
Minutes of actions taken by the Board of Governors
441'6,1

Z'et 
tIle Board

Room

PRtSENT:

Reserve System

14 e

11c) a-c°rdance with the action taken at the meeting of thearti

X°Veilth

E terti --jer 29) 1948, there were presented drafts of letterorarld
1141 to be

er of v. sent to the President in response to his let—
Noveraber 6

the b 2 1948, requesting material for use in the State
utli°11. rn s

tthA 11114 r
asPonse to your request of November 6, I am

si;44•ch eoPies of a statement covering 
subject 

s
'or:ii.113?ard of Governors of the Federal 

Reserve
co'04 -2,--4-`1 Propose for inclusion in the State of the

:T 

t
ple.-eag6 and the Economic Report of the PrTesiisden
esented to Congress in January, 1949. 

h 

on Tuesday, December

at 9:30 a.m.

1 1948. The

of the

Board

Mr. McCabe, Chairman
Mr, Eccles
Mr. Szymczak
Mr. Draper
Mr, Evans
Mr. Vardaman
Mr. Clayton

Mr. Carpenter, Secretary
Mt. Sherman, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Board
Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Director of the Division of

Research and Statistics
Mr. Vest, General Counsel

sage  and the Economic Report.

Following a discussion, the drafts
Of letter and memorandum were 

approved

141.11ahimausly in the following form for
uranamission to the President over
Chairman McCabe's signature:
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'I

tioti rnt, as prepared, we believe, gives its own explana-
Rese,°' the subject matter and its relation to the Federal
ters e_ SYstem. You will note also that it suggests mat-

the  Congress may wish to consider; these matters
coili_eaellsersosrionsp.ecial Presidential messages during the forth-

Board is also sending to the Director of the Bur-t
Lt. the phroepBousdget, in response to your request, a reported l
vstexo, egislative program of the Federal Reserve

STATE "MATERIAL PROPOSED FOR INCLUSION IN
OF UNION MESSAGE OR PRESIDENT'S ECONOMIC REPORT

bee "Since the end of hostilities, great progress has
niadei in repairing the most acute damage of the war; 

 

storaetviive-- of agriculture throughout the world, in re-
etcl ir, °n of Production and of transport in 

weste 
Europe

cou tt;:sconversion and expansion of plant capacity t in this
bord 1," Much remains to be done. The world 

out 
side our

Zstieer-s is not yet restored to the point where exceptional
tIlie:1-4:e of foreign aid are no longer required. 

With 
in

Pls0klec;1111.4 trY) despite the phenomenal record of postwar
-v"-°n, serious deficiencies inherited from the war

that hr,eXtet• To these have been added new distortionsas ve developed during the postwar period, largely474-Product of postwar inflation.
iE111 re ,e„..};ave by no means arrived at a situation where we
4'11flad.'" the future with complacency, even when current

A,°n,e17 Pressures are under control. During the 
pat

cne-half years, in the effort to alleviate a1'44 

houa' 
Ilime 
shortage in housing facilities, more money has

t
o 
hat th: available to finance the purchase of housesre were houses to buy. As a result, the prices

11:c:rs rtt-:%and the costs of building have increased 
much 

than the money wages of most of the popula- 
kr,c1 fo 1w-it:cone families, in order to satisfy their
- eXceLrtheey have incurred mortgage debt that placest ?1,43.4`re burden on their future income.

11,%"ciugh the total increase in money income since

::€18e 
-e

ar „ the,
cr°'13E3 es

thi

se,,e wie po

erkePt pace with the rising cost of living, in-
have been unevenly distributed. Some

vitt, in pulation have been in a position to-111,t cost.. COMeS, in many cases more rapidly than
Elccora These increases, to the extent they were

Panted by higher productivity, have raised
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f 

8 and prices end thus accelerated the upward spiz1,7_,e
hoiriflatl°n• Other groups, large in the aggregate8 - little or no increase. The aged and others living on

and fixed incomes have suffered drastic reductions
Power. power. Distortions such as these greatly

and
4,1rate the problem of long-run stability. Housing

durable goods, though they may be purchased with the
A10_ credit, must ultimately be paid for out of income.4g continuance of high levels of production, par cu-
retaal cr durable goods and building, requires that costs
Peop4 ialivIline with the incomes of the great mass 

of u

I?liose not simply those segments of the population

ered. Per
0411com 

 es have had a more thanaverage increase.aI
sustained prosperity, it is essential 

at

beall,t conditions remain sound and that 
overindebted ness

Periovdc)ided• It is also essential that we do not, in this 
Of extraordinary activity, so far anticipate our

leaNpe- caPital needs, private as well as public, ls o
recol:c backlogs to draw upon when the current phase 

of

ftersion is over.
would be possible to achieve a form of temporary
at the present general level of prices that

zhoklicieericeal serious undercurrents of weakness. 
If k.

