£ meeting of the Board of Governors of the Federsl Reserve
S . . . . -
Ystem with the Federal Advisory Council wss held in the offices
Of the Boerd of Governors in Washington on Tuesdey, Merch 11, 1947,

&t 10:30 a.m.

PRESENT: Mr. Fccles, Chairman
Mr. Draper
Mr. Evans
Mr. Vardaman
Mr., Clayton

Mr. Cerpenter, Secretary

Messrs. Spancer, Burgess, Williams, McCoy,
Fleming, J. T. Brown, E. E. Brown,

Penick, Atwood, Kemper, and Vinton,
members of the Federal 2dvisory Council
from the First, Second, Third, Fourth,
Fifth, Sixth, Seventh, Eighth, Ninth,
Tenth, end Eleventh Federzl Reserve
Districts, respectively.

Mr. Wellace, Chalrmen of the Security-Trust
National Bank of Los Angeles, who sttended
the meeting in place of Mr, 0dlin from the
Twelfth Federel Reserve District.

Mr. Prochnow, Acting Secretery of the
Federsl Advisory Council

At s separate meeting of the Federal Advisory Council in
P g

Y.’ Y': .

&shington on March 9, 1947, new officers for the ensuing year were

e 3

lected z¢ follows: E. E. Brown, President; Charles E. Spencer, Jr.,

V3 .
lee President; Walter Lichtenstein, Secretary; Herbert V. Prochnow,

Aetin.
ting Secretary; and Messrs. Brown, Spencer, Burgess, Williems,

Mc
Coy, end Fleming, members of the executive committee.
At its separate meeting the Council took zction with respect
1.
o) i 2 a
the various matters on its agendz and yesterdey presented to the
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Board g memorandum of conclusions which had been reached and which
Were to be discussed with the Board in accordance with the procedure
®greed upon at the previous meeting of the Council and the Board.
The discussions at this joint meeting with respect to each of the
topics referred to in the memorandum were substentizlly as follows:

l. Classification of benks in preventive strike
legislation.

Should the Council take a stend in having banks clas-
Sified as essentiel to the public good in any preventive
Strike legislation which might be considered by Congress?

After a careful discussion of various aspects of this
Question, the Council recommends that it be dropped from
the agenda.

President Brown stated that, while it was understood that con-
Sideration was being given by Congress to legislation of this kind and
SIRE $He Matter of action b e taken to have banks included in such
1egislation was being studied by the American Bankers Association and
Other bankers! associations, the Council felt that no suggestion in

that direction should be made by the Council or the Board of Governors.

2. Industrial loen bill, S. 408.

In connection with the proposed bill S. 408, it is
Suggested that consideration be given to the deletion
of the following from the proposed bill: Section II,
lines 14 and 15 end down to and including word "prescribe
in line 16, end that line 14 start with the words "Any
Federal Reserve Bank mey guarantee",

The Council considered this item jointly with item 7
below. The majority of the Council favors bill S. 408
| Subject to its being changed in two respects: (1) it
. Should be restricted in its application not to "eny
| financing institution" but to "chartered banking insti-
tutions"; and (2) guarantees and commitments should be
Made only after = showing that the loans could not be
handled through normel banking channels.

A minority of the Council was opposed to bill S. 408
even with these amendments.
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The Council's support, with these amend-

ments, of bill S, 408 is given in the belilef thet

some safety velve is desirable for emergency

credit situntions, and with the recommendation

that the lending and gusrentee powers of certain

other government sgencies, including the R.F.C.,

should be greatly curtailed, and in meny instances

should be termin=ted.

In this general connection, the Council has

also considered H. R. 157 =2nd would appreciate the

Board's viewpoint on this bill. The Council is Li

unenimously opposed to it.

President Brown stated that with the two amendments sug-
gested above the Council could support S. 408. He also said that
the Council reslized that commodity credit would heve to be con-
tinued ag long 25 legislation for the support of farm prices was
in effect, that the lending and guarantee powers of other agencies
Such as the Federal Housing Administration and some of the disaster
Loan powers of the Reconstruction Finance Corporation would have to
be continued at least for the time being, but that it was the feel-
Ing of the Council that other powers should be greatly curteiled
and jin many cases termineted altogether. He pointed out, however,
thet the stotement set forth above did not condition the Council's
Support of the emended S. 408 upon action being teken to curteil
+
the lending and guarenteeing powers of other Government agencies.
He added that, in connectlon with the suggestion that the bill

Tequire & showing that credit could not be obtained through normal

benking channels, the Cowncil felt thet, if & smell bank wented to ﬁ
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leke a loen which waes in excess of its legal lending limit &and
Could resdily get the excess smount through its correspondent or
Some other bank, it should not be permitted to go to the Federal
Reserve Benk for a guarantee of the credit in excess of thé legal
limit in order to participate in the loan.

