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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Friday, April 25, 1947.

PRESENT: Mr. Draper, Chairman pro tern
Mt. Evans
Mt. Vardaman

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mt. Morrill, Special Adviser
Mt. Thurston, Assistant to the Chairman

Telegrams to Mt. Whittemore, President of the Federal Reserve

Bank of Boston; Mt. Blair, Secretary of the Federal Reserve Bank of

Cleveland; Mr. Leach, President of the Federal Reserve Bank of Rich-

mond; Mt. Dillard, Vice President of the Federal Reserve Bank of

Chicago; Mr. Carstarphen, Secretary of the Federal Reserve Bank of

St. Louis; Mr. Powell, First Vice President of the Federal Reserve

Bank of Minneapolis; Mr. Caldwell, Chairman of the Federal Reserve

Bank of Kansas City; and Mt. Gilbert, President of the Federal Re-

serve Bank of Dallas, stating that the Board approves the establish-

ment without change by the Federal Reserve Bank of St. Louis on April

23, by the Federal Reserve Banks of Cleveland, Richmond, Chicago,

Minneapolis, Kansas City, and Dallas on April 24, 1947, and by the

Federal Reserve Bank of Boston today, of the rates of discount and

Purdhase in their existing schedules.

Approved unanimously.

Telegram to Mt. Volberg, Vice President of the Federal Re-

serve Bank of San Francisco, reading as follows:
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"Relet April 14. In view your recommendation Board

approves establishment and operation of branch in San Pablo,

California, by American Trust Company, San Francisco, Cali-

fornia, provided such branch is established within six months
from March 20, 1947, as required by State authorities, and

with understanding that Counsel for Reserve Bank will review
and satisfy himself as to the legality of all steps taken to

establish branch."

Approved unanimously.

Telegram to Mr. Parten, Federal Reserve Agent of the Federal

Reserve Bank of Dallas, stating that, subject to the conditions set

forth in the telegram, the Board of Governors of the Federal Reserve

SYstem authorizes the issuance of a general voting permit, under the

provisions of Section 5144 of the Revised Statutes of the United

States, to the "First National Bank in Dallas", Dallas, Texas, en-

titling such organization to vote the stock which it owns or con-

trols of the "American National Bank of Oak Cliff", Dallas, Texas,

at all meetings of shareholders of such bank, and that the period

Within which a permit may be issued pursuant to the authorization

contained in the telegram is limited to thirty days from the date

of the telegram unless an extension of time is granted by the

Board. The conditions contained in the telegram upon which the

Permit was authorized were as follows:

"1. That, prior to issuance of general voting permit
authorized herein, applicant shall execute and
deliver to you in duplicate an agreement in form
accompanying Board's letter S-964, except that

paragraph numbered 3 shall be modified in manner

stated in paragraph numbered (3) of 8-964; and
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"2. that, simultaneously with issuance of general

voting permit authorized herein, there shall

be issued to First National Securities Company

in Dallas general voting permit authorized in

Board's telegram of this date."

Approved unanimously.

Telegram to Mr. Parten, Federal Reserve Agent of the Federal

Reserve Bank of Dallas, stating that, subject to the conditions set

forth in the telegram, the Board of Governors of the Federal Reserve

System authorizes the issuance of a general voting permit, under the

provisions of Section 51/14 of the Revised Statutes of the United States,

to the "First National Securities Company in Dallas", Dallas, Texas, en-

titling such organization to vote the stock which it owns or controls of

the "American National Bank of Oak Cliff", Dallas, Texas, at all meet-

ings of shareholders of such bank, and that the period within which a

permit may be issued pursuant to the authorization contained in the

telegram is limited to thirty days from the date of the telegram unless

an extension of time is granted by the Board. The conditions contained

in the telegram upon which the permit was authorized were as follows:

"1. That, prior to issuance of general voting

permit authorized herein, applicant shall

execute and deliver to you in duplicate

an agreement in form accompanying Board's

letter S-964; and
"2. that, simultaneously with issuance of gen-

eral voting permit authorized herein, there
shall be issued to First National Bank in

Dallas general voting permit authorized in

Board's telegram of this date."

Approved unanimously.
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Letter to the Presidents of all the Federal Reserve Banks

reading as follows:

"The Board has been asked whether the provisions
of Part 4 of the Supplement to Regulation WI which re-
quire reference to an automobile appraisal guide in
determining the minimum down payment to be obtained on
used automobiles, are applicable to credits extended
for used 1947 model automobiles. The question arises
because a number of the designated appraisal guides
are not at present publishing retail values for such
models.

