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I appreciate this opportunity to present the views of the

Board of Governors of the Federal Reserve System on S, 1201.

Section 1 of the bill would extend for a two-year period the

authority granted in 1966 for flexible, coordinated regulation of rates

payable on time and savings deposits. For a number of years the

Board has recommended that this authority be made permanent.

This recommendation does not, of course, mean that rate ceilings

should always be in force. Cn the contrary, we hope that changes

in the structure of our financial institutions and in economic and

financial conditions will, in time, warrant a suspension of such

ceilings so that depositary institutions can compete more freely

for the savings of the public. Recognizing that ceilings are not

always useful, Congress in 1966 authorized the regulatory agencies

to suspend them when it is appropriate to do so.

In addition to authorizing suspension of ceilings, the 1966

amendments widened the grounds for differentiating between kinds

of deposits in establishing ceilings. Both of these features of the

1966 law proved to be of great value last summer, when ceilings

on large-denomination CD's with short maturities were suspended,

thereby helping to relieve tensions in the commercial paper market

that arose in the wake of the Penn Central bankruptcy.



This authority lapsed on March 22, but apparently will soon

be extended until June L This temporary reversion to the pre-1966

law has created no real problems in view of current market conditions.

At other times, however, return to the pre-1966 law could force

retention of ceilings when they are no longer needed, or require

imposition of ceilings without regard to size of deposit. The authority

to differentiate between large-denomination money-market CD's and

smaller consumer-type deposits may be needed again if we are to

avoid undesirable shifts of funds out of thrift institutions or disruption

in financial markets generally. The Board therefore continues to

believe that the 1966 law should be made permanent.

Section 2 of the bill would remove the time limitation on

the authority of the President to establish voluntary programs,

including programs for restraining credit? under the Defense

Production Act. The authority to establish voluntary credit restraint

programs under that Act was terminated by the Congress in 1952,

but was restored two years ago in Public Law 91-151. The Board

recommended against restoration of this authority in 1969, on the

ground that it was not needed. However, Congress decided that

this authority, along with authority for mandatory credit controls,
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should be on the statute books in case of need, so that the President

"would be afforded the broadest possible spectrum of alternatives

in fighting inflation.ll Since the 1969 legislation provided permanent

authority for mandatory credit controls, we see no reason for

treating the authority for voluntary programs differently.

Section 3 of the bill would extend the authority granted to

the President in the Economic Stabilization Act of 1970 to impose

mandatory controls over prices, rents, wages, and salaries. The

Board believes that measures besides general monetary and fiscal

policies are needed under present conditions to deal with the twin

problems of inflation and unemployment. As I suggested earlier

this month in testifying before the full Committee, a multi-faceted

incomes policy is called for to improve the functioning of our

labor and product markets--a policy that the Board believes should

include a Wage-Price Review Board* Such a board, with power

to mobilize public opinion in support of voluntary efforts to curb

inflationary wage and price actions, would be more in harmony

with our traditions than would mandatory controls, which should

be used only as a last resort.