Chairmen Eccles stated that the two amendments to the bill
Proposed by the Council had been thoroughly considered by the
Board and had been discusced with the Presidents of the Federsl
Reserve Banks. With respect to the question whether the term
"financial institution" or "chartered banking institution" should
be used in the bill, he said thet the former or even broader lan-
Buage wag used in Section 13b of the Federsl Reserve Act, in the
Executive Order authorizing the Federal Regerve Benks to guarantee
% VTy end T lozns, and in the euthority of the Reconstruction
Fin&nce Corporation to make industrial losns. He elso said that,
inasmuch as the amount of this type of credit that had been zuar-
®nteed for concerns other than commercial bsnks was so small as
Yo meke the guestion an acedemic onse, the Board saw no reason to
lavite oprosition to the bill from savings end loan associstions
“nd other financing institutions by limiting ths authority to
loang mage by chartered banking institutions.

As to the second emendment pgoposed by the Council, Chair-

an Beceles steted that at the recent Presidents! Conference the
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Presidents hed a divided opinion on this point and that he believed
the members of the Board would like to leave the provisicn out of
the bill for the reason that the Federal Reserve Banks would be in
& position to determine whether the credit for which a guarantee
W28 requested could be obtained through the usual banking channels
o0 & reasonable basis or whether the request was made solely for
the pPurpose of enabling the bank to exceed its legzl loen limit.

If the suggested amendment were added to the bill, he said, there
Would be opposition to it on the pert of meny small banks.

There was a discussion of the difficulty that might be
®Xperienced in satisfactorily interpreting the language of this
4mendment, if it were added to the bill, snd Chairman ﬁccles stated
that the credit departments of the Federal Reserve Banks were well
9Ualified to determine whether a perticular loan could be obtained
Vithout o guérantee and whether the only reason for the guarantee
W88 ‘to exceed the legal lending 1limit, and that it should be the
Policy of the Reserve Banks not to guarantee credits where they
®ould be obtained on a reasonsble basis through normal banking
ch&nnels, He added that that point could be covered effectively
In the regulations which would be issued by the Board pursuent
%o the bi11, that in these circumstances the Board did not feel
that 34 should propose the amendment, but thst if it were offered

by Someone else the Board would not oppose it.
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President Brown stated that the bill in its present form
Would be satisfactory s lonz es the Board of Governors and the
Pederal Reserve Banks held the view stated by Chairmsn Eccles,
but that the Council wes opposed to Governmental banking as
88ainst private banking and felt that there should be some lan-
guage in the bill which would 1limit its applicstion in the event
there should be an administration or a Board of Governors which
believed in the soclalization of credit.

Chairmen Eecles stated that, even if that should oécur,
the detormination of the aquestion whether a particular guarantee
should pe issued would rest with the directors and officers of the
Federal Reserve Benk.

President Brown responded that, if the proposed legislation
Was to be regerded as a safety measure to insure credit being ex-
tendeq in cases where it was desirable in the public interest, it
Should contein some express provision to prevent the use of the
gWrantee authority for a broader purpose.

After discussion of the reasons which might be advaenced in
favor of inclusion or exclusion of the proposed amsndment from the
bill, Mr. Brown asked for a discussion of the guestion whether the
bily should restrict the authority of the Federal Reserve Banks to
fUarantee losns made by finencial institutions or only chartered

banking institutions, and Chairmen Eccles stated that the Board's
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Preference would be to restrict the authority to member benks only
in order to add to the value of membership in the Federal Reserve

System, but that it was not felt thet it would be possible to get

favorable consideration of the legislation with such a limitation.

