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£ Meeting of the Board of Governors of the Federal Reserve
Ystem 5
With the Executive Committee of the Federal Advisory Council

Vag hel
d i ; .
. ‘R the offices of the Board of Governors in Washington
1 Wedne
Sday, September 13, 1950, at 10:35 a.m.

P
RESENT: Mr, McCabe, Ghairman
Mr. Szymczak
Mr, Evans
Mr, Vardaman
Mr. Norton
Mr, Powell

Mr, Carpenter, Secretary

Messrs, Brown, Jackson, Potts, Congdon, and
Fleming, members of the Executive Committee
of the Federal Advisory Council

Mr, Prochnow, Secretary of the Federal
Advisory Council

Chaj
th ™Man McCabe reviewed the considerations which led to

U] deci

Sion
Creaq °f the Federal Open Market Committee in August to in-

)

shorutem rat ] .

the Peg ates in the money market and the decision of
8

T
Re
the dig S€IVe Banks and the Board of Governors to increase
Count,
r
to 3/ 3%es of the Federal Reserve Banks from 1-1/2 per cent

g . S:r “hte He then summarized the conversations which he
hag Wit U, Vice Chairman of the Federal Open Market Committee,
System ::::f'aly of the Treasury Snyder in August with respect

reaﬂury. : * Policy and the debt management policies of the
which Vere % also Commented on the operations in the System account

" de necessary by the T decision to refund the
Suyg,, 1 y reasury deci

and
October 1 maturities with a 13-month, 1-1/L per cent




N3/5
Tote

-2—
> and the Problems which the decision had created for the

Sys
oo j.
N n Malntalnlng stable conditions in the Government securi-

M :
- Ts Fleming reviewed the recommendations which had been
€ to

th :
& e Treasury by the American Bankers Association Committee

Ver
" Mment, Borrowing, of which he is Chairman, in connection
the g
®Plember ang October refunding, and, in this connection,
refe

Wtte et

he

re ;
. Particularly to the strong recommendation of the Com-

that
agy - 2 long-term bond be offered as a means of gett:\.ng as

Undg
48 possible from nonbank sources.

Fol
lowing o discussion of the effects of the Treasury de-

8io
n relatlng %o tis

of ¢
tehn T i that might be available for investment in a long-
Teg

Likg £ e issue, Chairman McCabe stated that the Board would

September and October refunding and of the

ve
Advi% the advice of the Executive Committee of the Federal
ry

un >
be i it U on what the future position of the System should

F ng tas nilatlons With the Treasury, having in mind the necessity
8 close and effective working relations with the

Mecahe 1 Tesponge to an inquiry from President Brown, Chairman
present ?d that the Board had received no indication of the

debt s of the Treasury toward future refundings and other
Federgl "% Policies, He went on to say that, although the

n M&
Tket Committee recognized the necessity of working
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elOse .
W with the Treasury, it also felt that it could not ignore

i .
* dtingse responsibs ket operations
" sibility to carry out open marketl opera

8ceor .
dance with the requirements of Section 12A of the Federal
Act Which he read, Therefore, he said, the members of the

wld apPpreciate the views of the members of the Federal

dviso
Ty
. %ouncil ag to whether the Open Market Committee had made

Indivs

Advy "ividual members of the Executive Committee of the Federal
%0TY Couned '

the p "Heil expressed the view that the policies followed by
&

deral

3re OPen Market Committee were sound and were in general
Tent,

by 4 "0 the views that had been expressed to the Treasury
& Copres

19119, tee on Government Borrowing since the early part of

For
°“tlin the benefit of Messrs. Norton and Powell, Mr, Fleming
eq
e .
°Tigin of the American Bankers Association Committee on
ent Bo
&d"iao Trowing ang stated that the Committee continued in an

rela 3 .
™ the tlonshlp to the Treasury. He also outlined briefly

oy
deliber ttee's discussions with the Treasury and its separate
a
tiong Were conducted
Ir, p
e lagy, °%Ws commented that it had come to his attention that
t

