lire President, on April 18 I wrote the Secretary of the
Ireasury for information about the basis of the Administration's
Mmumhtmﬂ.ummsmmsmuy
offerings. Ihlnauphfmnr.mmm,m
to the Secretary, 1 request that the correspo.dence be
MdehthmuﬁnflrmumlM

kr, Burgess has made it quite clear that the 337 interest
rahmﬁblﬂtmdBﬁ-nrhrﬁshamdhylmMﬁth
the advice of large investors, writing:

"esothe Treasury and representatives of important
iawstor groups meet on an informal roundtable basis
whenever the situation appesars to call for ite.."

He fwriher explaing:

"esothe Treasury must adjust the terms of its of ferings
to conditions as they exist in the investment markets,
mmmmmmmw
significant amount of genuine savings unless it offers
miﬁ-mtnuo-lommmuhmw
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Ireasury's decision to pay a 2-5/8% interest rate on more

than §5 billions of one year Treasury bills —- a repte 3/8%

above a similar issue in February and 3/4% above a year ago

«= this significant paragrapgh appears:

{
]

"A Treasury spokesman said the rate for
certificates was the lowest at which the new issue
could be sold in the existing market. He sald this
determination was made after conferring with in-
vestment bankers ."

Mr. Burgess' statement that the government "must"

adjust to the requirements set down by these large investors

utmau;uuuch*mqormmmammm

dtates, in effect, to manape the federal debt by surrendering

that management to the New York investment bankers.

On Thursday, day 1k, the New York Journal of Commerce

said in its leading editorial:

borrower that
market for

"The Treasury is potentially so large
if it undertakes Lo compete freely
funds with private borrowers, without Federal
Reserve assistance, a wvery sharp rise interest
rates is bound to result at a tims when private demands
for funds are large, too.

¥
L1



e o
w:m@@Ymm
shown, is bound in time to precipitate a depressione”
m-deofm.ﬁwmtu,otcm,

what is a fact: there is no "must® about meeting conditions
set down by the big New York bankers. The United States
mmtmmhmummmmm_wm,
Mhmm.mhutcmormm
insurance companies what interest it must pay,

The effect of large government offerings on interest
huxmumwmmmmnm—
and that is exactly the ccurse which the Journal of Commerce
advocated in its editorial. It said:

“There is a middle course open to the Treasury that
mmmmmummu
POLicY oo



mmmaw«m.ﬂmn. which is a
e@umm«mclmmmmusuu
'*t"donmsmm.nw.

is a matter of policy, it is clearly the intention of
wmmmumm-mwmﬁu
Jack up government interest rates. w.hw;umm&mt
quite clear both by his assertions in this reply to my
inquiries, and in public declarations, In a speech to the
Hational Association of Mutual Savings Banks here in Washington,
umd,mgumm,muua'my{
mw*nmmmummmwm
rmmiarnm-m;gmtmm

operations,



-5-

i S ) o

market confirmed the wisdom of Treasury setting the interest

on the Covernment's long term offering at a 3% interest rate
was exactly right; that trading in the new bonds has remained
arcund par.

Any such conclusion arises from the erronecus assumption
that the market somshow inexcrably sets the rate; that the new
high interest rate on the government offering did nob, of
itself, set the market; and that it makes no difference whether
the United States puts 2% or 5% coupons on its bonds,

There is sbundant evidence that the latter, and not
the fomer assumption, is true.

Fhen the new 3% bonds were announced, thoﬂﬂ'lﬂ-nsﬂl
oversubscribed somewhere between 7 and 85 times. Free riders
applied for hundreds of millions of dollars warth, expecting

to make a quick profit from the lush interest. But then the
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poliey. ILower interest federal securities declined. TVictory
2§k bonds dropped down mear 92. Prices of corporate bonds
and stocks went down. The big New York City banks raised
ancmﬂimuutuutothmhm.
Bythﬂ.thmmmmmmm.
mwmmmaammm—m
because ir. Burgess had guessed too low on W at the market
demanded 28 to interest, Mt because themarkets had adjusted
themselves to the new high interest policy of the Administyation,
Im&MM&.mMHMMMb
contend that "the market itself confirmed the fact that the
Treasury of fered what was necessary to attract longsterm funds,
in compatition with other borrowers - and no more than was

nece;sary."
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emﬁaudthlmthﬂdﬁthsﬂ!uﬂuam
ummmnmmmdm-ﬁom
securities, Mr. Burgess said:

'mmyrmthtumtpﬁmer]m:-
Securities have fallen and that interest rates
bmﬂmww:\km.wnthr
than weakening the finmeial institutions... 4
muﬂumemuuhm-
Government issues provides these institutions

with opportunities to invest newly accumulated funds
ummwmm,nm
rates of return, As a result their financial
structure may be strengthened and at the same

time increased dividends mgty be provided to millions
apummmmmdwm.'