President Brown stated that the situation st the present
time weg very different from the conditions which existed in the
sarly thirties, when the existing guarantee azuthorities were given
%o the Board and the Reconstruction Finance Corporation. At that
time, ne said, many banks and other concerns were in difficulties
and the brosder authority made it possible to orgsnize corpora-
tlons for the express purpose of taking over criticized assets
&nd to extend the necessary credit for the purpose. He added that
the Council could not see the necessity at this time for providing
& mechanism which would permit gusrantses not only to savings cnd
Loan associetions and similer concerns but to finance compznies,
investment, companies, and others as well.

Chairmen Eccles said that the Board agreed with that posi-
ti°n, but that, since experience had shown that the number of
SUarentses igsued to concerns other than banks had been small, the
Question was largely en academic one.

Mr. Fleming suggested that the bill might be more accept-
&ble to Congress with the smendment making the guarantee authority

Available only in czses vhere the credit could not be obtzined
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through the usual banking channels. He szgreed, however, that the
Question whether the bill used the term "financiel institution"
Or "cherter banking institution" was not an important one.

Chairmsn Fccles stated that the Council might wish to
Consider the matter further in the light of this discussion and
Submit & resolution setting forth its position with respect to
the tio amendments, and that the Boerd would submit any resolution
that the Council might approve to the Chzirmen of the Senate and
House Banking and Currency Committees.

President Brown stated that the Council would meet this
&fternoon for thet purpose.

In response to President Brown's request for the views of
the Boerd on . 157, which would be known as the Veterans Employ-
Ment and National Economic Development Corporation Act of 1946,
Chairmey Eceles stated that the Board would be opposed to the bill
"4 that it did not appear that it would be given &sny serious con-
Sideration at this session of Congress.

3. Differentizl morgzin requirements.

Should the margin requirements prescribed
by the Board in its Regulation U for banks be
lower thsn those prescribed in Regulation T for
brokers?

At the present time, and ordinerily, the
Council would not favor a differsntial in margin
requirements, but the Council can conceive con-
ditions under which a differentisl might be de-
Sirsble.
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President Brown stated that as long as business activity
Was at & high level, any materisl differential in margin require-
Ments in favor of banks would result in a shift of losns for the
fPeculative purchasing of securities from brokers to the banks,
but that in a period of depression when stock prices were low it
Might be highly desirable to suspend margin requirements under
Regulation y altogether. He also said thet the Council was unan-
Imously of the opinion that, under present conditions, the differ-
®ntial would be unwise and that except in extrszordinary and unusual
Circumstances it should not be established.

Chairmen Eccles reviewed the circumstances under which

Regulation U was adopted originally and referred to the fact that

l 1t wasg clear that the law suthorized the Boerd to prescribe a dif-
ferent requirement for banks in Regulation U from thet prescribed
for brokers in Regulation T. He also discussed the reasons that
ould be given in support of a lower margin on bank loans than on
loens by brokers. He said that one aspect of the problem which he
felt was worth consideration was that in the past purchasers of
Securities on margin borrowed from their broker in order to carry
the Securities, the broker borrowed on the call losn market, largely
In New York, to carry his customers, and banks throughout the country
Placeq funds on the call loan merket on a2 low rate, all of which

Tesulted in the local bank losing loens originating in its own
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Community which it might very well have made. He thought thet a
Llover morgin requirement for banks would tend to correct this sit-
Uation, =nd that it would be much more satisfactory if these credits
Could be supplied by the banks directly rather than through the call
Money market., He recognized that under existing law the differen-
tlal could not be so lerge as to circumvent the purpose of the law,
but he did not believe that it was contemplated that in 211 condi-

tions the prescribed margins in the two regulations should be the
Saue,

E

Following the discussion of the effect of differentials in
Interest rates in influencing the decigion whether security losns
Would be msde by brokers or banks, Chairman Eccles mede the state-
Ment that the Board was not contempleting establishing different
M2rgin requirements in Regulations T and U, but had folt that it
Was & matter that might well be discussed with the Council. Tt
Was his personal view, however, that if the Boerd should see fit
Yo prescrimve = margin of 65 per cent in Regulation T, the margin
Preseribed in Regulation U might well be pleced at 50 per cent,
&nd that, if the margin on brokers loans were reduced to 50 per
Cent, the limitetion on bank loané mizht be eliminated altogether
&S being unnecessery. He said that this was his offhend personal

View and he would not went to be bound by it but would want to

Study the metter further.
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Mr, Brown expressed the opinion that as longz as present
Conditions existed including the inflated money supply znd the
®8Se with which bank credit could be obtained, & small differ-
®ntial in the margin requirements prescribed in Regulations T
and U would cause a shift of security locns from brokers to the
banks end therefore would be undesirable.