we
Illidertake to achieve stability by the prop of

1.1°,1111dbet!"sion, whether bank or otherwise, then web
rIAL-'?ring up trouble. We would be jeopardizing

Z!438 0f..--e lf we were to rely upon expenditures in ex-
7bIlsilleurrent savings to finance heavy new borrowing
;EIrgetZses, substantial buying on credit by consumers,
;:c4ite, ge expansion at present high construction,

-1;c1 large State and local expenditures for public
'res 

circz. 
repue should refrain, in a time of inflationary pres-

to stimulants appropriate for counter-
11/ erilationary forces.

Paramount importance to avoid Federal defi-
46 tit heTVIS now, production, employment, and incomes
:Irelqllv.l'er levels than ever before. The most effec-
1:111zoi :,4/ deal with the basic cause of inflation is by

to ,- substantial budgetary surplus which can be
lipluce public debt.

'flg the early part of 1948, the major restraining
/gas due to the large excess of Federal Govern-

lo4 Pe over expenditures, inreeei t ditures, amountg to nearly 
4bt h u-Llars. This made possible retirement of pub-

by Federal Reserve Banks and thereby re-
---,cessive money supply. During the past year,
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n121.
ri -eased military and foreign aid expenditures were 4 auth-,zed• At the same time Congress reduced taxes. As aelit'4) the budgetary surplus, which had been a most imp 

Fed-
the 

or 
th44.anti-inflationary factor, disappeared. It is essentialerei it be 

restored and that any material increase in 
ed-
f

i,e3cPenditures in the next fiscal year be at least 
of set

genreased taxation.
corr A vigorous fiscal policy should be supplemented by
Provie:P.21Icling monetary measures. Adequate means 

should 
be

4-,7 so that monetary authorities may at all times be
exerj"ition to carry out their traditional function of
sion effective restraint upon excessive credit expan-credii" an inflationary period and, conversely, of easing

cc)nditions in a time of deflationary pressures.
__FURTHER MEASURES OF RESTRAINTBoum 'e Problem  of restricting and of promoting

riql: credit conditions can be dealt with through many chan-

a

the Etc)r Governmental policy. In addition to restricting
,ellita!iill.,abilitY of credit and increasing taxes in order to

be 
1-1-1Ying power, rigid econoray and postponement of all

Ilsecirl,`"ial expenditures are necessary. Allocations mayklbzi 118. '&0 d
istribute scarce materials and direct price

8Pita1e controls can be invoked to hold down the upwardettlae c)e costs b h measures do not remove the basic
ea , but SUC

111flatiOn.
1;'424°erlditUreS not only by the Federal Government but

4r,bacajtAstte and local governments should be confined to
-4.essentials. Every possible outlay should be post-

i,,8/1 11 a ti_41 demand for labor and materials slackens. AtNi8teed 07) these expenditures would have a sustaining
an inflationary influence.

f, 8 1.1jaci A lla the past year the American Bankers Association''rzak
€'eterendi 

a organized campaign to discourage banks
ext en n 
.

si„ --tig credits of a recognizable inflationary char-c8;c1teliiia 'ese efforts have had a desirable influence inPereti! the rate of bank credit expansion. A similar

°tiger

oze ve ef
the 1 olltsi sort among all groups of lenders, including_cite ithe banking field, might also be helpful48 ',vol. erm capital market.

elzp,,11111 te-r7 efforts of this nature should be encouraged
17e1'1""—ierq8.eraierit to, but not as a substitute for, necessaryt, %lb., measures of restraint.
hltir 4-te emente b It is of primary importance

hett ellbetkrilicide,tarY surplus sufficient to permit retirement
draft a-L Part of the public debt. There have been

s on wartime savings, invested in public-debt
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"securi4.•
tion8,,:les, to finance current expenditures. The infla-
bai effects of these withdrawals should be counter-

by public-debt, retirement.
or m 4.11as Treasury has a problem of refunding large amounts
etru-:+411ri1g obligations and of maintaining a balanced 

deb 

each'Ilre.. 
3r 

Maturities amount to over 50 billion dollars
staer: and the average maturity of the outstanding debt

