A meeting of the Board of Governors of the Federal Reserve

y tem WA
"ith the Federal Advisory Council was held in the offices of

the 3
0arg
of Governors in Washington on Tuesday, November 21, 1950,

at 10:3g aunm

PRE N: 2
SENT:  1r, McCabe, Chairman

lir. Eccles
Mr, Szymczak
lr, Evans
ifr, Powell

M¥r. Carpenter, Secretary

Messrs, Bucklin, Potts, Congdon, Fleming,

J. T Brown, Edward E. Browm, Hemingway,
. Ringland, Beals, and Lochead, members of
! the Federal Advisory Council. from the
First, Third, Fourth, Fifth, Sixth,
Sevenuh, ul’htﬂ, Ninth, Tenth, and
Twelfth Federal Reserve Districts,
respectively.

Mr., DeWitt Ray, President, National City Bank
of Dallas, Lehag, who attended the meeting
in the absence of lir. ioods, a member of
the Council from the Eleventh Federal
Reserve District.

¥r. Prochnow, Secretary of the Federal Advisory
Council :

Bef
Ore thig meeting the Council submitted to the Board a

mora

Ndyn

: Setting forth the Council's views on the subjects to be
Sed i ;

B *th the Board. The statement of the topics, the Councills
! (]

’ and :
b 3 g X the discussion with respect to each of the subjects were
0 lO!V
1 S:

Selectiye

(a)

credit controls:

‘hat information do the members of the Council
have with respect to the effects of Regulations
W and x?




N
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(b) 'mat are the views of the Council as to
what, if any, action should be taken by
the Board to change the existing Regula-
tions W and X or to broaden their scope?
(a) Regulations W and X have not been in operat}on
. " = . = > -1
sufflclently long to determine their full effect on tne
eConomy,
. Yew car sales have been reduced 10 to 15 per cent
N some areas, although other sections report a Qec%ln?
™~ high as 50 per cent. The Pacific Coast and the South

. e dpparently felt the impact of Regulation W more
verely than the rest of the country.

Becayse of the large volume of outstanding commit-
ments, N0 reduction in real estate credit has yet oc-
Surreq, Contractors report that when their p?esent’com—
zltmepts are completed construction will decline sub-
aNtially in volume. The decline in the price of lumyer
1 Partly due to Regulation X. WA s?mplificatlog ?1
redure?orting forms for Regulation X, with a resulting

JUetion 4 s work ired, would be highly de-
Sirapyg, in the paper work requ ’

that (b) The Council is unanimously of the.op}nlont
thi an change in Regulations W or X is desirable a
1S time,

Wi Menberg of the Council have previously di§cussed
ntuo L Board some of the difficglt problemghinvoévegm_
merCirxlng out a regulation coverang 1pduﬁtr1a a? mc- s
the al Construction loans. The uou3011 ﬁou}d appiicig °
of Present, views of the Board relative to the regulatio

°80S of these types.

a Tn Connection with the suggestion of the Council that a sim-
Wicass ‘ N
“bion of the reporting forms for Regulation X would be highly

des-
AGY . A e :
le, President Brown stated that the suggestion referred to the

Q4
qlllrement that ab

£ ank maintain records which demonstrate on their
A

e ‘w . .
Rether & credit was or was not real estate construction credit,
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Ways,

-

—J—-

that 1.
this TeéQuirement resulted in a considerable burden, and that
ba; .
" shouiq not be required to make such a record unless it had

r - e
°3%0n to believe that the loan was an extension of real estate

Sty g «
Tuction credit,
During a discussion of this matter lir. Riefler, Assistant %o

Chas yy,
L . =3 Y
anI430&1be was called into the meeting and he outlined the con

§
ldel‘atlorl i

h()

n to, and the reasons for, the requirement in Section
o Regulation { which had been designed to make compliance by
fngtrant 88 simple and easy as possible and Sulll meet the need,
0
1 i nfOrcemEnt Purposes, for some evidence as to whether a particular
Oan

\J’a .
T Was not real estate consbtruction credit.

i = this Connection, reference was made to the interpretation
SSueq
Ny b the Board on October 17, 1950, which stated that if the
*gist
ran+
i et L Satisfied that the credit was not real estate construc-
101'1 Cl‘edit

> %he requirement of the first sentence in Section L(c)

would be met by a written endorsement or rubber stamp

t ’ Placeq Upon the credit instrument or other papers in connec-

g, the Credit and signed by the Registrant or a responsible
1

Cep .

e of the qe”lstrant, stating that he was satisfied that the
Sdiy
Mestion was not real estate construction credit.
lnt, i of the members of the Council indicated that under that

]

tats
bion the requirement would not be a burdensome one.

h . . " S ad &
€ Question was asked of President Brown whether he had in




A A4y
‘ B Fﬁ L7

-
mnd ] 3 ) .
$hat 1n certain cases no record would be required and how his

Proh . . |
2 “ould be solved by his suggestion that a Registrant have in

(1]

f th.e I oan -l t Sy 1 5 -
a3 sta &,fLent tha.t hG na (i no reas on b(:‘ pelieve

Umt
*he loan Was real estate construction credit. He responded that

he ¢
elt . . )
that the requirement should be something less than a flat

Stat e
“ent on the part of the Registrant that the credit was not real

Ss
ate
fonstruction credit.