ee '
ti% to th Tecommendations of the Investment Bankers Associa-

ST
reg .
SUry on Treasury financing were in general accord
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With th

e 3
0 Views of the American Bankers Association Committee on
‘ovemme

nt B°I'I‘0Wing and the Federal Open Market Committee so

that -
1t w
°uld appear that all major investment groups were in

ag!‘eem
ent :
°n the general policies followed by the Federal Open

Harket %Mitte
e,

Mr, ...
Fleming stated that , as chairman of the Committee on

Gove
rnment
Borrowj.ng » he felt that he had the responsibility to sit

m
th g ‘
Burg SCretary Snyder, following the latter's return from
Pe

s for
tion the purpose of trying to work out a satisfactory solu-

0
f the problem.

Cha
oy irman McCabe stated that the wise course for the System
b%"'ee S %o try to bring about a better working understanding
n

e T
. ne Teasury and the System, that there was no desire on
Tt

of ¢
Ut he Systen to insist on its prerogatives or to emphasize
statutwy .
es
8ig ..
"th whs
thay . hich the country was faced at the present time, but

ey, Ponsibilities, particularly in the period of

= Q.UestiOn .
of on which he would like the advice of the members
the

Seuty .
extent Ve Committee of the Federal Advisory Council was the
Why
re%‘lsib °h the System would be justified in subordinating its
Wity
®S under the law to the needs of Treasury financing.

N the
"le%er general discussion of this question the individual

S
°f the Bounety snas . o
t y Cll indicated the view that, while it was diffi-

d"ise
the Board in the absence of all of the facts and
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1t
Mation ag to the present thinking of the Treasury, they fe

that the Federay Open Market Committee and the Board should make

8 ) {th
very effort o arrive at a satisfactory working arrangement wit

!
i Tl‘easury, that if such an agreement could not be reached the

T sho ; if it should
“r g Wld be taken up with the President, and that if i
be th

® Wish op the Administration that the System follow a policy
™ the Members of the Open Market Committee and the Board felt
th - £ 3
“oulq 10t support in the light of their responsibilities under
the

, they Would have to consider whether the situation was
R thay th

. resent
&Y shoulqd resign., They felt, however, that the p

d not call for such a decision, that the demands growing
Out, .

" the Korean yar were not such as to call for the establishment
L P

el Pattern of rates on Government securities, that there
§
hO\jld be &

L Policy on the part of the System and the Treasury which
),
d be effectiv
by
iy o Treasury financing, and that the Treasury should be
Tage f

® in combating inflation and which would provide

Tatey ™ATe of the results of a policy of a rigid pattern of

Q%pted ol take full responsibility if such a policy we;ethe

E"ﬂcuti; he Point was emphasized, however, by the members o d

ah‘)‘lld e TMittee of the Federal Advisory Council that the Boar

oy dip " Svery effort to work out a satisfactory compromise of

Wq . 798 between it and the Treasury, and that the System
lo

’ °0nsistent with its responsibility in the existing situa-
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0
t4, ~s
°n3 ac
tede to the Treasury's views to the extent of returning

tO a :
11
/4 per cent rate on a 13-month security.
Durj .
- Ting the discussion , Mr. Szymczak pointed out that the
lem W
a
S N0t one of rates alone but rather a question of policy

“nder
Which
o reserves would be put into or taken out of the market
th

S
P
" Wpose of easing or tightening credit conditions, that a

re
incrogg, 1% st | .
p°licy ort-term rates would not be effective as a

> that
8fee t; Monetary and credit policy standing alone could not be
ety

Ve in -
the Combating inflation and that the important thing in
. .

