4 weellng of the teder . .psn .arket Committee was held in the
offices of the Board of Governors of the Federsal Reserve System in
sashington on Monday, November 29, 1337, at 2:30 o35, 18

PRESENT: Nr. hecles, Chalmman
Mr. Harrison, Vice Chaimman
Mr. Szymezek
Mr. Mclee
Kr. Ransom
Mr. Davis
Mr. Sinclair
Mr. NcKinney
Mr. Martin
Mr. Dey

¥r. Morrill, Secretery

Mr. wyatt, General Counsel

Mr. Goldenweiser, Economist

Mr. Williems, Associate Economist

Mr. Dreibelbis, Assistant General Counsel

Mr. burgess, Manager of the System Open
Merket Account

Mr. Cerpenter, Assistant Secretary of the
Board of Governors of the Federal
Reserve System

Mr. Thurston, Speciel Assistant to the
Chairman of the Bosrd of Governors of
the Federal Reserve System

Chalrmen Eccles suggested that the Committee hesar first the re-
ports of Messrs. Goldenweiser and Williems on the business end credit
situation.

lir. Williems reviewed the circumstances which attended the de-
velopment of the present business recession end steted thet the decline
{n business activity, which wes expected in the summer following the
abnormal activity in the spring, did not eppeer until Aupgust because of
the fact that production was mainteiped chiefly on orders for inventory

accumulation snd forward buying, which hed been relatively larger than
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was realized at the time. The delay in the recession, he said, made it
more severe then if it hed come somewhat sooner and it was aggravated by
the major decline in security prices which was quite unexpeoted and
which csused everyone to wonder whether the country was facing another
depression.

He then compared the present basic economic situation with con-
ditions existing in 1929 and expressed the opinion that such a compari-
son was highly favorable to the present for the following reasons: (1)
The relatively small amount of construction during the last eight years
hed resulted in & large esccumulsted demand for housing; (2) while the
future needs of the utilities were uncertain because of the politicsl
situation, the demand for utility equipment would be larger and perhaps
more pressing than for housing if the uncertainties in the industry
could be removed; (3) much railroad equipment was obsolete and, except
for the unsatisfactory economic position of the industry, there would be
a substantisl demand for equipment, in connection with which My, Willlems
expressed the opinion that, unless there was an increase in traffie or
some specific action was taken to improve the position of the railroads,
which were suffering from rising wages, tax costs, and fixed rates, it
was difficult to see how the industry could male eny msjor contribution
to recovery; (4) there had been a period of approximately eight years
during which, with the possible exception of the last one or two, there
had been installed less than & normal amount of new general plant equip-
ment, which, together with the rise of wages which hed occurred in recent

years, should create a considersble impetus toward demands for improved
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plant equipment when the outlook is clearer then at the present time;

(5) there had been much less speculation during the current period then
in 1929 either in securities or resl estate; (6) the position of banking
was better, with much less possibility of hoerding because of deposit
insurance and with many of tne wesker banks out of the picture. In the
light of these conditions, he regarded the conclusion as warranted that
the present trend could not go beyond a minor depression.

He referred, however, to some elements in the present situstion
which were different from the conditions existing in 1929 and which ren-
dered difficult any forecest at the present time. He stated that there
never had been & period of recovery during which there hmd existed, es
in the present situation, continued monetary ease throughout the period,
and that, for thet resson, & policy of monetary eese could not be counted
on as a major corrective. Another important thing, he ssid, was the
Government fiscel policy, in that this was e year of transition from pub-
lic spending to & balanced budget which it was anticipated would effect
a reduction in the national income of from §2,500,000,000 to
$3,000,000,000 and which presented the question whether the transition
from a program of public spending could safely be effected with such
repldity end whether the transition should not have been begun earlier.
The third question, he seid, was the relation between the administration
and the business community arising out of the reform and recovery progrsam
of the former, and he expressed the opinion that i1t would be possible to
meke some adjustments without abandoning the major reform objectives con-

templated by the program. He felt that, if something more than a minor
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depression should develop, the reasons therefor would lie in the field
of these three questions,

Mr. Williems then stated that the conclusion was guite clear
that those in suthority should not sit back and do nothing, that the
program of Government spending should not be revived, but that steps
should be teken to devise & means of encouraging private investment,

He sald thet it was unwise to do nothing on the supposition that the
situation would work itself out, snd that the prudent thing to do would
be to teke affirmative action to help the situmtion along.

