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November 12, 1947.

Mr., Elliott Thurston, Assistent
to the Chairman,

Board of Governors of the
Federal Reserve Systen,

Washington 25, D. C.

Dear Elliott:

When I wrote the Chairman on October 24th about
discount rate policy, I was putting down on. paper the
thoughts moving through my mind following a conversetion
with him on this subject. It was one way of carrying on the
discussion without spending too much time on the telephone.
If I had intended my letter for circulation throughout the
System, I might have gotten our Research Department to pre-
pare a memorandum for me, before writing the letter. It
probably carries more punch as it is, however, and I am not
averse to circulation of the correspondence providing I am
given the usual opportunity of rebuttal accorded to a first
speaker. Iy "rebuttal" is enclosed.

I agree with you that, if the correspondence is
circulated, it might as well go to all of the Presidents.
I am in favor of letting them have it.

Yours faithfully,

Pré&sident.

Enclosure
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November 28, 19L7.

Dear Allan:

At the last moment the Chairman decided to fly up to New
York to have Thanksgiving dinner with some of the members of his
femily who, I understand, are there. Before leaving, he said that
so much water had gone over the dam (to coin a phrase) with regard
to the discount rate that he had lost interest in sending the
correspondence around to your colleagues of the Presidents' Confer-
ence, but did not wish this to be comstrued in any way as an ad-
mission that you have the better of the argument. I em sure he
feels that you are stubborn while he is firm and that you would
agree provided that the adjectives were reversed. In any case,
he remarked that there was little chance that he would change your
views, or vice versa. Pressures have been so great that he has not
had an opportunity to rebut your rebuttal. But this thing could go
on ad infinitum. I am personally relieved to drop it right here.

Let me also acknowledge your letter to the Chairman of
November 2} enclosing a biography of Mr. Willitts.

Sincerely yours,

Mr. Allen Sproul, President,
Federal Reserve Bank of New York,
New York 15, New York.

ET:b
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December 16, 1947.
Honorable Marriner S. Eccles, Chairman,
Board of Governmors of the
Federal Reserve System,
Waghington 25, D. C.
Dear Marriner:

Enclosed are copies of a recent exchange of corre-
spondence which I have had with Mr. Thomas I. Parkinson, President
of The Equitable Life Assurance Society. I thought that you
and the other members of the Board might like to see it.

P

Enclosures
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0 THE EQUITABLE LIFE ASSURANCE SOCIETY
—~ P OF THE UNITED STATES

393 Seventh Avenue, New York

Thomas I, Parkinson December 2, 1947
President

Mr. Allan Sproul, President
Federal Reserve Bank of New York
33 Liberty Street

New York, New York

Dear Mr. Sprouls

I have your form letter of the 26th instant relating to "bank credit
policy during the inflation® in which you "strongly urge directors to see that their
banks® follow congervative lending policies.

My position as a bank director has worried me for some time. There are
many loans, particularly the term loans, being made by member banks today which are
perfectly sound in so far as ultimate repsyment of both interest and prinecipal is
concerned. I have sometimes raised the guestion whether they should be made in view
of the fact that their proceeds were adding to the inflationary money supply and have
alwaye been told that the public welfare involved in that matter was the responsibility
of the Federal Reserve authorities,

For example, recently one of the oil companies borrowed more than $100
millions from several New York and Chicago beanks for & period, as I remember, of
eight years. The credit was perfectly good, the interest rate was low, but we in
the insurance business, I must admit, would have been glad to make the loan for even
& longer period at a little higher interest rate. At the time the loan. was made,
the lending banks did not possess excess reserves in any quantity. Indeed, as you
know, these banks have been short of rather than over their legal reserve require-
ments many times during the past year. Nevertheless they made this loan. They
made it out of reserves cbtained from the Federal by selling to the Federal short
term Government paper. As you know, it was necessary for them to sell only about
$20 millions of such paper to obtain sufficient reserves to make the $100 millions
loan, The effect of the transaction was to use short term Governments held by the
benks, the purchase of which had originally increased the money supply by that amount,
to create excess reserves enabling the banks to add another $100 millions to the

money supply.

My question whether the loan should be made under the circumstances was
not one of soundness, not even one of liquidity, but wholly one of the public welfare
as affected by such increases in the already excess money supply of the country,

The language of your letter seems to confine your suggestions entirely to the
soundness of the loan from the point of view of possible loss by the lending bank.