4. Consumer credit.

Consumer credit hes practically reached
the prewer level and probzbly will continue to
rise. As the Council is aware, if regulation
of this type of credit is to be permanent Con-
gress will heve to ensct the enabling legisla-
tion. Should the Board be given some definite
but limited regulatory authority in this field
or should there be no Federzl regulation of
consumer credit?

1 The Council does not believe that the

" Board should be given power to regulate consumer

credit. The Council believes the Board might be

helpful in the matter of consumer credit if it

regulcrly gave wide publicity to figures reflect-

ing the outstanding volume of consumer credit.

Mr. Brown said that the above statement represented the
"animous view of the members of the Council, and that the rezson
*Or the position was one of primery difference in philosophy with
TeSpsct to Government planning. He a&lso said thet, although the
Rembers of the Council realized fully thet fluctustions in the
Volume of consuner credit would have an influence on the economy,

they felt thet if the Board or some other agency were given author-

1y over consumer credit with respect to automobiles, for example,
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that authority, in order to be made effective, would inevitably
have to be extended to the small loan companies end other fields.
While, he said, the Council would admit the danger of fluctua-
tlons in consumer credit without regulation, it felt that, in the
interest of the whole economy and in the interest of individusl
Tights in an independent economy, the Board should not be given
control of consumer credit and that the existing suthority should
lepse at the end of the emergency.

Chairman Eccles stated that the administration of the
Board's authority in the field of consumer credit had been a dif-

ficult task, thet speaking for himself he would be gled to be re-

lieveq of that responsibility, but that with the large publiec debt
| Which would be in existence for a long time and the necessity of
mﬁint&ining the stability of Government security prices, the

Board vas not able to influence the volume of credit outstending
by the use of the traditionsl or quantitstive credit controls,

fnd thet it wes a cuestion whether the authority for selective
Credit controls should be extended. He also said thst any action
that might be teken with the consent of the Treasury to increase
the short-term rate would not increesse the rete more than 1/8 or
Vs per cent, and thot while that might stop the monetization of
the public debt it would not stop the sale by the banks of securi-

tles to enable them to expand private credit. It was expected,
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he added, that thers would be a tremendous growth in the volume of
consumer credit outstending which might reach as high =s $30 billion,
8nd in the absence of authority for selective credit control or
further legislation by Congress as proposed in the Board's Annual
Report for 1945, there was nothing the Board could do ebout it.
He made the further statement that the problem had been discussed
With the Presidents of the Federsl Réserve Banks during their re-
Cent meeting in Weshington end it was the majority opinion that,
While the Presidents did not like the task, they felt it was a
Question of alternatives and that continuation of the authority
W8S essentisl. He went on to say that the Board had agreed to
Tecormend that if considerction were not given by Congress dur-
Ing the present session to the granting of legislative authority
for consumer credit regulation the Board would recuest thet the
Executive Order on which Regu'ation W was besed be revoked. It
ves expected, he said, that & bill giving the Boerd continuing
authOrity to regulate consumer credit would be prepared and pre-
Sented to the Chairmen of the Benking and Currency Committees.

He 8lso said thst the Board was anxious to point out the dangers
inherent, in the uncontrolled growth of consumer credit, and that
the public would know what the situation wes so that if legisla-
tive authority were not given and an unhealthy situation devel-

®Ped the Board could not be held responsible.
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The Cheirman expressed the opinion that, because of the
Obposition that had developed to Regulation W, if the Board should
Tequest it, the Executive Order would be repealed promptly without
Waiting until the end of the present session of Congress. He felt,
h0W6ver, thet if there was no regulation on down payments and matu-
Tities on losns for the purpose of purchasing consumer durable goods
thet were in short supply such as automobiles, znd instalment terms
¥ere progressively relexed, it would result in the maintensnce of
exiSting hizh prices for sn indefinite period and mony people,
particularly people of small meens, would be committed for indebt-
®dness incurred at the highest prices which could only result in
trouble 1ater on.

President Brown stated that the Council had spent meny
hourg discussing the problem of consumer credit regulation, that
Vhile there was substantial support for legislative authority in
this field »nd the Council recognized the dangers in an uncontrolled
®ltuntion, it could not escape the decision that the effective exer-
®ise of the authority would require its extension into other fields
SUch a5 real estate =nd elsevhere and that the control would be a
Worse evil than the one it was designed to correct.

