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Minutes of actions taken by the Board of Governors of the

Pecleral Reserve System on Tuesday, June 22, 1948. The Board met

14 the Board Room at 10:30 a.m.

PRESENT: Mr. McCabe, Chairman
Mr. Eccles
Mr. Draper
Mr. Clayton

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary

Mr. Hammond, Assistant Secretary

Mr. Morrill, Special Adviser

Mr. Thurston, Assistant to the Board

Mr. Thomas, Director of the Division

of Research and Statistics

Mr. Vest, General Counsel

Reference was made to a draft of letter, prepared by Mr.

celes and addressed to the Chairmen of all Federal Reserve Banks,

e°4cerning the Board's recent action increasing reserve require-

Ments at New York and Chicago. The draft, a copy of which was

sebit to each member of the Board before this meeting, stated

thEL- .
u since press and other reports misinterpreted the reasons

11°1' the Board's action the letter was being sent in order that

the Chairmen might have the facts for their information and that

ot the boards of directors of the Reserve Banks.

Chairman McCabe stated that he had no objection to the

letter being sent, but that he felt the draft was in a defensive

to
ne 

Which might make the Reserve Bank directors feel the Board

trying to justify its action, and therefore might do more
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than good. He also said that if the letter were sent it

8110111d also contain an explanation of the reasons why the action

should not have been taken when it was, but that he would prefer

to send no letter and let the Board's action speak for itself.

Mr. Eccles stated that he felt his position had been mis-

iliterpreted in the press which had made it appear that, for the

ktqose of "taking a slap" at the Treasury, he had taken the in-

it
iative in pushing through an increase in reserve requirements

-Le Chairman McCabe was away, and that he would like to give

the Chairmen of the Reserve Banks the facts concerning the rea-

s°118 for taking action. He added that if the Board did not wish

to send the letter he would like to send it over his own signa-

till'e in explanation of his position and on behalf of any of the

Illeilibers of the Board who felt they would like an explanation of

the
reasons for their action placed in the hands of the Chairmen.

During the ensuing discussion, Mr. Carpenter stated that

Mr.
kJzYmczak, who had received a copy of the agenda for this

meet
had requested that final action on the letter be de-

l ed, until the meeting on June 25, 1948, when all of the mem-

Ilers lould be present.

Mr. Draper stated that it probably would not make much

'rence whether a letter was sent to the Chairmen, that he
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felt the proposed letter was too long and too involved to receive

lalleh attention, that he would have no objection to sending a let-

ter Which made it plain the Board did not take advantage of Chair-

X1 McCabe's absence, and that if a letter was sent he felt it

8hould be a Board letter.

Mr. Clayton stated that he felt that the purpose of a let-

ter would be merely to correct the false impressions that had ap-

II Lred in the press that the Board wanted to take advantage of

Chairman McCabe's absence because of illness or to "take a slap"

41; the Treasury, and, therefore, should not go into the merits

r the action.

Chairman McCabe stated that he would have no objection to

ell
"Ticial letter such as Mr. Clayton outlined but that he ques-

tio
1101 the need for a letter, that it was inevitable that Board

"(311s would sometimes be misinterpreted in the press, and that

ltl'las not feasible to follow a policy of attempting to correct

inaccurate press reports.

Following a further discussion, it

was agreed unanimously that Mr. Clayton

would prepare another draft of the let-

ter for consideration by the members of

the Board.

Chairman McCabe stated that he had received a letter from

2tevens, Chairman of the Federal Reserve Bank of New York,
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dated June 10, 1948, concerning the action of the Board in increas-

ing reserve requirements, and at the Chairman's request Mr. Carpenter

l'ead the letter, which was as follows:

"At the meeting of our Board of Directors last
week there was a discussion of the action of the
Board of Governors in increasing the reserves which
central reserve city banks are required to maintain
against net demand deposits, effective June 11, 1948.
Without attempting to argue the merits of the action,
it was 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 be 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 Board's ac-
tion. It was recognized also that, as you indicated

in Your letter of April 27th, time and circumstance
Will not always permit of seeking the judgments of
boards of directors and officers of Reserve Banks on
important System 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 hope 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
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"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 our strong

desire to play our part in making your suggestion

bear fruit."

Chairman McCabe then read the following acknowledgement

which he had sent Mr. Stevens under date of June 16, 1948:

"I am pleased to acknowledge your letter of

June 10 in which you express the views of the Di-

rectors of the Federal Reserve Bank of New York

concerning the recent increase in reserve require-

ments of Central City Banks, I will be very glad

to show this letter to the members of the Board of

Governors.
"With warmest regards."

After a discussion of the questions

raised by the letter and the action that

should be taken by the Board in connection

with it, it was agreed unanimously that a

copy of the letter would be sent to each

member of the Board for consideration at

a later meeting when all of the members

could be present, after which Mr. Stevens

would be invited to meet with the Board

for a discussion of the questions involved.

Messrs. Young, Dembitz, and Hersey, Associate Director,

'lett

4st ern Section, respectively, of the Division of Research and

g Chief of the International Section, and Chief of the Far

Steti
-sties, entered the meeting at this point.

stir
the

Mr. Young reported on his recent mission to Japan to make

IreY of

current

exchange rates and Mr. Hersey presented a summary of

economic situation in Japan. There followed a dis-
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cllzsion of the reports by Messrs. Young and Hersey, at the con-

clusion of which Mr. Young reviewed the recommendations which

the mission of which he was head had submitted upon its return.

It was understood that a confidential copy of the official re-

port would be circulated among the members of the Board.

