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A meeting of the Board of Governors of the Federal Reserve
stem wi
1th the Federal Advisory Council was held in the offices of

the B
Oa
d of Governors in Washington on Tuesday, February 21, 1950,

PRESENT: Mr, McCabe, Chairman
Mr. Eccles
Mr, Szymczak
Mr. Draper
Mr. Vardeman

Mr. Carpenter, Secretary

Messrs., Morrill, Thurston, Riefler, Thomas, Vest,
Young, Horbett, and Sherman of the staff of
the Board of Governors.

Messrs. Bucklin, Jackson, Potts, Congdon, Fleming,
J. T. Brown, Edward E. Brown, Hemingwey, Beals,
Woods, and Lochead, members of the Federal
Advisory Council from the First, Second, Third,
Fourth, Fifth, Sixth, Seventh, Eighth, Tenth,
Eleventh, and Twelfth Federal Reserve Districts,
respectively.

Mr. Clarence E. Hill, who was attending the meet-
ing as alternate for Joseph F. Ringland, member
of the Federal Advisory Council from the Ninth
Federal Reserve District.

Mr., Prochnow, Secretary of the Federal Advisory
Council.

Ber ;
&bi Ore this meeting, at the separate meeting of the Federal
8o

TY Co
the o Weil, My, Edqward E. Brown was selected as President of
> ¥r. Fleming as Vice President, and Messrs. Edward E.

T
E Flem 1
!
c%mit ng, Jackson, Potts, and Congdon as members of the executive
tee
of
Vag the Council for the current calendar year. Mr. Prochnow

resel
J ect
®d Secretary of the Council for the year 1950.
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s President Brown stated that in accordance with the under-

mm;:i:g &% the meeting with the Board on November 15, 1949, the

~ °f the Federal Advisory Council had ccnsidered the staff
"dum gepy, to them under date of February 13, 1950, with

te
Spect to o .
flanges in the law to provide that reserve requirements
of q

8 mGMber bank b . ) . "
- e based on the character of the bank's deposits

her t .
h
" %0 on the location of the bank. He said that the Federal

Ory
Counciy had had en informal discussion of the matter

YQst
gy ..
¥ With members of the Board's staff, with the understanding

“mt
the
C .
the OUWncil would take no action at this time with respect to
propo
DO g
Boq ®d plan, that the matter would be discussed with the
rq

of o
U, OVernors today, and that any formal action that the Council
t

take
bre, Would be deferred until a later meeting. A memorandum
Are q

the v Messys, Young and Horbett of the Board's staff summarizing
iSQu
s
8y Ao of the Council and members of the staff yesterday,
een
Placeq in the Board's files.

Tresy
ldent Brown also referred. to the recommendation in the

reSi
dent:
8 1o~

bemad 1950 €conomic report to Congress that reserve requirements

€

8-:‘.)P:L:'Lca'b]_

b g € to nommember insured banks as well as to member

2

L
Y hich Chairman McCebe responded that the Board had not
Conyyg
ng

eq .
the inclusion of such s statement in the report.

reg
rW&eq ident Broyy suggested that perhaps the best way to

Righ
ght e for each member of the Federal Advisory Council




<24

250
to

.
Xpr '
85 his views. The statements made by the individual
bers of ¢
he Council brought out the following points:
It vas stated that since the present system of reserve

eit
des
ignatiOES was provided for in the National Bank Act in

18
not been changed basically since that time, a thorough
\ldy o
f
o1 the need for g change in the classification of banks for
Se
&
Purposes ywas long overdue, and that the staff study was

Tucty
Ve ang Dresented a good basis for further consideration

0
T. It appeared to be the consensus that further study

Of ¢
the Problep . wla
Cmm ould be desirable but several members of the

sy,
1nt €8ested that the present was not a suitable time for
Odc

i

"€ legislation to change the system.

In :

og fomenting upon the reduction that would take place in
e s

the Uirements of central reserve and reserve city banks under

od:
hb uctOry formula presented in the staff study, Mr. J. T.

o ther members of the Council stated that if, as appeared
e

Conte
mplated the aggregate volume of required reserves were

t°re

to nzie apnrOX1mate1y the same as at present, it would be necessary
re&ﬁwe - T®Quirements at a large number of banks outside central
ianSer A Teserve cities., He emphasized the view that an increase
hemﬁt T®Quirements of any substantial number of banks would

st
rong Opposition to any proposal that might be made

Ugges
te
A that consideration be given to an adjustment in the




&N
§{>
)|

3/
/50 "