"The Board has ruled that no such reference need
be made until all designated appraisal guides publish
retail values for used 1947 automobiles. When such
publication occurs, notice will be given in all ap-
praisal guides. This means that the maximum amount of
credit which can be extended for used 1947 automobiles
at present is two-thirds of the cash price. The rule
is the same as that applicable to 1936 and older models
for which retail values are published in some of the
guides but not in others. In the case of the 1937 to
1946 model automobiles, the maximum amount of credit
is two-thirds of the cash price or the appraisal guide
value, whichever is lower."

Approved unanimously.

Letter to Mr. A. E. Barit, President and General Manager,

Hudson Motor Car Company, Detroit 14, Michigan, reading as follows:

"This is in reply to your letter of April 16, 1947,
suggesting that Regulationlibe amended to permit maxi-
mum maturities of 24 months for automobile instalment
credits instead of the present 15 months.

"The Board recognizes that some liberalization of
the maturity requirement may become desirable in the
course of time and agrees with the general proposition
that the change should not be withheld too long. The
Board feels, however, that it would be premature to
make any change at this time. From all the evidence
which comes to our attention, the conclusion seems
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"inescapable that demand for automobiles is still very

strong and in excess of supply.
"The backlog of orders is of some significance

in this connection, but we have never considered it
to be a very good measure of demand -- as we have

recognized that it contained an unknown amount of

duplication and that, in addition, some orders would
be cancelled for a variety of reasons. An outstand-
ing characteristic of the automobile market today is
the premiums which are generally being paid over and
above the manufacturers' delivered prices. This mal-

adjustment in the price structure reflects the current
pressure of demand. Relaxation of Regulation W at this
time would add to this pressure and help to maintain or
even aggravate the maladjustment.

"We have been glad to have your views on this matter
and assure you that whatever information you may care to
pass along to us from time to time will have our careful

consideration."

Approved unanimously.

Letter prepared for Mr. Draper's signature to the Honorable

Charles W. Tobey, Chairman of the Committee on Banking and Currency,

United States Senate, reading as follows:

"When Chairman Eccles appeared before your Committee
on April 17, 1947, during hearings on the bill S. 408 re-

lating to guarantees of business loans by the Federal Re-

serve Banks, there was read into the record a letter ad-

dressed to you by Mr. John D. Goodloe, Chairman of the

Reconstruction Finance Corporation, dated April 15, 1947,
in which the enactment of that bill was opposed on various
grounds. Chairman Eccles requested an opportunity to am-

plify what he said orally by submitting a letter to be

incorporated in the hearings, and on behalf of the Com-

mittee you accorded him this privilege. This letter is
in accordance with that understanding.

"Mr. Goodloe suggests that guarantees of business

loans by the Federal Reserve Banks on the basis provided
in the bill would involve the application of unsound bank-
ing practices; and he refers to the fact that the ratio of
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capital and surplus of the Reserve Banks to their lia-
bilities at the present time amounts to only about one
per cent. This statement, however, ignores the fact
that the Federal Reserve Banks are central banking in-
stitutions and not commercial banks and that the re-
lationship of their capital and surplus to their lia-
bilities does not have the same significance as do
similar ratios at private banks. Over 90 per cent
of the assets held by the Federal Reserve Banks against
their liabilities consists of gold certificates and ob-
ligations of the United States Government. Most of the
rest of their assets are in the form of items in process
of collection, cash, and loans to member banks secured
by Government obligations. The deposit liabilities of
the Reserve Banks consist principally of the reserves
of their member banks which under the law must be main-
tained with the Reserve Banks and are not available for
customary withdrawal. The principal remaining liabili-
ties of the Reserve Banks are represented by Federal
Reserve notes which constitute obligations of the United
States and are wholly secured by gold certificates and
Government obligations. Thus, the capital and surplus
of the Federal Reserve Banks are entirely adequate when
measured by their risk assets.

"Even if the guarantee authority were used by the
Reserve Banks to the full extent permitted by the bill,
it would not affect the discharge by the Reserve Banks
of their broader responsibilities in the monetary and
credit field. There is nothing in the bill which would
tend to bring about or contribute to a national financial
crisis. Rather than contributing to an economic collapse,
the authority provided in the bill would make it possible
for small business concerns to obtain credit which would
not otherwise be available to them.