Mr. Burgess stated that one of the worst areas of abuse was
{n the field of veterans' mortzage losns which were highly infla-

t s
ionary end he inquired vhether the Boerd had teken & position on
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that matter, Cheirmsn Fecles responded thet the Board hed not mede
& statement with respect to it but thet he hed discussed the prob-
lems involved with representatives of the Treasury, particularly
With Tespect to the authofity of the Reconstruction Finance Cor-
Poration 4o purchase veterans' mortgege losns znd the provision in
the President's budget for £500 million for the purchase of such
Mortgeges. It was his feeling that these funds should not be made
®vellable for that purpose end Mr. Fleming stated that the fmerican
Bankerg Association Committee on Treasury Financing had made such a
TeCommendation to the Secretary of the Tressury.

Chairmaen Eccles slso discussed the differences between mort-
&%ge credit snd consumer credit from the standpoint of practicsl
SeleCtiVe-credit control end expressed the opinion that, if the
Boerd hag authority to regulate credit in connection with the sale
e Congumers dureble goods which were ordinarily purchased on the
Pasig of a title-retaining note, it would go & long way toward the
‘ regulation of the dangerous fluctuations in consumer credit. Mr.
BurgeSS concurred in the opinion that the Government should not
undertske to control mortgege lending and suggested that it wes
imp°rt6nt also that it should not follow & policy with respect to
veterins' mortgage loans which was seriously inflationary and that
the Boarg might have a greater responsibility to toke the position

0 that matter then it had in the field of consumer credit.

T
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Chairmen Beecles stated the Boerd had received requests for
Teports on bill S. 217, which would continue the authority of the
Re°°n8truction Finance Corporation to mske credit availeble to smell
Dusinegg enterprises, but that after discussing the matter vwith rep-
Tesentatives of the Comptroller of the Currency end the Treasury 1t
88 agreed thet it would be inspproprizte for the Bocrd, the Comp-
trolier of the Currency, or the Treasury to make & report on the
binn 28 such action would immediately precipitate a conflict which
Shoulq be avoided for reasons which he outlined. He also said that
last Year the Boord made en adverse report on the sections of the
Wagner-Ellender-Taft bill which would provide casier credit terms
0 Mortgage loens and pointed out the inflationary resulte of such
°Tedit, He made the further statement that if he should be asked
to testify on the metter he would feel free to meke a full state-

ng 5 e, .
0t of his position with respect to veterans' mortgage lozns.

5. Direct purcheses of Government securities from
the Treasury.

The Boerd hes recommended lezislation to moke
permenent the suthority to meke dirsct purchases up
to 5 billion dollers from the Treasury =nd would
welcome the Council's support of this measure or en
expression of the reasons for contrary views in case
there is dissgreement with the Board's recommendstion.

The Council recommends that suthority be given
for a period of three years to meke direct purchases
up to 5 billion dollers from the Trecsury. The Council
believes that it would be esdviseble to review the mat-
ter again at the end of three yeers to detsrmine if

g for FRASER

gulisfed.org/



384

3/11/47 ~17-

there had been any abuse of the power and also to

determine whether the power should be further con-

tinued or be permitted to lapse. The Council can-

not but be mindful of the fsct thet historically

snd in verious countries direct borrowing by a

government from the central benk has been & com-

mon vehicle of inflation.

Cheirmen Eccles reviewed the present status of the bill
90w before Congress which would extend the authority for direct
Purchases from the Treasury of Government securities and stated
the reasons why its ensctment, although not essential, was desir-
able at, this time in the interest of stebility in the Government
Security eng money merkets. With respect to the proposzl that the
SUthority be 1limited to three years, Chairman Eccles stated that
the Board would have no objection if the Congress desired to con-
Slder o further extension of the zuthority at the end of that time.
He a150 seid that hs would like to have the misconception cleared
P that the authority to meke direct purchases was a dangerous one
d that, there was no denger in the suthority to purchase Govern-
Tents in the market. He emphasized that, from the standpoint of
the infletionary effects involved, there was no substantinl dif-
f

*Tence between the two, that the only wey to avoid these dangers
vas 4o

avoid deficit financing altogether, snd thet the public and

%
he COngress should understend that.

