
F o r m F. R. 5 1 1

TO ^r. 3ccles

'FROM V.2.

REMARKS:

Mr. Carpenter asked that I mail this
copy of memo which he has written to
McCabe re letter from Stevens — he
thought you should see it as soon as
possible.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



C O P T

The Board of Governors

Messrs. Thurston, Vest, and Carpenter

July 2, 1948

At the Dieetiag of the Board on May 25 we were requested
to prepare for consideration bj the Board alternative drafts of
replies to Mr« Stevens1 letter of June 10, 1948, vith respect to
the action of the Board increasing reserve requirements• The
drafts prepared in response to this request are attached. One
is a short letter along the lines suggested by Mr. Vest at the
meeting and the other is a more complete statement of the Board1s
position.

Inasmuch as i'J. Stevens will be in Washington on Wednes-
day, July 7 to discuss salary matters the Board may wish to con-
sider these drafts at the meeting of the Board on Tuesday, July 6,

It would be our suggestion that Mr« Stevens' visit af-
fords a good opportunity for a discussion of the matter, which
may make a letter unnecessary.

Atta chments

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Dear Mr. Stevens*

la your latter of June 10> I%k6t which I acknowledged on

June 16, you advised that, in view cf ay personal letter of Apcril 27

to the ChairMen if the Federal B«««rv« Ikyaks, the directors of th«*

federal Keserve B*»k Iff lev Tork had requested 7013 to express their

view that ti»r« would h«v« b«e& & mutual f,dvant«g& in a#«kta^ the

opinion of the B«ak a« to tb» effectiTeaess «sd tisi&e of the Board's

r«cent action increasing r*&ervm requireaeat© ia ©eatrnl reserve cit5e»,

effective Jun* llth. 1 OR IIOV writing to acquaint y*m with tbe views

of the B'-erd In this matter, after diseu*&in$ jomr letter at « recent

The action in question was the f«coad step i& & long con-

teapleted &ad thoroughly considered policy. Its tiaing and effective-

ness are natters of 4udjp&&t that should, of course, be based upon the

best *uad acst conplete available inforaatioa, but a decision of such

questions involves & responsibility of the Board which it feels oic&ot

properly be shared with directors or officers of the Federal Reserve

Banks, particularly since gems of the directors, of course, represent

banks affected by such action.

The neabers of the Board desire at all tixes to h-.-.ve the

benefit of the advice and counsel of the directors and officers of

the Wm&w*l Emaervm Banks In all setters of ?ystea policy and opera-

tions which aey properly be m»d* the subject of common counsel. It

is hoped that the directors and. officers will not wait for an invita-

tion to mx&rmn* their views to the B ard on any question which is

being or sway be considered, and the Board will at all tines vtlcoae
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aa expression from then in rueh Matters. Moreover oxs occasions

when the nature of the subject natter and tlae p#rm;tted, the

lord, has la the past requested mad will wish la such cases In

the future to request the views of the Reserve Banks before

coKlng to & conclusion and taking action. In other clrcuastances,

however, the B id ca&zkot imd«rtaJce to seek the opinion of the

Reserre B&aks before reaching & decision end this Is particularly

likely to be the case with respect to such Batters as changes In

reserve requirements and other actions involving national credit

policy.

The Boerd feels, hovevar, that It would be v^rj desirable

to have nn opportunity to discuss this vhole aaVter with you. I

hope that you will be in feashtngtoa in the VBGT future and that

when you are you will plan to have lunch with us here, so th«t

we can have «. full and frank discussion of this end any related

questions. Please let «e 35.nov, therefore, of t ^ next occasion

when you aay be In Washington, &o& I hope we can look forward to

eeetag yoa soon.