"On the second page of Mr. Goodloets letter it is
stated that the surplus funds of the Federal Reserve
Banks which would be used for the purposes of this bill
are funds in which the United States has a direct inter-
est. These surplus funds are the accumulated excess

earnings of the Federal Reserve Banks resulting from
their operations, and the United States has the residual
interest in such of these funds as remain after meeting
the obligations of the Reserve Banks in case they are
dissolved or go into liquidation. Obviously, therefore,
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"the use of these funds by the Federal Reserve Banks as going
concerns is quite different from the use of public funds de-
rived from appropriations by Congress.

"Mr. Goodloe's letter raises a further question as to
whether the funds available under this bill would be adequate.
It is the Board's belief that the maximum amount authorized
by the bill would be sufficient to enable the Reserve Banks
to provide guarantees with respect to all the risk credit
that will be needed within the near future. The bill is
intended to provide the Federal Reserve Banks with a stand-
by authority to be used whenever the need may arise. If it
Should become apparent at any time in the future that the
funds available are not sufficient to meet the need then
existing, the permission of Congress for additional authority
could, of course, be requested. In this connection, Mr. Good-
be cites the fact that the Reconstruction Finance Corpora-
tion, during 1946, made loans aggregating approximately
$445,000,000 to business enterprises which could not secure
credit through the usual banking channels. It is understood
that the bulk of these loans was made under the Corporation's
blanket participation agreement. In the Board's opinion, how-
ever, it is questionable whether there is any need for the
guaranteeing of business loans in such large volume during
periods of prosperity such as existed in 1946 or whether it
Is desirable that so much credit be created at a time of great
inflationary activity. It is also open to question whether
many of the loans made under the Corporation's blanket par-
ticipation agreement would not have been made even if no guar-
antee had been available. The plan was unnecessary and has
now been discontinued.

"The suggestion is made in Mr. Goodloe's letter that the
bill does not contain provisions which would adequately pro-
tect the Federal Reserve Banks against loss. This suggestion
overlooks several important considerations. It is contem-
plated that under the bill regulations would be prescribed
by the Board of Governors which would contain provisions
with respect to the soundness of loans guaranteed and the
extent of the risk to be assumed. Such regulations, coupled
with the fact that the Federal Reserve Banks would utilize
their own funds in making guarantees, would provide adequate
protection against loss. Moreover, loans guaranteed under
the bill would originate with local banks who would be fully
acquainted with the character, financial ability, and solvency
of their customers; and they would not be willing to make loans
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"with or or without a guarantee unless they had reason to
expect their repayment.

"Under the bill, lending banks obtaining guarantees
would pay guarantee fees which would be steeply graduated
according to the percentage of the loan carried by the
lending bank. Consequently, banks would wish to carry as
much of the loan as possible and would exercise careful
judgment and prudence in passing upon credits.

"Guarantee fees received under the bill would consti-
tute a fund out of which any losses could be absorbed. Fed-
eral Reserve Banks would, of course, be expected to incur
some losses if they are to guarantee any large volume of
loans, since the purpose of the legislation is to guarantee
loans the quality of which is such that the banks would not
make them without a partial guarantee. The fund accumulated
from guarantee fees, however, should be adequate to cover
such losses, and even if experience under the bill should
be more unfavorable than now anticipated, it is believed
that losses which could not be taken care of out of current
earnings of the Federal Reserve Banks would not amount to
more than a relatively small portion of their surplus.

"Finally, Mr. Goodloe's letter quotes an excerpt from
the report of the HOWIE, Banking and Currency Committee on
the bill which became the Federal Reserve Act as indicating
that the entry of the Federal Reserve Banks into the field
of direct risk lending would represent a departure from the
traditional concept of their purposes and functions. It is
believed, however, that there is nothing in the original or
amended Federal Reserve Act which is inconsistent with guar-
antees of business loans by the Federal Reserve Banks. Guar-
antees of such loans would be entirely in harmony with the
authority conferred upon the Reserve Banks by the original
Act to provide indirect assistance to business enterprises
by the discount of commercial paper held by their member
banks; the only difference is that in the one case a member
bank bears only a part of the risk, while in the other case
it is required to assume all of the risk.