What I am anxious to know is whether you are prepared to advise banks and
directors of banks that such loans, which increase and inflate the money supply of
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Mr, Allan Sproul e December 2, 1947

the country and are not essential for commercial purposes, should be discontinued
because of the detriment to the public welfare resulting from such inflation of

the money supply? When I raise this point with some of my banking associates, I

am met with the emphatic declaration that that is the responsibility of the Federal
Reserve Board and the Federal Reserve Banksj that it is not the responsibility of

the individual bank. I realise that the individual bank cannot be expected to do what
its competitors are not doing and that you of the Federal Reserve alone can require
everybody to do in this matter that which you believe essential to the public welfare,

Specifically, what I should like to know is whether you expect me, as &
director of a commercial bank, to use my influence to prevent loans of the type
which I have described, or purchases of assets, using reserves obtained by the
process which I have described because of their increase in the already excessive
money supply., Your letter is 2o pointedly directed at directors as well as officers
of the banks and it is so definitely lacking in any reference to lending policies,
the only objection to which is their increase in the money supply, that I feel
justified in asking you for further comment on that part of our credit inflation

problem,

Of course, I realize that the rule of the Federal Reserve Board which
supports Government bond prices is the reason for the Federal Reserve Banks' sup~
Plying without guestion reserves to member banks which turn in their Government
peper., I cannot help emphasizing my belief thet it is that rule which is the source
of the trend toward further inflation which President Truman emphasized in his re-
-cent message to Congress. I know you and your associates who administer the New York
Federal Reserve Bank cannot change the rule but as you suggest that we directors
of member banks should influence banking poliey in the direction of sounder credit
policies, may I not respectfully suggest that you of the Federal Recerve Banks do
something vigorous to make the Federal Reserve Boerd change this rule?

Our Constitution and tradition give to Congress the power to fix the
value of ocur money but what is going on under the present policies and practices
of the Federal Reserve authorities gives to the commercial banke in their discretion
the power to determine the expansion of our money supply and, therefore, the value
of each unit of our money.

Faithfully yours,

/8/ Thomas I. Parkinson,
President.
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FEDERAL RESERVE BANK OF NEW YORK

December 12, 1947,

Mr. Thomas I. Parkinson, President,
The Eouitable Life Assurance Soclety,
393 Seventh Avenue,

New !Ol'k, K. Io

Dear i¥r, Parkinson:

Since receiving your letter of December Znd I lmve been in Weshington
and, while there, testified before the Benking and Currency Committee of the
Senate on the general subject of Bank Credit and Inflation. Perhaps =y state-
ment to the Committee i3 also the best genersl enswer to your letter which I can
mtke, and I am enclosing 2 copy.

!
\
1

t me ssy that we in the
responsibilitiesz for
reaponsibilities to the
r, for those who direet
that they have no re-
you have besn told
of lniuu faire capitalism,

Now te be & little more specifiec., First,
Federsl Reserve 8ystem have no inclinstion to \hﬁr&
general eredit administretion, nor to try %o
banks, or to others, It seems to me » uttlo najve,
the inveatment of very large sguregates of\ funes ch
sponsibility for the "public welfare® ( h ie
ce
f
agtion

by benkers). To be gure, this una oi‘ tne &
but I think we now have the gore delicete \‘; trying to strike a prscarious

balance between complete irrespons bi ity of (in ter=s of public welfare)
on the part of private buningu, end cbaploto overnment controls. Thet is
probably the most importent a!qd the noqt diff¥eult esconomic gquestion of ocur time,

¥e in the Federal Faao Sylt,u heve been trying to discharge cur re-
sponsibilities in the current inflationary situstion. I knov thet you ars aware
of the steps which we have taken, in ecocperation with the Tressury, to dismentle
the wartime psttern of rates and to keep the reserve position of the goamercial
banks under zore or less constant pressure, in order to combet existing infla-
tionary forces. FPerhaps you are not aware, however, of the over-all results of
this policy in teras of benk reserves, since =z a bark director you see more of
individusl transsctione, such as the term loan to one of the cll compeniss which
you mention, Between esrly October, when our present program began tec take effect,
and eerly December, the net result of combined Treasury-System sction ves & reduce
tion of 2186 milli-n in the reserves of the benks, When it is remembered that
this reduction vas brought sbout, despite an inflow of gold samcunting to €475
millicn duriag the same period, you cen see that ve heve not been insctive, This
program is being continued and I believe that it will be incressingly effective
in terus of preventing or restraining current bank credit expsnsion.