A very differnt view of the "advantage" of a situation
uhich has depreciated securities values is taken by Business
Wesk magaszine, whose publisher is the former New York state
Superintendent of Banking., In their editorial of May 9,
ﬂmummmm-,mmmdn

"eeothe fall in the of government bonds has
carried the victory 's down from above par to
almost 92 last week. With over §3.8 billion of that
mmmwumtmmu
suffered by holders of that one issue alone now totals
about §350 millien,
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ir. Burgess’ letter to we indicates that the loss of

mumwmmuﬁmbom-mor

mmww
umm m

Mmr m
m&% :

htdummmhﬂtﬂ.lﬂaﬂw

hiudfnt,htthmhdnuﬁouwmmm

umnwm.wmmmummm

ammmm-wmmem that the

agreement is not intended to close the eyes of supervisory



drop in a group of securities in the bank portfolics.

If there is agreement that no decline in Group I
securities shall be appraised by supervisory officials, this
Congress ought to be advised of it.

Mr, Burgess' commnication to me indicates that commercial
banks of the nation hold $63.3 billion of government securities.
The capital accounts of the commerical banks aggregate §12.9
billions. For every point decline in government securities
in bank portfolics, there is therefore an unrealizsd loss in
thmumudmmuumxto_lwy
5% of their total capital account,

mmwuwwmm@'
interest rates extends, as Business Week has peinted out,
to other Group I securities. I am advised that total Group I

security holdings of commertial banks, which includes governments



value of Group I securities held by the commercial banks, or
more than 5% of their total capital accounts.

If bank supervisors are unconcerned by the present
situation — and I am told that at least some of them are
concerned by it =- then certainly it is time that this
Congrmumimuthatﬁh'lwothﬁmth
stomach" is digestible.

xukp-mummnmmmqm
the full text of the Business Week editorial.

1 also offer for inclusion at this point in my remarks
a column by Doris Faeeson, which appeared in the Washington
Star and other newspapers, commenting on the Treasury high
interest policy, and on its deseription by Business Week as

uwr»mm,mwmmmm:-:

e fm__ b gl

wfiasco that had been handled ineptly."
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b, Pruldm@rmth protests

of mmufacturers and such spokesmen for industry as Business
Feel and the Jomrnal of Commerce that the interest rate
increases are regarded at least as excessive and untimely in
the productive, industrial segment of our economy,
The only beneficiaries to whom Mr. Burgess points in
his letter are "policyholders and savings depositers®, which meaas,
of course, insurance compmies and baks,
Ithohimtmﬁlmwmwm“yh-n
hum%mﬁmdsmﬂwmﬂn,wmm
increased interest revemues, would be distributed within the
comperical banking structure. He explains that any caleulation
of lesses on holdings of Uovernment securities as a tesult of
declines in the market price would reQuire a detailed
examination of the records of the individual institutions,
The Treasy*does not seem o know what banks are heavily in

Governments, in governments and other Oroup 1 securities, or



greater than average advantage of the new hisher interest

rates,

Any analysis of recent reports of 1952 bank profits
indicate that they have been quite uneven.

According to the National City Badk letter, the profits
of banks, which are & major beneficiary of the general rise
m;uhammminliszumtmttoh |
experience of the country's leading industrial corporations.

Mmadnghhwhmmiﬁ.mtfwupim,mj
their profits in 1952 were 7 percent below 1951,
hummyh&'smum&d:nlurmuutm
of §512 million in 1951, This was increased to $553 million
in 1952, for a gain of after-tax profits of 8 percent.

A study by Kidder, Peabody and Company, Inc., entitled

"ithe Case For Bank Stocks®, which is restricted to the 28 large



Hn!ﬂﬁwhm,mummwitfmm
corporations studled by the Mational City Bank,

According to the Kidder-Peabody study, the average net
opsrating earnings of the very large city banks, such ss those
in Hew York City, rose 13% between 1951 and 1952, Tuis is
cmmﬁthamslmd'uhGMIc
the largeNational City Bank group.

it we go further and examine the individual earmiie
experience of the select 20 large banks, all of them within
mﬁomuhummnfm-mmnrmu
differences.

For example, on the basis of net operating sarnings per

share the Bankers Trust Company of New York City showed the

largedl 1951~t0~1952 gain, It ammunted to 3h%. Chase National



percent. Some of the others which exceeded the 8% average
inerease in earnings of the 315 surveyed by National Hank

include the following:

Wthl.x::;mm....