With warmest regards,

Sincerely,
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Correspondence

BOARD DF GOVERNORS Governor Ecclei
OF THE

FEDERAL RESERVE SYSTEM

Date June 19,

To ,, , Subject:

In Accordance vtt* your request X I*lkf4 ye?V?.ru".;- vitb Mr. &
. n gtf the n i i r i l i#—IM Ban* of ft* X»l • ' l -

8 0 folJLOVfll

considerable dlaeuc*im of ilM r«««WWH»dAtlone of
the Board of Directors of the U..- .eserve *U
of I?ev Tork with recpsct to .%'-:Urie3 of officers
of the Btak »ad :'e-,L- xnst i t o--l.i bf d*flr»KU
for UM fiv..:t-. iMTi of the Persoru-ei
tee *Md the I k Vf t? •-on:1ftrcnce vi th
I t t r w ud 3-roui ( . • •'
sence) f-nd iM such I I Ch | b€
avty th» re^t «f this ve©k ami Mr, Dproul will be
on vacation b*;,.in;.ing next week, Kr« ?tev- .-.;ht
HMl to con' down :- 3OO» M h« rould. HM Bofcrd
is Mt f&vorable to inert I • ! th»
uresident nnd f irH vice pr*«idMA for Vtrlotti Ptft*
ions vhict vi3 be nqpXalati to Mr. Steven, -hen he
corties d0KRf *a*j w> f i* ^^ ! ! • prop#*Uti of tfat otter
••albs of fie .-ra MN concemeci, the- I S ttlrt
tiM i r &ni&r i« - t o be ; • '
L-,c. . f i r s t vice presidentt> of otner
Feder -vt l u k s , ftfld t t e t f t he re fo re , they
tould ot- be inc. **•* • I Ifti rovide for
the pr««i4«itti tad f lr«t vice pr#ftld«itf of tSM »tlMur
tank's* i ' the feeiiiig of U^ E^rd in Mf^«t i» i

t Mr. Stevens co-e dovn for thi; ; i c.i^sion. th^t,
i t vvnld be mutually hzlpf-ui if he could h^ve the
benefit of the Board's vieve .nd if the Board could
h."vc fa l l inforaation «« to the for IMWtHI
UMt BifM be fiAftUl if l 't i l upon.

Mr. Stt-vens «M in ^ton vben he celled m *n£ he '̂-icl tfcst he
would CRii M t*m 1m York tod^y re£a.niing A §*U tm UM ' • n l ( r r e n c t '
He Mil** th is ^orriinf: end .-bated thct ht . *W - i t h Mr. Sproul vho vo.dd
bi av-ay be£ir»T:ir^ n^xt week, but th^.t :4i. Rounds would be ^ i i f t b l e , ftttd Iteft
i t M t iof£««t«d UMit the • or the conf«re:ice b« •#! f* the sii^rnocn on
Wednesday, July 7. The rfftita f«r tills * U • • # ! • * »M * • • Hr» liMSW ^U ê
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McC&be • 1 • June 29»

! • tfoafctqftOB :or a meeting with the State Ite'y-srttsent on the MUTling i f Ju i j
and if po5sib.lt hi vouid Uki tc ,.voi-.: Miking >;o t r i y t , lie &&d« i t c lear ,

/ e r , tftfct if the time did net sniit the convtiiieace of th t Bourd he ~'ould
•.e other

vitrb your D i f i c t Mrf th« illUMr AMteri I
d the time? eug^eat^d by Mr. iWtma i s i | , i l i i r t< to tknt« I then

cal led Hr, 5tt*ven* back ?,nd told hir the rseetin^ baa been ??#t fr^r *.:^0 >•••
la w- : .ingt^n on July 7 f,nd that if hi fta4 Mr« I ge to tfiiicft lunch-
eon h«re the Bo?-rd s t iber» vtmk; be ^5i.U;htcd« He reei-'Dn-5iK: I!) t ; b«
coi.il': co'ae for l9Mfh v;>iila iasMNi cm the 3ie tia^; ; t Ihfl Btftfci D«:«rtm«nt, thtl
he veulo call me on ' & ,nt ;* y ^orni;:;: on thct p^iaij *nd lhf:t, s i , Calkins

Ch/-.irji3in i f thfc Coat-iittee ou V*lfAT<i af thf, 3t?.t*r, hi WMP i rv i t i j :^ Mr. CaJJci)ia
to &tiea.i th# conference but lid n;.t kriov hriher he vould be i k l i to r:o 50»
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C O P *

FEDERAL RESERVE BANK

OF NEW YORK

New York US, |« I.