Mr. Burgess incuired whether it would be desirable for the

Coy
i nell and the Board to join in z statement suggesting thet Govern-
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Ment expenditures during the next fiscal yesr be cut by a stated
amount,,

Cheirmen Eccles replied that the question of e reduction
in Government spending was one of deciding where the reduction
Shoulg be mede and that that involved the question of expenditures
for military purposes and in cerrying out the foreign policies of
the Government. He felt that, if this country was to take over
the role of Englend in Furope, it would involve commitments the
Xtent of which could not be foreseen at this time, end thet this
wag g Question which went far beyond the problem of Government
financing end budget policy and into the field of internationcl
Policy snd reletions. He slso discussed the possible effect of
® budget, surplus of around #4 billion snd an increase of approxi-
Tately #/ billion in speciel trust =ccounts, end expressed the
°Plnion that 1f the Treasury were to use these funds for debt re-
tirement it would have s deflationary result and thet the desirable
ternative would be reduction in texes.

6. Bank holding company legislation.

It is expected that bank holding company
legislation will be introduced at this session of
Congress. The Board hes discussed this subject
with the Council and will be glad to give the
Council any edditional informotion it desires.
The Board would also like to know the Council's
generzl attitude toward the holding company leg-
islation.
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The Council sppreciates the opportunity the
Board has given the Council to examine the proposed i 0
. bank holding compeny legislstion. However, the ef-
fects of legislstion of this charecter zre so far-
reaching, and the subject is one offering so many
complicated problems that the Council will require
more time to study the proposed legislation. The
opinions of its members are widely divergent on
the question. It will endeavor by the May meeting
to see if it is possible for a2 majority of the
Council members to agree on the principles which
should govern holding company legislation.

President Brown stated thet the members of the Council were
I &greément that benk holding legislation of some kind should be
Macted .but thet it had not been possible to reach any esgreement
°® the fundrmentel questions involved except that the legislation
Shoulg not take the form of a death sentence. The Council also
Understood, he said, thet there was a similer difference of opinion
Hong the interested Government azencies.

Chairmen FEecles discussed the history of the existing au- N
tharity of the Board with respect to the supervision of bank holding
COmpanieS and why the present law had not been effective in sccomplish-
lng the purposes which Congress had in mind or in meeting situstions
"hich hag developed in connection with particular bank holding compenies.
| The Boarg felt, he said, that it had a responsibility to bring this:

hiat, 5
ter 4o the attention of Congress which was done in the Board's

Anposs
"Mzl Report for 1943. He also discussed the bills which had been

in
I troduceq in Congress since that time ond stated that the bill in- ;

tr
°duced on Msrch 10, 1947, by Senator Tobey, (S-829) copies of which
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Bed been sent by the Board to the members of the Council, was not
§reatly differsnt from the bill introduced during the previous ses—
Slon. He also said that it was not possible to draft a bill which
Would satisfy everyone, that the Attorney General was in favor of
the bil1 1n its latest form, that the Comptroller of the Currency
®0d the Federal Deposit Insurance Corporation were opposed to gront-
lng ény further discretionary authority to the Boerd, and that the
Teantny hda- stated: that it would-heve no objection to the intro-
Wetion of the new bill.

In response to an inquiry from President Brown, Cheirman
Eccles stated that he did not know when or whether hearings would
B8 held on ‘the bill, that the Board had submitted it and had ac-
Compani eq it by an explenatory statement setting forth the reasons
for the legislation, that the Board would do whet it could if hear-
Ingg Wwere held to urge enactment of the bill, but that Congress would
88%6 o make the final decision.

‘ 7. Long-term bond issue.

Would it be desirable to have & refunding
bond issue?