28%
: 208
ﬂmm.h!uici s s 800 e 168
Ouaranty Trust, New York City « o o« o o o o 138

cur'.....m

g
f
g
i

hetually this recard of profit for the nation's leading
emnmmmhwmtuuumu
xm.:utmmmmwmﬁutuwt
rates, for several reasons, namgannmmretm
MM&“W“WNM“MM&“W
m«rmmwmm.mmumm@w
in the early part of 1952 was reflected in a decline in business

loans cutstanding, The offect of the inarease in prime
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until term loans which had been made at the lower rate had
matured and were rewritten at the higher rate, In addition,
the bank earnings in the firet half of 1952 frem yields on
Government securities were effected by the decline in yields
on short term issues.
na-:orm«muanmmmeuuu
invested in short tem issues, which mmhwm-mt
mm.mmmermm.mmwm
hmuuwurnmum,
RHW%%MMhMW
mmmmmwmzamwhamhmm
classifications of banks, Oarllilthﬁndpolm
responsibility. MfwMMmhnm
mmumtuu-mmwnmmmuu

the appropriate comittees of the Congress, without advice from



LCORY. camia

them to the Congress, and apparently without, as we have seen,

even a careful analysis of its effect on varicus classes of
finaneial institutions.

the known fact that large sity banks have been getting
& more than average share of increased banking profits, and
mtwmmmnmmm-mmm

securities, vhich mature and are replaced within a few months

by higher interest securities, is indicative that smallge "country®

banks may have suffered a dispropegtiomate share of the
unrealised depreciation in market values, and will benefit
least from the higher interest ylelds,

Certainly it is & matter of sufficient concern to us
that Congress should not blindly permit this high intercst.
policy to be further pursued; it should not permit the spiral

to move up another notch and then another and another, without
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IMuMWmanqpm¢ﬁocut
of this higher interest policy to the users of credit —
the consumers,

Mu-mmwnummmmu
some quarters,

dgriculture is one of then,

Frices meceived by farwers dropped 2% from bareh 15 to
April 15, 1953. In the same period the new Adminis ration
dealt a double-barreled blow at agriewiture throghh i new
high interest rate poliey.

'm'rmmmuu

9 W‘thMMvacthp.
supported loans from 33% to L%, mmﬂmwm-u-uh
mm.m.mummum-m

in loan" at the price support level.
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2. nrn-CYwu-m

import Bank of Washington on loans made to foreign nations to
permit those nations to purchase U, 5, agricultural conmoditics.
(4 §k0 million Japanese cotton eredit announced Aprii 1k was
at 33% interest commred to 2-3/4% on previous similar

loms).

MMMMOIMMMMMRM
apparent to the &inum.nmthushithm
without the advice of a Counsel of lconomie Advisors.

am&-zxmummmdwnr-nu
mmﬁbwwmﬂ.ﬁ.rﬂnm-ﬂmw
m.SSm;m.whymdmlﬂnuhmM
Ihe parity reiior (relationship of prices received -’gtu:-n
upricupa.ldwﬂh)nal%t.onh'”. The increased
mmwmmmwnﬁmmm-

mupﬂuwmnmhthnhﬂmudu



agriceliure's economie position,

Agricultural exports are dom. They dropped from $l
billion in 1951 to §3.h billion in 1952, The new Administration
plummnlbwtmmtemw. But, instead,
its first concretemove in this field is a stiffening of
ummumtucm;mmummmmer

imericen farm commodities.,
The 275 inerease in rate on the Japanesecotton credit

was made in face of these factd:

Cotten 1 5¢3 million bales in 1951 to
llr mdr?:dfm n bales

Cotton exports from August 1952 through February 1953
mmm:-ﬂorthmmamwm.

Expert=luport Bank credit has played a major role in
preventing even greater cotton export declines, (The
bank extended  millions in cotton credits in the

mmmtw\mdeiw
to the scund operation of the Rnk, (The bank made
mnummmmz:‘&gmum .
deducting operating expenses an million interes
paid to the Ireasury,) f



msmmmmmg-um, entirely
aside from these actions already taken,

Apparently seekisg to "climbd aboard® the Adminis:iration's
tight money policy, a new Republican member of the House of
Regpresentatives has introduced & bill to double the imterest
rate on loa s made by the Rural Electrification llhinhtﬂﬁ.n.

If that bill, H., R, 5356, were sver enacted by a shorte
sighted Congress, it wou)‘ raise the power costs to farmers
of America, set baci progress of electrifying agriculture, :
and virtually block the rural telephone progzan jJust getting
under waye %

The bill is Just one more example of the spiraling
effocts of the mmtim-‘; high interest-tight eru‘lit-

policies,
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mmmmummmmmty
«mmmmmmmmy.amnrm
mammmwwmmnm

press. For example:




annhqnw : in any
active egconomy, socmetimes to the advantage or detei-
ment of cne group ani sometimes to another."