In connection with the cuestion of the revival of Government
spending, he expressed the opinion that the limits on the time and mag-
nitude of a Government spending prozram had about been reached and that
it would be better to continue the policy of belsncing the budget then
to abandon that poliey. Resumption of public spendinpg, he said, would
tend to create &n unstable banking snd business situstion and further
uncertainty. He preferred tc see the transition from public spending
to 8 revivel of private investment effected with as little complication
by outside influence &s possible, and, therefore, since the primary
causes of the recession were non-monetery, he would put the emphasis
on the program of private investment snd fi{rst and foremost on & pol=-
icy of reviving the construction industry where the most obvious gap
existed. In this connection, he felt encouraged by the fact that
since & diagnosis of the existing circumstances indicated that the sit-
uation did not need to get out of hand or result in anything more than

a minor depression, there was a favorable atmosphere in which to work
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out & program of privete investment.

Whether a minor monetary program should be fitted into the
major progrem, in his opinion, was a secondary question. With refer-
ence to the question of taxes in the program, he felt that there should
be a careful exploration of the undistributed profits tax, capitel gains
tax, and surtex, to determine whether some adjustment should be made
in these fields.

Mr. Goldenwelser stated that, while no reference could be made
to concrete changes, it was believed that the situation had improved
somewhat over two weeks ago with some improvement in sentiment. He said
that there was no previous record of a simulteneous decline in security
prices and industrial production that had been as sharp and large as
the present one, that this movement was accompanied by a psychological
reaction which was widespread, and thet it had resulted in a feeling of
resentment and salmost of despair as well as uncertainty as to the pros-
pects of recovery. While this feeling was still present, he said,
there had been a sufficient change in the atmosphere sc that the situae
tion could be considered s little more clearly at the present time then
wes the case a few weeks BgO0.

He then stated that the rapid rise in business activity in the
spring resulted from everyone wanting to get materials before prices
advanced further and plant capecity was exceeded and thet after these
orders had been filled new orders were not adeguate &nd the recessionm,

whichk was greater and much sharper then anyone had anticipeted, was the

result.



11/29/37 B

In connection with the System's position in that situstion, Mr.
Goldenwei ser referred to the policy of nmonetary ease which hed been
followed since the early months of 1922, which had been effectuated
through open merket operstions, devaluation of gold, large gold imports,
reduction in rates on time deposits, and generelly liberal policies,
as well &s Covernment spending. He stated thet, vhen the Bosrd of
Governors in July, 1936, increesed reserve requirements of member benks,
the ection wes teken &8s & means of preventing future unfavorable devel-
orments &nd not as a reversel of the existing policy. Be also seid
that it was, however, the first move that was not in the direction of
further ease and was followed in Lecember by sterilizetion of gold by
the Tressury and in January, effective in March end May, by further in-
creases in reserve requirements. He added thet, while these actions had
been referred to as ceuses of the recession, in his opinior, the recese
sion wes the result of non-monetary causes which were more fundemental.
Fe concurred in s position which had been teken by Mr. Williems that it
would have been better if the last increezses in reserve requireaments
could heve been made effective sooner, before long time interest rates
had declined quite so low end before boom psychology had developed.

He then expressed the definite opinion that the action in rais-
ing reserve requirements wes a correct action althoush somewhat late and
thet, if the policy sdopted by the Federel Open Merket Committee last
spring of increasing the System portfolio had been put into effect
earlier end more vigorously, regardless of whether it would heve re-

sulted in sny different situstion from whet exists today, the System
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would heve been in & stronger position the next time ection wes taken.

