablis to look bnckwird to make a decision——

Henator Doveras. Dows this mean that on the basis of hindsight

on holinve thut, the ‘Treasnry and Reserve poliey from Korea until

areh wis wrong{

Hoeretnry Sxroun, No,

Senutor Dovaras, And from date of the nceord on it was correct.

Seeretary Snvyoen 1 made no such statements, Senator, Lot us
ustick to whnt I snid,

Hanntor Dovaras, Let un go back to the point.  If this worked suc-
confully in n peried of large rofunding, that. is, if the Feders) Reserve,
!myu‘qg compuratively small quantities of Government, bonda did not
intorfore with the lnvge refunding operation of the Treasury, why
cotlld not the sume policy have worked befors April when your re-
fandings, I think, were not nearly as great s they were later 3 Why
wan it necesssry to lond the member banks up with $4 billion worth of
Rosorve dollarsy
, Bueerstary Snyon, I hope that we can avoid any situation like that
in the future. -

Reprosentative Pasman. Any other questions?

- Benator Dovaras, The question was not directed to the futore but
directed to the pust. I was trying to keep off the future Jest I interfere
with the confidential nature of t?w operstions which we may have to
curry on, but I thought if the future was barred to ug it was at least
permissable to analyze the past.

Secretury Snyoew, Well, we are speculating and not analyzi
whén we say wouldn’t certain things happen if certain things di
happen, s might say today is a nice, pretty day, therefore,
wasn’t 2 weeks ago a pretty day. I just can’t go on &a&g&eory. We
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have to go biaek (o the conditions whioly we fneed af the tine, Sonstor,
when wo mnde eortain decirion,

Novator Dovaran, § vemember that, the r«l'mu!in;i prroblenm of the
Tosunury wors nob ws gevond b0 an they were b 1 Shind traed

Sooretury SNvori They were serions,

Sonator Dovatas, But ot negrent, Y ou hnd thin teeeifle voline of
votundivgs in "0 which 1 hellove you did oot v b D0, bt that,
eorveet ¢

Socvotaey Nnvorn. Wo i w henvy volue i both yonem,

Somntor Dovaran, And vot in n more sovere nituntion in bt i we
fund 00 the oporstion: wan esrvind on very e fully withoot the
Fodveat Revorve buying nn wpprecinble ganntity of Govermoent hoids,
T fuet from Jome on they aetundly mnde net wnlen of Govermment
Bonnds, diminishing the valume of seenvition eld by the Sysien,

Thae et ion natuendly comes 88 e preabileam war dobit wises s oy ore
i IR0, why was at necessney for the Beserve (o parehuas $4 billion
worth of bonds and crente Bitlions of vesseves upon which a $146 hillion
crdit oy panmion was altinately hised, with an inerease of 16 peeeent,
i the wholesale price Tovel wnd an inevesas now of 10 pereont in the
cont of living nmll v inevense in eont (o the Bedernd Qovernment. of
s R 1O billion n yonr§

Seeretaey Svveere Wo nee veey plonsed with one prosest relation:
ship with the Preasuey, Seantor,

Seator Dovaran, With the Fodem? Resorve t

Necrotaey Bavore, bmeann with the Foadeeanl Resorve, We e alvo
pleassd with one velutionship with the Trovaury and with this sub.
cotimitten,

Senator Dovavas, Since the futare and the past. ave hoth elosed (o
us, we ean fnd ont nothing about vither, I would like (o know of what
the prvsent consists,

Ropresentative Paesias. M, Seeretney, we approvinte your attond.
ance and we will foel froe to call an you in the futnee,  And of conrsg
anour tequests we will make it subjoot to your convenionce ax much as
wasthle, © We appreciate your coming hove todny and giving e the
imnq»ﬁl of your views and the answors to the gquestions that have been
asked you.

