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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, May 28, 1947.

Federal

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. Draper
Mr. Evans
Mr. Vardaman
Mr. Clayton

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

Minutes of actions taken by the Board of Governors of the

Reserve System on May 27, 1947, were approved unanimously.

Memorandum dated May 23, 1947, from Mr. Thomas, Director of

the Division of Research and Statistics, recommending that the resig-

44tian of Arthur C. Bunce, an economist in that Division, be accepted

to be effective, in accordance with his request, at the close of busi-

riess June 30, 1947, the end of the period for which leave without pay

had been granted by the Board.

Approved unanimously.

Letter to the board of directors of the "American State Bank",

144eke-Y, Idaho, stating that, subject to conditions of membership num-

bel'ed 1 to 3 contained in the Board's Regulation HI the Board approves

the
'anic's application for membership in the Federal Reserve System

d for the appropriate amount of stock in the Federal Reserve Bank

Of Saa Francisco.
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Approved unanimously, together
with a letter to Mr. Earhart, Presi-
dent of the Federal Reserve Bank of
San Francisco, reading as follows:

"The Board of Governors of the Federal Reserve
System approves the application of the American State
Bank, Mackay, Idaho, for membership in the Federal Re-
serve System, subject to the conditions prescribed in
the enclosed letter which you are requested to forward
to the board of directors of the institution. Two copies
of such letter are also enclosed, one of which is for
Your files and the other of which you are requested to
forward to the Commissioner of Finance for the State of
Idaho, for his information.

"It is noted that the applicant bank was accepted
for deposit insurance subject to conditions that no cash
dividends would be paid on common stock for the first
three years of operation and that fixed assets would be
depreciated at the maximum rates allowable for income
tax purposes. It is assumed that the bank understands
that it is not released from such conditions upon ad-
mission to membership."

Letter to Dr. Amos R. Shirley, 8140 W. North Avenue, Wauwatosa

132 Wisconsin, reading as follows:

"This is in reply to your letter of May 5 to Chair-
man Eccles with respect to the application of the Board's
Regulation T to the switching of securities in 'frozen'
margin accounts.

"The present rules relating to undermargined ac-
counts, such as those which prevent switching or with-
drawing cash, serve to strengthen the 75 per cent margin
requirement. In fact, they are in substance a part of
that requirement. They help to keep down the volume of
'buying for the rise,' which is one of the purposes of
these regulations. It is true of course that the sale
of one security and the purchase of another with the
proceeds does not increase the amount of the customer's
debit balance -- i.e., the amount of credit in use —
but it does affect the amount of use made of outstanding
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"credit. Another way of putting this point is to say
that, if it were not for these restrictions on under-
margined accounts, the same amount of restraint would
require either (1) that margin requirements be more
than 75 per cent or (2) that the Board exercise its
statutory authority to require liquidation. The pres-
ent rules, therefore, can be considered preferable to
an equivalent alternative.

"Another point, of lesser importance but of some
interest, is that the present rules help to put old
customers and new ones on the same basis. A new cus-
tomer would have to margin his account up to the 75
per cent level and the present rules require an old
customer, unless his account is already fully margined,
to do the same if he wishes to activate the account.

"It is quite true, of course, that the amount of
credit extended by brokers to their customers is now at
moderate levels, but in judging whether, under the stat-
utory mandate, any given amount of credit is excessive
the Board must take into consideration the general eco-
nomic situation of the country. On that score, the out-
standing fact has been that the money supply of the coun-
try has been altogether excessive in relation to the a-
vailable supply of goods. To make credit easier for pur-
chasers of stocks would add to the money supply without
bringing about any increase whatever in the available sup-
ply of goods. That is to say, it would tend to make an

inflationary situation still more inflationary."

Approved unanimously.

Letter to the Honorable Raymond S. Springer, United States

Rouse of Representatives, reading as follows:

"We are glad to comply with your request for our
comments on a letter to you from Mr. C. B. Currey, of
Connersville, Indiana, relating to the Board's Regu-
lation W through which the Government regulates in-
stalment credit terms.

"Mr. Currey, who is in the lending and financing
business, takes exception to the regulation on the
ground that it deprives people of financial assistance
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"for doctor and hospital bills by requiring them to
'expose their financial status to the public.' In
this connection he quotes section 7(h), which pro-
vides for exemption of medical and certain other
expenses from the limitations of the regulation.
You will note that the regulation does not require
Publication or disclosure of the borrower's finan-
cial status to anyone except the lender, who doubt-
less would require this information as a condition
of the loan whether Regulationliwas in effect or
not.