14142;811Y shortening. It is necessary that the debt be
laive7sfe

° 
`` e. manner that will not only encourage nonbank

terra-4"rs tc buy and hold Government securities as long-ertaa 
ell' 
41,vestraents but will also reduce the amount of Gov-to en securities held by the banking system. In order

cozeicrursge the holding of Government bonds by investors,
tattle:nee in. the stability of bond prices must be main-
debt sh P°11cies regarding the management of the public

np°111d be guided by these considerations.
Stebaitecleral Reserve support of Government bond_p_acsa.—
1,t4fi thi? °f bond prices has been maintained. In support-

rnarket the Federal Reserve Banks increased their
cf Treasury bonds by more than 10 billion dollars1714'he twelve months ending in November.

oth
Nrchaseeareas in the earlier postwar years Federal Reserve

t„ were largely from banks wishing funds to expand
v'trelifite;ves of credit during the past year the bulk of

41 ti8 

a 

}las been of long-term bonds held by insurance
,i,-EtelateBelabi-t nhecise°ttler nonbank investors. The magnitude ofz

investors reflects the heavy demand for in-
t1.41c1R foullds- These withdrawals from past accumulations
Area-sulre current expenditures add heavily to inflation-

tam "The
41te '4"-IcY of 
4
6 stab; purchasing Treasury bonds in order to

Rese 
,111 14 
4;4g-0. ,z-L-i-tY in the bond market has confronted the

Niies4bliot ye System with a serious dilemma. These pur-
--Y increase the supply of money currentlyr le but 

system with addition-

et 

also supply the banking 
1.7bich bank credit can be pyramided. The

i!e4t. d '''Ystera ha.sas endeavored to prevent the.  reserves thus
,___we-L1 as additional reserves arising from gold

ee':111°11 of-ulna becoming the basis for a further multiple ex-tt,,l's or Ineacszk credit. With this purpose in view, twowhoort-
A,q; teresstlres have been adopted, one dealing with s
t4,°tieh th t rates the other with reserve requirements.e ese Iteasurl es alone can not arrest inflation,ert. A

eS 
irable restraint.

-5-
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oss 11Increase in short-term interest rates.-- Interest rates
r'ilMIcat-term Government securities have been permitted zh

eonlewhat from the very low levels maintained during e

ea
erld early postwar years. Banks and other holders
!1,41 funds were thereby encouraged to purchase an o
recZteral securities. As a result, Federal Reserve Banksthe ed their holdings of short-term securities by almost

a8arlie amount as their purchases of bonds, thus prevent-
ne°rreePonding expansion in bank reserves.11.11, The effectiveness of this measure depends upon th;

tie;g11,ess of banks and others to hold short-term 
secui_

The ratiier than to put their available funds to other uses.
tnarksetit.uation calls for flexibility in the short-term money

her reserve reouirements.-- In order to immobilize
Reee7reated reserves, the Board of Governors of the Federal

-e:ePYstem raised the reserve requirements of membertrEll Increases for banks in New York and Chicago (Cen-
1948 Zerve Cities) were made during the first half of 

sen'i.'er unused authority in the Federal Reserve Act, 
and

Ste7inaber requirements were increased for all member
,t1111.14;7:er 

were
of legislation passed by the Congress

4o4'cil$ The combined actions immobilized about 3 b11-
N3ire:-,44re of additional bank reserves. This authority
ekhceii ?Ile 30, 1949. Increases made under it would be 45051d automatically at that time. The Congress 

should

kthori'ter the whole problem of bank reserves and provide
the'4" lcovering the entire banking system adequate to

needs of the economy.
iN2tEtizi -

of'consumer instalment credit.-- Consumer
;,11)1:11t credit, which is an important source of expansion

PWer, was also brought back under regulation

il1
/ler liL.PWer granted by the Congress in August. This
LL111,11 7:!:8,e expires on June 30, 1949. It should be con-r, gcier to exert a stabilizing influence on this

'Uotuating type of credit."

qeti 

At iqs.