The Council believes that it is deslrable
to have & refunding bond issue, and it suggests
that the Board use its influence with the Treasury,
as part of a continuing program gradually to trans-
fer a large port of the debt to permanent investors, ,

to bring out in the near future a refunding bond is- o

' sue of not over two billion dollers, non-eligible to '
! banks, end with restrictions on subscriptions along ks
the lines of those suggested by the fmerican Bankers ;
Association Committee on Treasury Borrowing.
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Chairmen Eccles referred to the conclusions reached
by the Federal Open Market Cormittee at its recent discussion of
this Question and stated that he end Mr. Sproul had been authorized
to Present to the Treasury a memorandum on the subject. He said
thet the memorandum had not yet been submitted but that the Committee
vag wnanimously opposed to a long-term market issue for the reason
thet it would encoursge further saele by banks of short-term securi-
tes in order to purchase long-terms, and, therefore, would have
Xactly the opposite effect from the one desired. Such action, he
21d, would desl with effects rather then ceuses snd, in the absence
°f legisletion along the lines proposed in the Boerd's Annual Report
for 1945, the only slternative available in the event the pressure
0 the long~term rate should be resumed would be to permit an in-
Teese in the short-term rate which would create a situvetion in which

1t vould ve unprofitable for banks to shift from short to long-term

isSues.

In response to a question whether it would be possible to
set ?he necessary consent for & long-term market issue at 2-1/2 per
°ent eng at the seme time an incresse in the short-term rate, Cheirman
Eccles said thet he did not think that that would be possible. He felt

that 8ny long-term security issued by the‘Treasury should be of the

®~bong type designed to provide an investment medium for bona fide L

Sy, : . *
i VIngs funds cecumuleted by insursnce compenies ond others. It was -
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his viey that, if it were not possible to get the legislation recom-
tended in the Board's Annual Report, the procedurs to be followed
Would be to allow the short-term rate to increese end to mske availl-
able to bona fide investors nonmarketable securities similar to the
®xisting G-bonds.

After a discussion of various steps thet might be teken to
dea] With the problem involved in this metter, Cheirmen Eccles said
that he thought the Board would favor the ensctment of the legisla-
tlon along the lines suggested in its Annusl Report which would deal
¥ith the fundamental problem, but thet it did not eppesr likely that

the legislation would be enacted.

Mr, Winton asked if the Board felt that the time had come

When the existing pattern of rates could no longer be mainteined and
| Chairmay Eccles replied in the negative stating that the existing

| Pattern could be meintained indefinitely snd that the question was one
of edvisebility rather than of ability to meintzin the pattern. How-

Sver, he said, it would be preferable to allow the short-term rete to

Tise rather then to try to issue a sufficient amount of 2-1/2 per cent
1°ng‘t%rm securities to maintein the long-term rate.

l Mr. Burgess inquired whether the Boerd favored an offering of

the Suggested G-bond type of security soon or whether that was regarded

i Something to be done in the indefinite future.

Chairman Eeccles stated the Board would not oppose its being offered
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Yhenever the pressure on the long-term rate resppeered. He did not
think 1t would be wise to offer it under conditions that would inter-
fere with the offering of securities issued =nd gueranteed by the In-
tern&tional Bank for Reconstruction end Development or other financing
that might have to be done. He also felt that the new issue could be
Put on tap and the right reserved to turn down applications from any
Concern when it appeared that its purchases would be in excess of its
bona £ige savings accumilations.

Chairmen Eccles then referred to the bill introduced in Con-
§ress which included a provision removing the limitation contained in
the Present law on the amount thet might be spent by a Federal Reserve

B s o .
%0k in the construction of e Federsl Reserve branch building. He re-

Lateq the circumstences in which & new bill had been introduced from
j Vhich thig provision hzd been dropped, and stated that he had discussed
| the matter with the Chairman of the House Banking and Currency Committee
‘ Yho felt, thet a separate bill on this subject might be introduced con-
tﬂining certain limitations which would increase the chances of its
being glven favorable considerstion.
President Brown stated that the Council felt that there wes

g Justification for the limitetion in the existing law and that at
its Seperate meeting this afternoon the Council would consider vhether
o Should tzke & position with respect to the metter.

President Brown then said that the next meeting of the Council

[

W
%Wd be held in Weshington on May 19 and 20, 1947.
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Chzirmen Eccles steted that the Boerd felt that the new pro-
Cedure, under which the views of the Council were submitted to the
Boarg in writing before the joint meeting of the Board and the Council,
W88 a real improvement over the menner In which the meetings had been
hend1eq 1y the pest. President Brown responded with the comment thet
the Council was eppreciative of the fect that the Boerd had subnitted
&% this meeting several topics which were of reel importance for con-
Sideration by the Council. He also sald that the Council would be
&led ir in the future it could have memoranda prepered by the staff
in Connection with any topics suggested by the Board and if these

Memoranda could be received some time before the time of the Council

Deeting,

' i i Secretary.

Chairman.
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