One week after Secretary Humphrey predicted readjust-
sents, they were well under way. New York City banks raised
interest charges on loans to borrowers with the best credit
e v 8 S . M ot 30 i o
action which was quickly followed in Chicago, Philadelphia
and other major cities and will, of course, spread to banks
in all the towns and villages in the nation.

ammam&-':m-.u-mum,
lenders. On May 1 the Wall Strest Journal gave its leading

news column to & story by Lindley H, Clark, Jr. announcing that
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CeleTs Finavial Corp., General Motors Acceptance Corp. and
Commodity Credit Corp., had alveady moved to "hike" théir
basic rates. Une of them was increasin: from S5§% to 6F =
actual ly an increage from 11¥ to 12% on a 2l-month loan since
the interest is charged on the full sum for the full period
of the loan rather than on the balmce due after each
installment is paid,

The day before this increase in consumer rates was
mumsm:mwumwu
of Col.7, Finmeial Corp. in the first quarter of the year
had increased 12% over the like 1952 period. The president,
Arthur O. Diets, had told the annal meebing of the Corp.
that ocutstanding consumer credit wes not excessive., le
warned that some persons "would g parently seek to curtail

installment buying, without realizing the extent to which this
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mammmm:-mw
solﬂanth.lmmﬁ&' Commenting the follewing
day on his company's !.ntumlmtom.lr.
Vists explained that it was necessary "in order to keep
pm-iﬁMuh.Mﬁomtd’m
ANSYees™
o&umcmmmmm

be seen in the Business ﬂﬂmmmul'&om

Steset Journal. On April 28 it reported:



Detroit Fdison Company's $40 million issue of 35 year general
and refunding bonds offered April 30th were sold at the |
highest interest yields of any public utility bond sime
mi’)&mhmhnr&ﬂm. |
The Chicago Great Western Railroad was forced to decline

the single bid it recegved oo a $6 million bond offering,



Dnlpﬂﬂ@w” prutpondthtuh

w;mmmmxmm-m@
of the decline in its stock prices which followed the
Ireasury interest rate boost.
Iukemtltﬂhpdﬂshwmum
mtmmmmm“mummnmm
JM‘”&.MM‘I&.&‘MMR&
m“c&&uw.mmm
mmmcmmumumwyw
COEercee
mummcruam-m
mummummnmm The
muurmmummwnnﬁam
table of Increased Costs to Borrowers From Interest Rat®s

Increases, January 2, through May 19, 1953,
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wmmdmmmammv

alone will be §132 million dollars. -

Mmuhawmumlﬂnrd
Mmtomt““h“'&oﬂum
fie would be dencunced as obstructing "economy®, But this
extra cost —- and there is mome to coms —- has been incurred
without consultation with the Congress.

Imuththmm“nmmun
m“tmhrm.h-mn,m
and foreign borrowers, be included in my remsrks at this
point in the Record,

lr, President, I feel very strongly that appropriate
mzmnmmmmmmﬂmn
the effect, and prospective addiiional effecy, of the new

interest policy on our economy,



hnnmnmnnpu’hthtti.mcmlumdh
proposed Lo us. But we are now within a month of time vwhen
aﬂ-:wﬁm&lhpoﬂh&a,mmnmmm
thttomﬂllhoromc

&mtaimhmhm&thobjwﬁu
Mudp&middwmuvmwﬂdhdmt
ulu—tothcmmm.uuuuwsﬂmm.

Ccrtainhithnntﬂatommcﬂponqmto
th.hminmtlnginltitnﬂmandothmmlmtom
that the government ™must® pay their price for e use of
money. Neither do I think that fiseal policymaking should
be turned over entirely to borrowers.

In my opinion, the Council of Economic Advisors should
be immediately reconstituted. It should be mamned with

economists of the greatest competence and objectivity, able
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to keop them appropriately moderate. There should be a
nmmmmmpmu, before any further
fiscal policy steps are taken,

in thewsence of the Council, and of investigations md
hmmwmmcnum.nmmn-mm
amofmuucwm, it seems to me urgent that
the Congress itsdlf initiate a study of fiscal policy,

“here is pending a Joint resolution by Senster Murray
mm&mwmrmmmu
SUppart government securities which might be the basis for

nu&atﬂyﬂamuomum.
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u:mmnmrmmmhmmm
emmw,m-mtouumdmw
ment, it is his position that, to meet the requirements of
mum,nmmmmmo:mm
to the requirements of the market, without Reserve Bank aid,
48 those requiremsnts are reflected to the Treasury by the
_hrpmmﬁummm'nm

Wum;uhm.cmnumm
ltmhﬁ“iwwfmwmmm.tm
Treasury policy,

mummthﬁunmmn-
mumnm..umummummmh
nideyear economic report cowring this field. And Joint
Gﬁttuhwlmmﬁmﬂ;mnﬂormhsnm.
Immmwnmrwm-hntmn-

oun study without further delay,
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