June 17, 19ii9.

Hon. Thomas 3. McCabe, Chairman,
Board of Governors of the
Federal Reserve System,
Washington 2£, D. C,

Dear Tom:

This letter is in reply to that part of your letter of June 1, lQli0,
which asks for the current thoughts of our directors and officers on the use
of our statutory responsibilities under section 13b of the Federal Reserve Act.
The subject was discussed at the meetings of our directors on June 2 and 9 and,
as you know, again on June 16. The views set forth in this 3e tter are the
consensus of our directors and officers.

Credit accommodation under section 13b is, of course, but an inci-
dental aspect of Federal Reserve operations. Our principal concern is with
the general credit situation, and our operations under section 13b must bear
some relation to general credit policy. In a period of strong inflationary
pressures, nhen we are trying to restrain credit expansion, we would not be
likely either to have or to grant many applications for loans under section
13b. Indeed, during the period of inflationary pressures of recent years,
business showed little interest in credit accommodation under section 13b. In
a period of readjustment, such as we have been going through, it becomes more
difficult to have a general attitude toward these loans, because credit does
tend to tighten up at the usual sources, and yet it is not our function to de-
lay necessary readjustments with too liberal do«es of reserve funds. In a pe-
riod of serious deflation, however, we would probably tend to lean far out to
make loans, taking into account such things as general community problems, em-
ployment, and other factors which are not the ordinary loan criteria.

In addition to this general approach, we have always been mindful of
the statutory provision that we are not to extend credit under section 13b un-
less it is not otherwise obtainable "on a reasonable basis from the usual
sources". We believe that we should not intervene in the making of loans which
can and will be made by the private banking system, either by an individual
bank entirely, or by participation with a correspondent.
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What it finally comes down to is a policy of trying to look at
every application for a 13b loan (or for participation in such a loan), on
its individual merits, but gearing our publicity or promotion of such loans
to the times.- Up to the end of last year, with inflationary pressures strong,
we did not want to advertise our 13b loan powers. In the present situation,
however, we are having our bank relations men discuss this facility in their
rounds of the banks, and we shall remind groups of bankers, who visit the
bank at our invitation from month to month, that the facility still exists
and is in working order. Depending upon how the economic situation develops
we might, of course, want to become more aggressive in reviving district
awareness of our 13b loan powers.

While we would always consider every inquiry and application care-
fully and sympathetically, and would try to help solve financial problems
whenever and wherever we can, we would not want to make a loan or commitment
unless we believed that the borrowing concern would really benefit from the
assistance. Our previous experience in 13b operations demonstrated that the
encouragement of incompetent management usually brings grief to the lender,
the borrower and his competitors. We would also continue our established
policy of refusing to bail out banks, in weak situations, by taking over any
part of existing loans that the banks may have.

Sincerely yours,

(Signed) Bob

Robert T. Stevens,
Chairman,
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Dear Bob,

I have discussed with the other members of the Board

your letter of June 10, 194$, which I acknowledged on June 16,

with respect to the recent increase in reserve requirements of

central reserve city banks.

You will appreciate, I am sure, and in fact your let-

ter recognizes, that certain functions vested in the Board triust

be discharged upon its own responsibility, and it is not always

possible, in view of the tine element or for other reasons, to

take these matters up with the directors or officers of the Fed-

eral Reserve Banks. The possibility of this particular change

in reserve requirements had been under discussion by the Board

for some months past.

The Bosrd feels, however, that it would be very desir-

able to have an opportunity to discuss this whole natter with you.