"Regulation WI as you know, was established in
1941 under a Presidential directive as an anti-in-
flationary measure. During the war years, when many
consumer goods were in very short supply, the regu-
lation applied to numerous durable goods and to a
Wide list of nondurable items purchased by consumers,
and through the limitation thus placed upon the use
of credit in buying those goods, the regulation gain-
ed general respect as a means of carrying out the pur-
pose for which it was intended. The scope of Regula-
tion W was cut down effective December 1, 1946, and
it now applies only to instalment credit and is cen-
tered on the major articles which are still in short

suPP1y. Its terms provide, in most cases, a maximum
maturity of 15 months on instalment contracts and a
down payment of a third, except that the down payment
In the case of furniture is one-fifth of the purchase
price.

"The whole question of regulation of consumer
credit probably will be brought before Congress at
this session, and the important question of just haw
far deficit financing on the part of individuals and
families affects the up and down of the business cycle
Will, we are confident, receive careful consideration.
Consumer credit within the next few years will be such
a sizable percentage of the total credit in use in this
country that the effect upon employment and the national
income of over-spending of future income cannot be ig-
nored as a factor making for economic instability. The
Board has made a careful study of consumer credit and
is of the opinion that continuance of some regulation
would contribute to greater economic stability. It fur-
ther believes that people in the lower income groups will
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"stand to benefit more from the maintenance of eco-
nomic stability than they would if there were no re-
straint upon the amounts of credit they might obtain.

"We are glad to have this opportunity to comment
on Mr. Currey's letter, which is returned as you re-
quested."

Approved unanimously.

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

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

"This is in reply to your letter of May 20, 1947,
relative to Regulation W.

"The point that the regulation prevents low in-
come people from making purchases is one which we
have considered from many angles. We have been unable
to see how these people would be better off if the reg-
ulation were removed. Certainly there would not be any
more cars available and the people you mention would
have to compete for the present supply on a price basis
With an augmented group of buyers from all income class-
es.

"We feel that this type of regulation is much in
the interest of people with low incomes. They are the
People who are most injured by instability in the econo-
mY and the most likely to suffer from heavy debt. There
Will certainly be some situations in which people will
be prevented from doing all that they would like to do
at the very time that they would like to do it. But we
doubt that the cases are so numerous or so serious at
a time of high employment and income as to outweigh the
long-run advantages which will accrue."

Approved unanimously.

Letter to the Presidents of all the Federal Reserve Banks

tellding as follows:

"Summaries of Regulation W Enforcement Reports for
the month of April are enclosed.
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"A continuation of the experience of the past few
months was indicated by most of the Banks. Enforcement

problems with automobile dealers, especially those han-

dling used cars, were commented on in five reports, in-
cluding records falsified to conceal short down payments
or side loans, and the use of 'pick-up' payments to re-
duce credits ostensibly exceeding $2,000.

"Certain of the Banks have been listing concerns
that had failed to register among the tabulated 'vio-
lators, while others have not reported this type of

violation. In order to make the reports comparable
in this respect, we suggest that the number failing
to register be omitted from the table but be stated,
in total only, as a fifth item under 'additional in-

formation.'"

Approved unanimously.

Letter to Mr. Maple T. Han, Chairman, Federal Deposit In-

surance Corporation, reading as follows:

"In accordance with the request contained in your

letter of May 13 that our office and field staffs be
advised that the experimental program of your Corpo-
ration for the audit of Certified Statements submitted
for assessment purposes by insured banks in Illinois
and Iowa with deposits in excess of $5,000,000 has been

extended to cover insured banks in the State of Indiana,

copies of your letter have been forwarded to the Federal

Reserve Banks of Chicago and St. Louis and circulated
among the Board's staff.

"It is noted that the extent to which the program
'will be carried eventually is as yet undetermined. The
Board requests that it be advised of the results of the

experiments so far as they pertain to the State member
banks in the States of Illinois, Iowa, and Indiana so
that if the audit program is to be extended further con-

sideration can be given to the program as it pertains to
State member banks in general.

"In case the audits of State member banks in Indiana

Should disclose any cases of a serious nature of improper

reporting by the bank, it will be appreciated if the sit-
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"uation be brought to the attention of the Federal Re-
serve Bank of the District."

Approved unanimously.

Letter to Mr. Thomas B. McCabe, Chairman, Federal Reserve

Bank of Philadelphia, reading as follows:

"Your letter of April 24 addressed to the Board of
Governors has now been circulated to all of the members
and on their behalf I wish to convey to you and your
Board our views in this connection. The questions of
Policy which the letter discusses are within the juris-
diction of the Open Market Committee and not of the Board
as such. No doubt we could all agree upon the broad ob-
jectives stated in general terms in your letter.

"The economy is or at least has been in a spiral of
Price inflation reflecting the excess of war-created buy-
ing power over the supply of available goods and services.
It has not been possible to expand production sufficiently
to meet all of the existing demands arising from the huge
accumulations of savings combined with a record peacetime
high level of current income. It was not possible by any
Practicable means, except higher taxes, to contract either
current income or accumulated buying power in the form of
liquid asset holdings. With the abandonment of the har-
ness of controls, including allocations of basic materi-
als, building permits, price and wage ceilings, and the
excess profits tax a rise in prices was inevitable.