Chairman McCabe stated that he favored the recommenda-

046 of the mission and that, for his benefit in discussing

the 'flatter at a meeting of the National Advisory Council, he

11°111d like to know whether any of the members of the Board dis-

841sresd with the recommendations. All of the members who were

'I'ssarat indicated that they had no objections to the recommenda-

046 as presented, Mr. Clayton stating that the change in the

change rate would be meaningless unless other steps were taken

lihich would fortify the economy and protect the new rate.

Mr. Draper moved that it be the sense of the Board that

Ett 
the meeting of the National Advisory Council Chairman McCabe

ItoulA
q strongly support the recommendations of the mission.

Or

Mr. Draper's motion was put by

the Chair and carried unanimously.

At this point all members of the staff with the exception

ssrs. Carpenter and Morrill withdrew from the meeting.

Mr. Draper stated that in accordance with the action taken

e't the meeting of the Board on June 81 1948, he had given further

Ileideration to the use of the private dining rooms and had dis-

ed the matter informally with all of the members of the Board

13t Mr. Vardaman whom he had not been able to reach, that four
xce
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Of the the members and perhaps Mr. Vardaman favored continuation of

the existing temporary arrangement, that Chairman McCabe was will-

to accept whatever arrangement was agreed to by the majority

Of the other members, and that Mr. Szymczak was the only member

r°oring a change. Mr. Draper also said that in view of this

illformal poll of the wishes of the members of the Board he would

recommend that the existing arrangement be continued indefinitely

111-th the understanding that the matter could be discussed again

811°111d any member of the Board wish to do so.

Mr. Draper's recommendation was

approved unanimously.

Secretary's Note: Following the meeting, Mr.

Szymczak asked that the following statement by

him with respect to the above action be entered

In the minutes:

"I desire that the record in the above matter show
that in my opinion the system now in effect as to the

use of these rooms (Board members with guests going in

to lunch in either of these rooms) has not, in my opinion,

worked smoothly. Further, it has always limited the Board

Members in their discussion of Board business in the pres-
ence of outsiders. Frequently the Board members forget

that outsiders are present and discuss Federal Reserve

business freely--and later wonder how these matters 'leak
out,

Minutes of actions taken by the Board of Governors of the

Nieral Reserve System on June 8, 1948, were approved unanimously.

Minutes of actions taken by the Board of Governors of the

?ecleral Reserve System on June 9, 10, 11, 14, 15, 16, 17, 18, and

1948, were approved and the actions recorded therein were

l'atiried unanimously.

Letter to Mr. Smyth, Vice President of the Federal Reserve

11..4n1,
of Dallas, reading as follows:
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accordance with the request contained in
your letter of June 18, 1948, the Board approves
the payment of salary to Mr. W. V. Cummins at the

rate of $3,946.80 per annum effective June 1, 1948,

which rate is in excess of the maximum of his pres-
ent position."

Approved unanimously.

Letter prepared for Chairman McCabe's signature to Mr. B. C.

orbes, President, Investors League, Inc., 175 Fifth Avenue, New

York
10, New York, reading as follows:

"Your letter of June 4 states that the Investors
Le ague intends to have its members and others petition
the Board to reduce the security margin requirements
to 50 per cent, and that you would like to have my

views on the present 75 per cent requirements.
"I am informed that, following the increase in

requirements to 75 per cent in July, 1945, the In-
vestors Fairplay League, of which you were then

President, sponsored a petition for lower margins.

As a result, the Board received some hundreds of

identical form letters calling for lower require-

ments, and also received many other letters from
Le ague members favoring the existing or higher mar-

gin requirements. On that occasion, and under the

circumstances, the Board did not consider that a re-

duction of the margin requirements was justified; in

fact, as you know, the Board's next change in the

margin regulations was to raise them to 100 per cent,

in January, 1946, in response to the increasing
strength of inflationary forces in the stock market
and elsewhere in the economy at that time.

"The Securities Exchange Act of 1934, under which
the margin regulations are prescribed, makes the Board
responsible to Congress for preventing the excessive

use of credit in the securities markets. Under present

?onditions of practically full employment, any increase
ln the credit money that is flowing through the secu-
rities markets, such as would occur if margins were
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"reduced, would tend to be inflationary; it would add

to the already excessive amount of money that is being

bid for scarce goods and labor without helping to in-

crease the production of goods and services.

"I can assure you, however, that we are constantly

watchful of the situation so that we may be prepared to

act promptly if it appears that a change in the margin

regulations will be helpful to the economy as a whole.

You may be sure, also, that we will welcome the views

of any investor that are designed to help us serve the

general public interest through these regulations."

Approved unanimously.

Telegram to the Presidents of all Federal Reserve Banks read-

as follows:

"Relet June 14 (S-1023). Beginning with press

statement showing New York and Chicago weekly report-

ing member bank figures as of June 30, to be released

on July 1, statement form will show 'Loans--net' as

second item and 'Loans--gross' as the third item, with

footnote appended to the latter caption reading as fol-

lows: 'Beginning June 30, 1948, individual loan items

are reported gross, i.e., before deduction of valuation

reserves, instead of net as previously reported'. At

least at the outset the year-ago comparison columns for

individual loan items will be left blank. In the state-

ment by districts as of June 30 which will be released

on July 7, the item 'Loans--gross' will be omitted be-

cause of lack of room, but the same footnote will be

appended to the caption 'Loans--net'.

"We propose when releasing weekly condition figures

as of June 30 for New York and Chicago on July 1 to show

amounts of reserves deducted from each of the loan items

on June 23, and to follow similar procedure with respect
to June 30 figures for all reporting member banks to be

released on July 7. Table showing June 23 reserves al-

located against individual loan items for each district

and for cities of New York and Chicago will be forwarded

to Reserve Banks, will be available to others upon re-

quest, and will appear in subsequent Bulletin article."
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