I hope that you will be in Vashingtin in the near future and that

when you are you will plan to have lunch with us here, so that we

can have a fuli and frank discussion of this and any related ques-

tions, please let me know, therefore, of the next occasion whan

you may be in Washington,and I hope v« can look forward to seeing

you soon.

With warmest regards,

Sincerely.
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June 16, 1948

Dear Bobi

I am pleased to acknowledge your letter of June 10 in which
you express the views of the Directors of the Federal Reserve
Bank of New York concerning the recent increase in reserve re-
quirements of Central City Banks,, I will be very glad to show
this letter to the members of the Board of £»overnors.

With warmest regards,

Sincerely,

Mr. Robert T. Stevens, Chairman
Federal Reserve Bank of tfev York
Mew York 45, N. Y#
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Dear Mr. btevens:

At a recent meeting Chairman McCabe brought to the

attention of the Board your letter to him of June 10, 1948, suggesting

that, in view of his personal letter of April 27 to the chairmen of

the Federal Reserve banks, the directors of the Federal Reserve Bank

of ftew York had requested you to express their view that there vvould

have been a mutual advantage in seeking the opinion of the Federal

Reserve Bank of wew York in regard to the effectiveness and timing of

the Board's action iwhich increased reserve requirements at Central

Reserve Cities, effective June 11.

The Board would welcome an opportunity to discuss

with you, at a mutually convenient time, the specific and related

questions which your letter raises. The particular action, to which

you refer, was the second step in a long contemplated and thoroughly

considered policy. Its timing and effectiveness were matters of

judgment, which need to be based upon the best and most complete

available information, but for which the Board has a responsibility

that could not properly be shared, particularly with directors of

Federal Reserve banks who represent banks affected by such action.
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The members of the £>oard desire at all times to have

the benefit of the advice and counsel of directors and officers of

federal Reserve banks in all matters of System policy and operations

which may properly be made the subject of common counsel. The Board

has always endeavored to adhere to that practice as a matter of course,

and believes that a full and frank discussion with you would be nelpful

in clarifying and improving the respective relationships.
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C O P T

FEDERAL RESERVE BANK OF NEW YORK

June 10, 1948

Dear Chairman McCabe:

At the meeting of our Board of Directors last week there
was a discussion of the action of the Board of Governors in increas-
ing the reserves vhich central reserve city banks are required to
maintain against net demand deposits, effective June 11, 1948* With-
out attempting to argue the merits of the action, it vas the view of
the directors that here was a case in which the approach to System
problems, set forth in your letter of April 27, 1948, might have
found application, and I was asked to write to you in this vein.

It was recognized by the directors, of course, that the
power to change reserve requirements is vested by the Federal Reserve
Act in the Board of Governors, and that the directors and officers of
the Federal Reserve Banks have no statutory authority or responsibility
in the matter, and that their advice need neither tm sought nor used.
Nevertheless, in view of the consideration which has been given to
changes in reserve requirements during recent months, and in view
of the relation of such a change to other aspects of credit policy,
and in view of the fact that the principal impact of the action would
be in New York, it seemed to our directors that there would have
been a mutual advantage in seeking the opinion of this bank as to
the effectiveness and timing of the Boards action. It was recognized
also that, as you indicated in your letter of April 27th, time and
circumstances will not always permit of seeking the judgments of
boards of directors and officers of Reserve Banks on important Sys-
tem matters, but we were not aware of any compelling urgency in this
instance which made such procedure impossible.

Our directors have asked me to write you this "after the
fact" letter, therefore, not in a critical spirit, but in the hops
that the really constructive suggestion which you made last April
will not be lost to sight amid the pressures of day-to-day administra-
tion. We are sure that you are-aware of the instant response of our
directors to this appeal to their interest in and participation in
the affairs of the System, and we want to confirm to you onr strong
desire to play our part in iaking your suggestion bear fruit.

Yours sincerely,

/a/ Robert T. Stevens
Robert T. Stevens,
Chairman.

Hon. Thomas B» McCabe, Chairman,
Board of Governors of the
Federal Reserve System,
Washington 25, D. C.
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