form
W]g, .
Which would not work a hardship on large numbers of non-

e

S
o€ of the members of the Council indicated that there

8
Tuch 4 be said £ ‘
Vhe or the approach teken in the staff study

re
¥
Sserve requirements would be based upon type of deposit,

Ty
ther th&n u .
i Pon location of the bank, while others felt that

Utey
ba'nk depo sit .
i § probably were not more volatile than other

U e
oy POS51ts and that further consideration should be given
h

& sy
0 888sted differential between reserve reguirements for
erb

aAnk .
: 8%posity and other demand deposits. It was also
ug3e3t

eq
Yo that consigeration might be given to a formula which
r

Squ
hﬁm Quire réserves according to the kind of business done by
s Id

lag
b ®Ontrasted with the type of deposit), i.e., whether a
Wasg

o
W ing business with many large corporate accounts, or
hether

it

s
I deposits consisted mainly of other types of accounts.
8

Co .
gy "fction, Mr. Congdon stated that while he had no
cul

ar ghs. ..
nht . %bjection to the proposal in the staff study, he doubted
t

S adon+ts
“m&d °Ption would be of much benefit and felt that as much
ac -
Pm%rv compllshed if the Board could develop some policy on
€ec
t
%”b v design&tions and make exemptions from such requirements

1 :
Toy 4 °¢ating reserve requirements with appropriate allowances

Oat
ar
ising out of uncollected checks.
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X Attention was called particularly to the position of
ks o

e
TVing stock yards which hold relatively large deposits

¢
lassed as "y .
nterbank", It was stated that such deposits were

toop

t

he same character as correspondent interbank balances
generallY:

% and the suggestion was made that a study be undertsken
4

Stery
ine whether special treatment might be provided for banks
Ving thig .
Particular type of interbank account. In the dis-

8io
R Of thig question, emphasis was laid upon the view that
Drg ) any

lng
in &

Whe
hich would place a burden on the present livestock market-

8Ystep
would be strongly opposed by banks and others interested
h&t indus .try .

Dur
b Ing a statement with respect to the volatility of inter-
8i
1nh1 'S, Mr. Potts presented statistics based upon accounts
8
ank .
ey, In Philagelphia to show that fluctuations in interbank
Sits

ha
d%bsi Ve not necessarily been greater than in other types of
ts

) &

04 he Suggested that further study be given to the
Sutg ¢
eDQSits

)y
Wirey,
hat might be imposed against various categories of

Wity
Qaﬂlb Teference to the proposal in the staff study that vault
Co
“m Unteq &S part of the reserves of member banks, it was
Sengy
S that this was logical and desirable.

In ¢
hh&i Ommenting on the possible effects on correspondent
e Telat
ionshipSJ Mr

. Hemingway stated that while a revision
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Tege .
Tve requirements along the lines outlined in the staff

Tengy.
an, ;
Qun Wlght be logical and desirable, much more sympathetic

Co
nsideration woul

3 d be given to it by reserve city bankers if the

Og,
rq Would meye g ;
Wiy ar thet it did not contemplate any action
ulq reduce the importance of correspondent banking.

e
T
X he View was expressed that the members of the Council
Co
8nized there ha
Slne
they

Cre .
q °rlgina11y provided as a device for the protection of
eDOsitOrs

m%mEr b

T

d been a change in the concept of reserves

€ the :
Netional Bank Act was passed in 1864 and that whereas

> 1t had now come to be recognized by most bankers that

Teserve requirements had come to be an instrument of

nl()ne
t
ary ang

¢redit control.

NQﬁP&pAnOther View expressed was that the study by the Board's
°mmge Peareq o be based largely on the assumption thet a

ty e lay youg simplify some of the Board's administra-

robl
em + 3 3
S Which arise in designating reserve cities and, to

q
m1n0r

Cxte .
Itwa 0L, might improve its monetary and credit controls.
8
alsg
Ofre Suggesteq that it might increase the effectiveness
8
88 a protection to depositors.

Folloys . : :
Ye Ng a general discussion of the staff study, Chairman
Cehe

e
hed appreciation for the valueble suggestions that




p) 1

haq 1,
Ce
% made by the members of the Council, stating that they would

e
8ive .
. 0 attention by the staff in its continuing study of the
ttep
' He suggested that it would be helpful to the Board and

8 st&f ¢
. T if the Council would appoint a committee to give further
Ohsige
r
@tion to the proposal under discussion and offer suggestions
0 the
Bo ;
. rd in comnection with it. President Brown stated that
Oune
11 wourgq consider this suggestion.
Secretary's Note: Following the meet-
ing, President Brown informed Chairman
McCabe that he had appointed a committee
for the purpose suggested, consisting of

Messrs. Fleming (Chairman), Jackson,
Potts, J. T. Brown, and Beals.

Pr
- ®¢ldent Brown stated that it was contemplated that the
e

ety
8 of the Council would be held in Washington on May

» 1950
the ’ 80d that inasmuch as the Conference of Chairmen of

Feq
l&.l

Uy

Srg
: Reserve Banks had scheduled a meeting for September
% 1950
V()ul
d b
he
@50 14 on September 17-19, would be held on October 1-3,

> the fall meeting of the Council which ordinarily

her
SUpon, the meeting adjourned.

Secretary.

ADI)rOVed