Vhether or not the commerciasl benks have been living up to their re-
sponeibilities, you mey imow better than I. Let me point ocut, however, that the
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i 6 2 Mr. Thomes I, Parkinson

language of the letter of the bank supervisory suthorities, which I transaitted

to you, wveg not confined tc ths sounduess of bank loens, ‘rom the point of view
of pcesible loss by the lending bank, =8 you suggest, aor did it omit reference

to the effsct of lending pollcies on the money sunplys The next to last paragraph
of thet letter resd 2s follows (underscoriang supplisd):

BRIt i3 recognized thst e continued {low of bank credit is
necessary for the sroduetion end distribution of goods and
services, The banks of ths country have adeguataely met this
important need in the reconversion peried. Upder existing

conditicns, hovever, the basks ehould curtsil all losns elther
5O .V U8 g FLA8LAC 28 “ B e il 254 AKX B8 3 o 18

You may s2e that this doas not cover the Larm losn to one of the oill come
panies which you mention; that this lending wae net Tor spsculation snd that it
will belp oroduction, &s well as incresase consumer demand, V¥ell, I suspsct that

of being sxplieit sbout this pertioulsr kind + For myself, I would say that
it would now be good policy for commerq : to sncourage capital sxpend-
L itures which ars not urgently needed, o t =dd to productive capacity

in tie to help alldvists curreat shordag J would also say, however,
thet i the banke snre locking to the Pod Béserve Systexz or other supervisory
sgencles to make such declisi DAy zre inviting a degree of interfer-
ence with their affairs, which &I you, nor I would like fo contem-
plate. Or elpe they are adking for ) n of such drastic general ecredit
controls, as would dry up o {f eredit, tut probably a iot of other
credit which i2 necesaary fo : & Tlovw of goods and services at =2 high
level,

As to the guestion of whelher the {inancing of business needs for funds
should be met by the benks, or by other institutions or investors -- a guestion
vhich you =sk only indirectly -- it is difficult to suggest a hard and fast rule,

I can say, however, that it will accomplish mothing in the way of curbing further
expension of the money supply if savings imstitutlions, such as insurencs conpanies,
teke over the fineneing of business on & scale beyond their current zecumulations
of new funds, and then sell large amounts of Joverament securities which the banking
gystem, including the Federal Reserve hnkl, will have %c¢ =bporb, As you know,
thet has Deen going on, and it ig one of the recsoms why the steps which ve have
taken %o control the further expansion of benk cradit have not been more effsctive,

I em sorry thet I have been so long in replying tc your letter, With
kindest regardes,

Yours sincerely,

allea Sproul,
President.
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- BOARD OF GOVERNORS
. OF THE

FEDERAL RESERVE SYSTEM

#Office Correspondence Date_Decenber 16, 197

To Chairman Eccles Subject:

From Ralph A, Young

In its report for the third gquarter ending November 30,
the Bank Examinations Department of the New York Federal Reserve
Bank comments particularly upon the continuation of liberal
lending policies on the part of many banks, including some of
the larger institutions., The report adds that some banks, most
of them the large conservative institutions, seem to be joining
in a movement toward liberal lending and that they see no evidence
of bankers getting more selective in their credits,

Another item of special interest is that although bankers
are commenting upon their disinclination to make term loan commit-
ments, current examination reports show that term loans continue
to increase, In the opinion of the New York Bank Examinations
Department "a sizable proportion of the increase may be in loans
of a nonproductive nature and very likely consists in part of
credits which ordinarilywould be handled in the capital markets.".

RN Mr. Sproul and Mr. Williams ought to read the report of
their own Examination Department before further pontificating upon
the productive quality of the current loan expansion. Maybe a
letter ought to be written calling their attention to this report
if they have not had an opportunity to read it yet.

A
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December 19, 19L47.
Dear Allan:

This will acknowledge your note of December 16, enclosing
the exchange of correspondence with Mr. Parkinson. I found it most
interesting and have circulated it to the other members of the Board.
His analysis is right and able, but his remedy, wrong, as you will ad-
mit. You would be in a much better position to reply if you had a
real remedy yourself, i.e., if you supported the special reserve plan
or even a straight across-the-board increase in existing requirements.

And this reminds me that your economists should make the ac-
quaintance of your examiners sometime in the interest of consistency,
if nothing else. PFor example, if I understood correctly, and I think
I did, your prepared statement and testimony you said in effect that
the modest (your word) program wes effectively curbing benk loan ex-
pension. I would like, therefore, to quote for your information from
the "Summary of Current Trends in the Second Federal Reserve District,
Quarterly Report, November 30, 1947, prepared by Bank Examinations De-
partment.” THis document lists first and foremost among important
trends, "(1) continuation of liberal lending policies.” The report
states that most banks show some increase in loans over June 30 and
that “we have been noting a continuation of liberal lending policies
on the part of many banks, particularly some of the larger institu-
tions." The report then states:

"(a) Some banks, most of them large, including some
usually numbered among our more conservative institutions,
seen to be joining in the movement toward more liberal lend-
ing and are going out aggressively for larger loan volume.

We hear some talk to the effect that bankers are tightening
up on their credits or getting 'more selective', but we don't
see much evidence of that.