Ia)

At the enq of the discussion of this point Chairman licCabe
state
d : 7 $e
t e this suggestion would be considered by the Board, but
hat h . -
® 9a not see how the requirement could be made much less

burg
en .
%0me ang still serve the purpose for which it was intended.

R A Connection with the statement that the requirement of
Slats . .
Hon y for the preservation of records was that every Registrant

pre N . . . S
0 €rVe such records as are relevant to establishing whether

* n
ot,
a - . . S s o
i eredit Qualified for exempbion or whether it was otherwise

o
Onfopm s | )
Ormltyb”ith the requirements of the Regulation, President

Loy
n Stateg th

ta at he did not think that any such records were main-
lne d.

by hig bank,

£ . v . “
Co lresldent Brown then sbtated that it was the feeling of the

uncil
that tpe complaints received by the Board that the terms of
lats
lon 1 1v by £
g, N W were oo restrictive were prompted largely by self-
Stest, .
> that ¢ objectives of the Regulation could not be achieved
®s it

hlth "as in fact restrictive, and that the Council saw nothing
S

§1 ; o L
*ation at the present time which would justify relaxation
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0
: the Regulation .

Tt : : .
lere was g general discussion of the complaints that had

. Teces - .
1ved by the Board with respect to the effect of Regulation

"

‘nf 0n th
€ s s . o . :
ale of automobiles, and Chairman licCabe referred to the
atigyy
lcs . ” . . g . .
obtained by the Board of automobile registrations in

Omab

* er 0 f o .

St this year as compared with November of last year and
t

ATist;
les : :
Collected by six large automobile manufacturers on the

Sale
Of ney ang . . ) - ; o
St used cars in some of the leading cities in the United
.

Pregs .
€sident Brown emphasized that the Council did not feel

y act‘
1o ;
ang 1 to liberalize the Regulation should be taken by the Board
that,
t .
he Pressures for such action were largely the result of

Organi
2ed effopt i sher i i
rts by automobile dealers and other interested parties.

He
a
Lso Said +; ) e
W that the complaints on Regulation X would come later
en the Rs

=N

€ulation began to take effect, and what the effects o

0]

the
teoulat iy

atth Wwould be was difficult, if not dmpossible, to state
4

S time,
Chaj ” )
Congy 1Tian lcCabe outlined how the prospect for residential
Tuet;
lon 5 . . : . "
oy N'in one- and two-family residences and in multiple housing
§
truct10n Sver

Qcc
umulation of

Sty
e that the

the next few months was affected by the large
commitments made before Regulation X was adopted, and
decline in construction would not be as great as had

Peq - L . . . .
hen the Regulation was first put into effect. President

SER




1819

Wa/g,

4

-6

lfn W
as s . ar s % . .
of the opinion that the decline in construction would

t bef' »
€10 until the middie of next year.
ir, Bucklin said that he had been informed that there had

n g
Ome n - 5 . ;
abuses of the provision of the Regulation relating to oral
aq , ’ :
Titte .
N commitments for financing new construction and, unless

Somety,

lne . 3
\ S Were done to correct this situation, construction starts
8
Year pj

ght go as high as 1 million,

I . .

i % connection with the last paragraph of the Council's state-

s Pre
th Sident Brown said that all the members of the Council felt
at
it

Wi &
fos ould be wige for the Board's Regulation to cover rultiple-
¥ hoy
in Sing but that it should not be extonded at this time to
" and industrial construction, particularly since limita-

Ons
On that t o 5 1 N = ~ Y \J
1, ype of construction could best be applied by the Na-
N3l

r .
Oductiop Authority.
hr
Rlefler said that it was expected that an amendment to

3 latl
on :
th L to include multiple unit housing would be issued shortly,

i the
ery . Problem ag it

was related to industrial construction was 2

mpllc
ated one, particularly since the Board did not want to

S‘tr
: lct esantl
I‘ndlt -

structlo

al industrial expansion, and that the question whether

“Strictions could be applied effectively to commercial con-
¥8s a Very debatable one.

Tesident Broun stated that the Council wanted to make it

nat i+
1t felt that the extension of the Regulation to multiple
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h()us 3
ing :
"8 should be the next step and that the coverage of commercial

ing .
UStrial construction should be deferred.
At this point lr. Riefler withdrew from the meeting.

2+ The Board has been asked by the President to
submit its suggestions as to subjects to be
included in the State of the Union message and
the Economic Report and the legislation which
the Board desires to have considered at the
session of the Congress which convenes in Jan-
uary. The Board is now formulating its views
on these two matters and would like to have
any advice or recommendations that the Council
might wish to offer with respect to them.