The gquestion before the System, ir. Goldenweiser said, was
whether it should teke any action et this time. He felt 1t wes impor-
tant thet the System maintein a flexible attitude and be prepered to
avoid the mistake of teking desirable esction too lete. He was slso of
the opinion thet the recent purchases of securities by the System were
helpful es indicating & lack of rigidity and that, i{f, after the Treasury
financing was past, there were the slightest indicetion that open market
ection would be desirable, such action should be taken, not with the
thought thet it would cure the situastion, but rather with the knowledge
that there was practieslly no danger in & policy of further ease at the
present time.

He stated that he was of the opipion thet the present situstion
did pot call for desterilization of gold by the Treasury on monetary
grounds as there was an abundence of reserves which was likely to con=-
tinue, snd that if a shortage of reserves should develop it would be
better for the System to act through the open market rather than for the
Treasury to desterilize gold. He felt, however, thaet if the present
business situstion continued end the Treasury believed it was desirsble
greatly to increase its expenditures without increesing the pubtlic debt,
the System reasonably could not interpose sny objection to the desteril-
ization of gold.

Mr. Goldenweiser then presented a chart showing the estimated
cash income and expenditures of the Treasury for recent years snd pointed

out that, eccording to budget estimetes, Treesury operetions for the
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fiscal year 1928 on a cash basis would actually take in more money than
would be paid out, wherees durine the previous fiscel yvear spproximeately
§2,000,000,000 was peid out in excess of the emount teken in. He ex-
pressed the opinion thet, if actuelly carried out, this would be an un-
precedented drop in Treasury expenditures and possibly more then the
country's economy could sustain. He added thet, if the Treasury should
feel it necessary to desterilize gold in order to meet expenditures, the
System later might be faced with a difficult situation for the reason
thet if it should be necessery to absorb & substantiasl emount of excess
reserves through allowing maturities in the System portfolio to run off,
there would result a situation where the System would be left with e
emall portfolio of securities with relastively long maturities which would
be inadequate to meet future problems of credit control. In this con-
nection, he said, eny large addition to required reserves to ensble the
System to menage the situation would only sccentuate the problem of how
to maintain membership in the System.

He also referred to the fact that the seesonel increase in the
demand for currency end credit this year had been very much less than
usuel &nd had resulted in the banks having larger excess reserves then
there had been any reason to expect. This situstion, he felt, was not
entirely due to the smeller demands for currency &nd credit resulting
from reduced business activity and lower prices but also to the use at
this time to meet seasonel requirements of funds paid out es bonus pay=-
ments last yeer. He did not enticipate that the further increase in

currency between now and the end of the year would carry the smount of
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currency outstanding tu & figurse above that at the peek of demend last
year,

He said he saw no occasion for any major monetary action at
this time, but he felt that minor monetary sdjustments might be made
in pursuance of & liberal policy in the present situation.

In response to an inouiry with respect to the relation of
prices of farm products and buying power to the recovery movement,

Mr. Goldenweiser said that the farmers' buying power was an important
fector in sustaining economic activity; thet the prospects for prices
of farm crops next yesr were not encouraging; snd that, therefore, it
was all the more necessary that something be done to encourage privete
finaneing in industry end to sustain the industrisl demand for sgri-
cul turel products as much &8 possible.

There followed a general discussion of exlisting conditions,
during which Chalman Eccles suggested that, in order to clarify the
problen before the Committee, 8 statement be drafted which would re-
view the present situstion and the steps that might be teken with &
view to counteracting the present downward trend of business activity.
The other members of the Commlttee concurred in the suggestion and it
was understood thet Messrs. Goldenweiser, Williems end Thurston would
prepare a draft of statement a2long the lines proposed by Chairman

Eecles for consideration st another session of the meeting to be held

on Tuesday.
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Thereupon the meeting recessed with the understanding it would

reconvene on Tuesday, November 30, at 10:30 a.m.

I }becretag

Approved: ééz : ig E é /
airmean.