Thank you very kindly, Me, Suyder,

¢ The infornation previeusly vequested by Mr, Ensley follows:)

TREPARAVION OF ANRWERS 1o QUENTIONNATRE

Vubmitted by the Subeommittes on General Creadit Contest and Debt Manageniont
of the Jaint Comnittee on the Keonomle Repoet

Karly in August 1001, the subcommittoe subidtted n lst of questlons cover-
ing 2 wide range of matiers relating to the management of the public dobt. and
wenetary, credite and tiseal policy, both in this country and abvoad, In the
course of evtensive discussions during Angust and September this st wan re-
vised soewhat amd some new questions were added which the ‘Freasury Ninff
thonght wenld help te pive a well-rounded presentation of Hs point of view on
the muleriving problems,  These suggested additions were welcomed by the
stall of the subvwmmmittee, 1 felt that the fullest possible answers should be
given to efeh of the questions, with the ebjective of providing the subeommittes
with adeguate basie materinlz upon which to mwdertake the comprehensive study
which had been assigned to it. . »

With this in mind, I made it clear to Treasury officials that 1 was prepared to
spemd 25 wuch time as was necessary in the months ashead to shape the answers
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Tt innt form, Bvgthermore, 3 fanteactod e Ganeral Gosisel 1o net aw offieial
contaet with thils congiemdonnt spbeoanoi ten b 1 st mnnhee 48 ha 14 The
contnet with othes coarnditeons of Congress, 8 bteieted (he Breetor of the
Voehindend Mead, 10 Binent Ansintant Mecgsdnry, nod the Geneenl Conmel fo detneh
frome other dublen, Jasofne us ponkdhle, mieh bien of thele Rtaffs s wirs
NeeeRRn Y G pregeee aniterind fog 1o niiewersn Lo the guentiontmire, il te
amsetnble g geoup of cossulting sesporcie, Bisth econonde g logad, who vonld botte
Delp R prepinre mswers 1o His qoestions o) provides varying golite of viow wiils
vemput Fo ow Fhe gquest oo atght e nnswored,

Tl fodlowlimg conmittntte wires contaeded wd weren bieought to the Cronsary
Fram thne to i bed wesg it Avgomt il Inte Db ;
Me, Werdoy Bhndow, vies prenttdent wid sconomist, Seviog ‘Frant Co, New York,

NOY.

e U Low Bl dbeertor of Dbt elnt eddofdyntion, Carboghie Sutitute of
Terhmology, tatmrah. o,

Doy Droviglin Anderuen Hoyen, professoe of business gdminist cstion, Ynlvereily
of Miehleva, Aun Arhor, Mich, s

M Mibvontny Keiz, foredign romenredy dbsbidon, Bodernt Beaerve Bank of Now York,
New Vorlg, N, Y.

i Pl W, MeCrneken, profusor of bsdpens ndintninteatlon, Unfvaesity of
Michignn, Ann Avbor, Mich,

D, Mavens Nodlee, Gondunte Hehiool of Busines Adminiseation, Now Yoek
Univornity, Now York, N, Y,

Mq‘. donephs f. O'Connell, Jr,, Chapiign, Bryson, Walsh & O'Connel, Washington,
[}

D, Rotuned 1. Roblonon, profensor of binkdog, the Sehoot of Compeees, Norihe

wanitorn Uadverntty, Kvineton, 111,
dudie Humael 1, Rosentin, New York, N Y,
l"kl l,'nwrmwn I Nedtzer, professng of cconmalen, Wayne University, Detroft,

leh,
ln',’ Heney € Walttieh, Dopartinent of Beownnlen, Yals Unfversity, New $aven,

Cogn,

Phere anen hve hind a0 while range of oxperiencs in mntters reinting to dets,
nutgement, monetary, evsdit, and hend polley,  One wan a forines Gegeerad
Comnued of the ‘Crenmnary, two wiea former Auslstout Drisectors of the Freaniry s
Bechndend Mtalt, two wiere fortner sietbers of the Beseaseh Sl of the §somrd
of Governors of the Pedernt Bowerve Bystem, one wam g Forinse tnembws anid an
othey o curvent member of (he venenrets winff of the Vodorat [eserve Bk of
Now York, ane wirk st former mendare of the pesesireh staff of the Weosderist Roweryee
Bonde of Minsenpolby nnd one wink former connsed to the Prosident, of the {ntted
Rtntes, I thio nggreginte, they represeated great techindoal ability snd varioms
pelttn of view, ‘Phey provided ws with s grest desd of helpe both in Washington
and nt thete home loentlons and contribmted mnny usetal Sdeoas sl mgggent fons,
tmnny of which swere worked fnto the finn) nnwwera,

A nutuher of (hie quontions derlt divectly with general mintervial omn the subjeeg
of publie debl snngeisent. ol moncetary, creddt andg fueal poliey, and desfts
Of the nuswers to thess questions were prepared Initially by the conmulting
CXPOrtN, 1 Rny cunes, Wo oF 16T A