®sent 4
flationary situation was to have an effective coordi-

Rty
n of n
0
R Uetary and fiscal and debt management policies. It
QUGstio
®org U, he said, of whether there could be an effective

Ation .

of the 8 °f fiscal and monetary policies and whether the powers
.ystem

Wiy, Were adequate in the existing situation or whether

na)
Powers should be asked for.

he

ny

g ture of the respective responsibilities of the System
the ¢

I'eas
the - WY was also discussed , particularly in the light of

o nts made b th . " .
°“°mic Y the Subcommittee of the Joint Committee on the

€port,
® Sengy and by Senators Douglas, Fulbright, and Flanders, of
® Baps
" the Der Ng and Currency Committee, in a separate statement
efe
1189 Production ACt Of 1950.
t
X the :
*Cabg Pr onclusion of the discussion, during which Chairman
ess

ed
Or an answer to the question to what extent should
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N33
.
he
Vsten Subordinate its policies to the needs of Treasury fi-

nahcin
" ®» President Brown sumarized the general views of the members

the Executive
the g

s
dipy

Committee of the Council by stating that they felt
t
° shoulq try in every way possible to reconcile the

e
Ting Views of the Tre and the System, that if the Treasu
should asury y ’ Yy

not .
o be Willing to reach a satisfactory compromise the matter

d be
taken up with the President, that if the Open Market Com-

tee
and
g *he Board were overruled the members of the Board would
to Congide
aeeep

- T whether the situation was such that they should

Were of g - of the Administration or whether the issues
= importance that they should resign.

thyy th::sident Brown then stated that, because of the problems

Yoarg nig tmatlon on real estate credit to be issued by the

"littee . présent to the banks, the members of the Executive Com-

in Ning Withes”"ially interested in knowing what the Board had

TeSpect to the regulation.
Hop § thory gy granted to the President by the Defense Produc-
Y

Act
of 3 :
950 in the real estate field and the manner in which

g
Verno h°rity haq been delegated by the President to the Board of
Executive e Housing and Home Finance Administrator in the

pointed ou:‘der dated September 9 , 1950, were discussed. Mr. Norton
ha"@ to that under the terms of the Exécutive Order there would

be ¢
ul i
1 €oordination of the policies of the Board and the
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H
Ousing Administrat
Vest,

8
s Gene
Tal Counsel, was called into the meeting and he ex-

or. During the discussion of this point Mr,

Plaing
d t
f nature of the respective authorities delegated to the

aArq ang
auty, the Housing Administrator and the relationship of the
°1‘3.ties to each other

Fol .
by & 10“1118 a brief discussion of the various problems faced
e

Boar
that, . 4 1n drafting the regulation and a comment by Mr. Norton
it WOuld be o

" least three weeks before the regulation could

the rem;:resident Brown inquired as to the possible 'effects of
lon on 4 situation in which a bank made a large loan

Mgy ::j: :°r90ration for general purposes when the corporation

of the - s’:lbstantial construction program in progress and some

out, thay, 4 Mght be used to finance such a program. He pointed

sh ™S very difficult to earmark such funds and that care
oulg
e tg

the bang ken to see that the regulation did not unduly hamper
0 their lending operations.
Blvey Con:i:as Stated that this and many other questions were being
®ration in the drafting of the regulation.
oy Hman McCabe stated that the Board was arranging an
Boy, ot “onference on Thursday and Friday of this week with a

ingy s
¥ « : : i
8¢ duals who were recognized as leaders in the various

@lents

. of th

"ldms h © real estate field, He read the names of the indi-
Who 1

th@y hag ®d been invited to the conference and emphasized that

en ..
‘WVited in their individual capacity and not as repre-
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8 :
Tabives °f any particular group.

Members of the Executive Committee suggested other names
e ::n:ght be considered as representing large insurance companies
Statey thwhlch did a large business in term loans and Mr. Norton
s ativeat the Board would be holding later conferences with Ifepre-
—_ ® Of the trade and consideration vould be given to the

4 nanes when those meetings were arranged.

President Brown expressed the view that the terms prescribed

emation W (Consumer Credit) were too liberal and would have

b
e ‘l)I’Lgh-‘;en ed,

t
the conclusion of the discussion the meeting adjourned.

7 Secretary.,