"(b) According to current examination reports, holdings
of term loans continue to inocrease. The totals are much
higher now than they were a year ago and this is despite the
faot that some very large credits of highly regarded obligors
still are going to the big insurance companies. In our
opinion, a sigeable proportion of the increase may be in loans
of a non-productive nature and very likely consists in part of
credits which ordinarily would be handled in the capital
markets.”
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I find it difficult to reconcile the foregoing report of
the examiners with the pronouncements of the President of the Bank.
I recognize, of course, that consistency is an obsession of small
minds, but it still has some merit.
Sincerely yours,
Mr. Allan Sproul, President,
Federal Reserve Bank of New York,
New York L5, New York.

fora
W
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NEW YORK 45, N. Y.
December 24, 1947.

Honorable M. S. Eccles, Chairman,
Board of Governors of the
Federal Reserve System,
Washington 25, D.C.

Dear Marriner:

Our correspondence is assuming Jeffersonian proportions but, at
the risk of further prolonging it, I must reply to your letter of December 19.
Mr. Parkinson's analysis which you label "right and able" was able but not
entirely right. I still think it can be said fairly that our present
policy is exercising a restraining influence on bank lending. And I was
perticularly glaed to have a chance to take him up on the point he seemed
to be making about banks leaving to the insurance companies business finanec-
ing such as the loan to the oil company he mentioned. As I suggested in my
P reply, "it will accomplish nothing in the way of curbing further expansion
of the money supply if savings institutions, such as insurance companies,
take over the financing of business on a scale beyond their current accumu-
lations of new funds, and then sell large amounts of Government securities
which the banking system, including the Federal Reserve Banks, will heve to
absorb." The fact is that we have reason to believe that Mr. Parkinson's
company has been among the active sellers of Treasury bonds which we have
had to buy in recent weeks. Furthermore, what I had to say a2bout its now
being a good policy for commercial banks not to encourage capital expendi-
tures which are not urgently needed or which will not add to productive
cgpacity in time to alleviate current shortages of goods, goes for insurance
companies as well.

Admittedly, however, Mr. Parkinson posed a difficult question,

but one which would still be difficult if the special reserve plan had been
adopted. Your letter was more largely taken up with the seeming discrepancy
between the quarterly report prepared by the Bank Exeminations Department
of this bank and my testimony before the Banking and Currency Committee. I
vwrite my own statements and I was aware of the report of the Bank Examinations
Department as well as of the views of our economists when I wrote the state-
ment I made to the Committee. My claims for the "modest program" were re-
strained. In answer to the question, "How effective is this program likely
to be?" I said, "The frank answer is that no one can tell as yet." I went
on to say that in my opinion it shows increasing signs of being effective,
but my references to bank loans suggested only that we had created enough

Y uncertainty in the market to restrain lending at long term and had "lessened
the urge on the part of the banks to reach out for longer term Goveranment
securities or to make undesirable loans and investments, in order to maintain
earnings."
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The second point to be noted is that the report of the Bank
Examinations Department was based on reports of examination received from
the examiners over the whole period from September 1 to November 30, and
that the comments on growth in bank loans were based on comparisons of

v1oans at the time of the last examination with those of the previous exami-
nation -- usually about a year previous. Paragraph (a) guoted in your letter
referred, I understand, to three New York City banks which had been examined
fairly recently. I find that two of the three have shownlittle, if any,
increase in their business loans during the past month and that the increase
in the third bank has been relatively small. In other words, the bank exam-
ination reports are based on random samples, and while they may provide a
basis for estimating whet the banks have been doing in the past, they are
not a wholly reliable source of information on current developments.

I might add that the man who is responsible for the preparation
of the quarterly reports of the Bank Examinations Department also partici-
pated in the preparation of Mr. Rounds' letter of November 28 in reply to
the Board's telegram of November 12. In response to the first question
which, in effect, asked whether the recent developments in short term in-
terest rates and in the Government bond market had had any effect on bank
lending activities and policies, the answer given included the following
statements: "We believe it has, although it is too early to attempt to
measure statistically the effects on bank lending activities and policies...
In our opinion, however, and in spite of the persistent and sizable current

o increase in loans, the recent stiffening of short-term rates and the bond
market's reaction to it have been a positive influence in promoting caution
and restraint in banks'! lending operations in this district." In addition,
the Bank Relations report, which accompanied the quarterly report of the
Bank Examinations Department, showed evidence that the banks were becoming
more selective in dealing with loan applications. Finally, I should say
that the reference in paragraph (b), which you quote, to "loans of a non-
productive nature" represents a poor choice of words. The remainder of the
sentence suggests that the reference was to capital loans — not necessarily
non-productive loans.

I am going to continue to try to keep in touch with examiners
and economists, as well as others, but there will probably be times when
I disagree with some or all of them. It is an old Scotch habit.

Yours sincerel

A1l oul.
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