"In this connection, your attention is called to the
fact that the report of the House Committee on the original
Federal Reserve Act, referred to by Mr. Goodloe, expressly
stated that one of the fundamental elements of that legis-
lation was the 'creation of a joint mechanism for the ex-
tension of credit to banks which possess sound assets and
Which desire to liquidate them for the prupose of meeting
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"legitimate commercial, agricultural, end industrial demands
on the part of their clientele.' Furthermore, the report
of the Senate Banking and Currency Committee on the original
Federal Reserve Act similarly stated that one of the chief
purposes of that Act was to /make available effective com-
mercial credit for individuals engaged in manufacturing,
in commerce, in finance, and in business to the extent of
their just deserts.'

"The authority which would be conferred upon the Re-
serve Banks by this bill is in keeping with powers custom-
arily exercised by central banking institutions and in the
Board's opinion is entirely in harmony with the basic con-
cept of the functions of the Federal Reserve Banks."

Approved unanimously.

Letter prepared for Mr. Draper's signature to the Honorable

Charles W. Tobey, Chairman of the Committee on Banking and Currency,

United States Senate, reading as follows:

"During recent hearings before your Committee on
the bill S. 408, relating to guarantees of business
loans by the Federal Reserve Banks, there was read
into the record a letter addressed to you by Mr.
William C. Foster, Acting Secretary of Commerce
dated March 25, 1947, with respect to the merits
of that bill.

"The Board is pleased to note that Mr. Foster
believes that this bill provides a sound basis for
the expansion of much needed small business credit
facilities and that he endorses the approach to the
problem represented by the bill. The letter sug-
gests that the Committee may wish to consider the
desirability of including in the bill certain di-
rectives, with respect to which the Board would
like to express its views.

"Regarding the suggestion that consideration be
given to the inclusion in the bill of specific lend-
ing standards, it is contemplated that limitations
relating to interest rates, maturity, and other sim-
ilar matters would be covered by regulations pre-
scribed by the Board of Governors. The Board believes
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"that the the incorporation of specific or rigid requirements
in the law itself mould tend to impede the flexible ad-
ministration of the bill. Experience has indicated that
it is almost impossible to anticipate the detailed limi-
tations which may be desirable in the future; and if the
law should specifically prescribe lending requirements
and standards it would doubtless be necessary at a later
date to change or clarify them by amendments to the stat-
ute. In fact, it might be desirable in times of severe
economic depression to have quite different conditions
and limitations surrounding the guaranteeing of loans
from those appropriate for times like the present.

"The Commerce Department's letter expresses the view
that special attention should be given to the fixing of
a reasonable maximum interest rate and indicates that 4
per cent would not be considered an unreasonable maximum.
The Board feels that flexibility is desirable and that
maximum interest rates should be left to be prescribed
by regulations from time to time in the light of changing
credit conditions and business needs. There may be in-
stances in which a 4 per cent rate of interest would not
adequately compensate a lending bank for the supervision
and servicing required in connection with a small loan;
and the fixing of such a maximum rate might tend to make
banks reluctant to extend credit in such cases and might
consequently have the effect of defeating the objectives
of the bill.

"With respect to the suggestion that the bill S. 408
might include an express statement of small business or
anti-monopoly objectives, the Board feels that there would
be no necessity for including this expressly in the light
of the explicit purposes of the bill. Anti-monopoly ob-
jectives have been stated in other statutes enacted by
Congress; and the Federal Reserve Banks and the Board of
Governors, of course, would administer the bill in con-
formity with those objectives.

"The letter also suggests that consideration might be
given to an amendment which would permit direct loans under
exceptional circumstances, but expresses doubt as to the
necessity or desirability for such a provision. On prin-
ciple, the Board feels strongly that private banks should
originate and make loans to business enterprises and that
legislation should not now provide for direct loans by
the Federal Reserve Banks or by any other governmental
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"agency. Under the bill, the Reserve Banks would not be
placed in competition with the private banking system.
They would be authorized to make only partial guarantees
of loans and then only upon the request of a local bank.
Credit judgment and responsibility would and should remain
primarily with the lending banks which are fully acquainted
with the character, capability, and capacity of their cus-

tomers.
"The Board is glad to have the Commerce Department's

support for this bill. We have considered carefully the
suggested amendments, and have concluded that the bill
does not require additional safeguards and would be more
workable and practical without further amendments."

Approved unanimously.

Memorandum dated April 23, 1947, from Mr. Carpenter recom-

mending that the Federal Open Market Committee policy record, in

the form attached to the memorandum, be approved for inclusion in

the Board's annual report for 1946.

Approved unanimously.

Approved:

Chinn pro tem.
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