Point Messrs. Riefler, Thomas, and Vest withdrew from
4, azd

'ttikNr. the action stated with respect to each of the matters

referred to was
killui. taken by the Board:

NI mee Oflke,, -1- actions taken by the Board of Governors of the Fed-

On November 302 1948, were approved unanimously.
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Letter to Mr. Peyton,Of }qat

eaPolis, reading as follows:

President of the Federal Reserve Bank

letter accordance with the request contained in your
poini °I1 November 15, 1948, the Board approves the ap-
for-t7erit of Kyle K. Fossum as an assistant 

examinerNou 
of

Reserve Bank of Minneapolis, effective-taper 16, 
1948."

Approved unanimously.
Lett

4, er to Mr. Wilbur, Federal Reserve Agent of the,w9rve t

°f San Francisco, reading as follows:

tall:lax:4 accordance with the request contained in Mr.
0./cArera'" 8 letter of November 23, 1948, the Board of
Paytieric:rs aPproves, effective December 1, 1948, the

°f salaries to the following members of thecal R
sserve Agent's staff at the rates indicated:

p
s

Galvin, E. }I.

Robt4son, J. R

4114"°11, J. B

or

Chicago

2 reading

1 "P
948 -ference' alabmit4. s made to your letter of November 22,

441 'Ing the application of the Linden State
ell' Indiana, for permission to exercise

"14"i/tiers,

t11% °f the Reserve Bank's recommendation and
submitted, the Board of Governors of

-ider 
zlese 
tv, rvs System grants the applicant permis-
'le provisions of its condition of membership

Title Annual Salary
Head Office 

Assistant Federal $40800
Reserve Agent

Alternate Assistant
Federal Reserve Agent

Los Angeles Branch
Federal Reserve Agent's 5,400

Representative
Salt Lake City Branch
Federal Reserve Agent's•

Representative 5,400"

Approved unanimously.

7,500

Federal

Letiter
L.o mr.

Diercks, Vice President of the Federal Reserve

as follows:
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"111110) R
4rtA e-e't 1, to exercise the fiduciary powers now or here-

authorized under the terms of its charter and the
the State of Indiana.

Lizid 1°u are requested to advise the Linden State Bank,
en; Indiana, of the Board's action."

-8-

Approved unanimously.

4., -graz to the officers in charge of the administration

O
nt,
- n at all Federal Reserve Banks reading as follows:

olt.rstions have been raised recently whether banks
kobirnee companies in purchasing or discounting auto-
Ette aen instalment paPer are reouired to check appropr
\raltiellraisal guides to see that the maximum credit 
veau.'°es not exceed two-thirds of the appraisal guideThe 

Board's view is that section 8(e)(2) does
Irertrieclull'e banks or finance companies to make such
r th en;°fle. Of course, if it appeared f rrom the ace

etr'igation or accompanying papers, or if the.
!Ilracreeri. knew from any other source, that the maxa-

;%kicl value was exceeded, then the Registrant( 2 0t be 
entitled to the protection of section 

i
Eleeordi with 

respect to such obligation. This is n
takell triircs with a previously established position
/‘t4eriot.  the Bo ard under the former regulation butto plibi the

subject of an S letter. It is not proposeish this ruling but it is being sent to you for
ila Yourrif."Illation and guidance should the question arise

strict

tett
"er tot

oljollaz the Presidents of all Federal Reserve Banks reading

tEkt41 "There .
lati ls attached an outline of procedure for4t4.orl registration statements filed under 117g-
r 2,10,1,:ns plan outlined supplements the oEt 

1.4?) dated October 11, 1948, which deals
st,41sion and correction of defective regis-

elmente,

of

Approved unanimously.
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Eis t
hos 
"In general, the attached instructions are the sameonese

used for the 1941 Registration. The present

'
conairlare) of course, Tnuch simpler since they refer to
iztb erablY less data. Copies of the forms to be usedrot,i-e tabulations are also attached. A supply of these

einstn.i.,s bg forwarded under special cover.
' would be desirable if your statistical tabula-
111e would reach us by the early part of February 1949.
tents ..eLL,ed returns should include only those state-
feet nreceived during 1948, which were in current ef-
tables of December 31. Any questions regarding the
of II:It:111g instructions may be directed to the Division

search and Statistics."

Approved unanimously

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