"In other words, we have already had a large degree
of inflation. It seems to us surprising and late in the
day to suggest that now the instrument of increased in-
terest rates should be invoked Ito check inflation/ for
When the generalities in your letter are translated into
terms of practical action, that is the only means that
the System could use theoretically as an anti-inflationary
weapon. It is all the more surprising because Mr. Williams
E s well as Mr. Sienkiewicz have been familiar with and have
Participated in open market policy discussions from time to
time. Mr. Williams was a member of the Open Market Committee
from March 1945 up to March 1946. This is the first intima-
tion we have had that the directors of the Philadelphia Bank
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"believed that the interest rate weapon should or could
be invoked. In fact, the Open Market Committee has been
unanimous in all of its major recommendations to the Treas-
ury and no member has proposed abandonment of the funda-
mental policy of supporting the Government bond market at
levels satisfactory to the Treasury.

"We have indicated that some aspects of present Fed-
eral Reserve and Treasury public-debt policies are con-
ducive to further credit expansion and declining long-
term interest rates. It should be recognized, however,
that during the past year, while the Treasury has been
following its program of debt retirement, these undesir-
able tendencies have been largely in abeyance. The in-
flation that has occurred has been largely the result
Of wartime creation of money, although perhaps a small
factor has been expansion in private credit, which, how-
ever, could not have been checked by any practicable
Change in Federal Reserve policies.

"Recognizing that earlier tendencies toward mone-
tization of the public debt and declining bond yields
Will possibly recur, we are considering measures for
counteracting them. It is doubtful, as stated in the
Board's 1945 Annual Report, whether present powers of
the System are adequate for this purpose and we have
Proposed legislation which would fill this gap in the
System's power.

"Meanwhile we have suggested a change in the mech-
anism of handling Treasury bills that would serve to re-
store the bill as a market instrument. There has been
discussion of the possibility of some increase in the
law rate now maintained on Treasury certificates. While
such action would help to correct any tendency for bond
Yields to decline and is desirable as a means of restor-
ing a properly functioning money market, it could not be
used as a strong anti-inflationary weapon, especially in
the immediate situation. At best, any such change would
have to be brought about gradually and without opposition
by the Treasury.

"Your letter suggests, however, that something more
Immediate and more effective is desirable and possible.
It would be interesting to know just how the System, as-
suming that it should 'properly exercise its authority'
regardless of the Treasury's interests, could 'check in

Would your Board propose that the System, in
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"order to control the 'spiral of expanding credit', dis-
continue 'its commitment to provide reserve funds to the

market at guaranteed rates' by refusing to purchase Gov-

ernment securities at all? How high would rates at which
the System might buy have to go in order to discourage
banks from making loans or borrowers from seeking loans

When money can be profitably used?
"Every member of the Open Market Committee is aware

of the disastrous consequences that would follow if the

System were to attempt to force rates up to levels that
would be effectively restrictive on private borrowing.
Such a policy would drive the price of all outstanding

marketable Government securities held by banks, insurance

companies, pension and trust funds, and other fiduciaries
far below par. The Treasury, with its very large monthly

maturities, would have no idea of the cost of refunding
these maturities and hence of the kind of refunding issues
that could be put out. It would increase enormously the
charge on the budget for servicing the debt. If the Sec-

retary of the Treasury were confronted with any such con-

sequences as would be produced by the System's abandon-
ment of support of the Government bond market, he would
no doubt take the issue directly to the President who,
in turn, would take it to the Congress if the Open Market

Committee remained adamant. There can hardly be any doubt
as to what the result would be. The 'System's freedom of

action' would in all probability be promptly terminated.

"'While the letter of your directors is couched in
general and diplomatic language, its import is one of

criticism of Open Market Committee policies. It is for
that reason that we felt impelled to reply very frankly.

Instinctively and by reason of your practical experience
In important Government affairs you have a realistic and

constructive approach to public problems. It is hard to

believe that after you have considered carefully the prac-
tical application of the generalized proposals in the let-
ter you would favor taking the actual steps necessary to
make them effective. Such a remedy would be far worse
than the disease.

"It would be most unfortunate if responsible people
in the Federal Reserve System were to create the impres-
sion publicly that the System itself could have prevented
or could at this late hour materially diminish inflationary
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"forces. The problem is not so simple that it could be
dealt with effectively by monetary policy. Outside of
the monetary cranks, no one at all informed on the sub-
ject would suggest that in the great complex of economic
forces there is some simple monetary device that could
Preserve or restore economic equilibrium."

Approved unanimously.

hairmEui.
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