Contegge Council does not know what ?ubj?CtSJthf Board
the Uni ates recommending for 1n91u31on in the State of
lation iﬁ lessage and the Economic Report, or what %egls~
Of the € Board contemplates proposing at the session
oyl g Congress wnich convenes in January. The Council

Yoo g © interested in what the Board has in mind on these
Alte

Boayg rs, and would be glad to discuss them with the

untilugﬁll the economic situation has become pleare£ and

nim € effect of Regulations W and X (which the uounc;l
the ypopty believes will materially reduce bank credit in
SValya, egllmcnt and real estate field;) can be more fully
Sirah)e o the Council believes that it wpuld not be de-
layg . *° introduce any legislation to change existing
SOVerning bank reserves.

Chaj . . .
the 41rman lcgabe stated that the Board was disappointed at

Oune;y 1
L answer to this question, that the Board had a respon-

4 ity to of
& the pul‘po

Sibil

fer sugpgestions in response to the President's request,

of 4 Se of the Council was to advise the Board in matters
hls kind

Wﬁm » and that the reason for the question was that the Board
ed

0 : .
% sure that it had the benefit of the Council's views.
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::ng the Specific questions, he said, was whether the Board
0
mluld Suggest an extension of the authority with respect to consumer
h *eal estate construction credit and what the recommendation of
&
4 Soarg Should be with respect to reserve requirements when bank
edit
nglt Vas increasing at an alarming rate. In that connection, he
er
"4 to the appeals that had been made to the banks by the bank

Sy, s
PEerSOry a s . . . £9
- gencies and the American Bankers Association to curtail
edit,

> an . . ] 5+
i d the discussions which members of the Board had had with
Prege
Ntats
- tives of the American Bankers Association with respect to
Unty

a . e ' :
greements by financing institutions under the Defense Pro-

ots
thn Act of 1950

Mr .
the * F1emlng expressed the opinion that the authority for
Togulaty
bu 3tion of real egtate and consumer credit should be contimued
th

-
Nay tion to obtain voluntary agreements on the part of fi-

Clng §
NSt 41143
Ay, Stitutions had been almost if not entirely blocked by the

1
¢ e the pe
Sy
ed ¥ the Boa _
9’195 rd from the Attorney General under date of October
0,

partment of Justice as outlined in the letter re-

Chas
Ny "0 MeCabe stated that the question of voluntary agree-
S

ad ; ; :
een discussed with the Attorney General on Friday of last
? th&t M

4

the .. T+ Peyton Ford, Depuby Attorney General, participated in

"‘Eek

S Qus .
S vk :
% *on at which time it was stated to the Attorney General

By,
the .
posltlon set forth in his letter of October 19 was such as

L
amaby
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7

infy
Uence the counsel of any bank to advise against the bank's

Parti as
LCipg+ts < .
Pation in any such agreemnents, that voluntary agreements in

the py
in i s :
Meing field were different from the problems presented in

OtheI, .
£ .
" 1elds Covered by the Defense Production Act, that it was dif-
teuly,
t X
© See how in the highly competitive field of finance banks

anq
ance companies could get together in an effort to create a

mo no
Pol .
s ang that there was a possibility of effective action in

g g,

ie
: 1d to achieve the objectives of the Act to curtail the use
" eragyy

I The representatives of the Department of Justice, Chairman
CCabe saig :

b » agreed with this approach and the Attorney General stated
Q the
Bo

) ad might go ahead immediately in New York or some other
Meipa) o

‘ Clty to get 5 group together for the purpose of drafting a

2 Objectives, that such a meeting would have "the blessing™®

e .
- Partment of Justice, and that, if desired, the Department
h

aAve 0 .
M€ of its best qualified men attend the meeting for the

p\lrpOSe 0

ng Ssuring those present that the meeting was held with the
r

I‘enc
e »
oL the Department of Justice so that no counsel for a

Papgs

financial institution would have any objection to what

&*ted * Chairman McCabe added that the Attorney General sug-

that, pe
he send the Board a letter approving this suggested pro-
> thay it

pl‘e
Payg a draft
B

D&rtment

Ca dul‘e

vas understood that the Board'!s General Counsel would
of such a letter wanich would be cleared by the Justice

> and that as soon as the letter was received a meeting along
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the 14
Hes suggested would be proposed.

Yembers of the Council indicated concurrence in the pro-

Cedupe . . :
PUtlined by Chairman MeCabe stating that the question whether

oul .
d be desirable to have a representative of the Department of

Just .
1c
® attend ne meeting to be held in New York would depend upon

th
® Persop Selecte

: d, Chairman McCabe stated that he would try to get
iy

n
. "Ord
% g0 to the meeting.

President, Brown stated that, while the Council would be op-

p°Sed

i 3Wthority over consumer and real estate construction credit

U Deg ’
cety . . —

el etlme’ 1t felt that until the international situation was

Tifieq e o

h thority should be continued. On the question of a
a

ge ip the 4

Ulent

Uthority of the Board with respect to reserve require-
§ he : . 4
* S3ld the Council felt that the situation was different today
o N‘h
¥ at

thig ..
'8 tlme WOUl d

°Ptaineq in 1948 and that higher reserve requirements at
tend to defeat the rearmament program.

the Chairman MeCabe inquired how the Council would explain why
B()ar
d
Sty haq 4pplied restrictions to consumer and real estate con-
Cti

Or s " . i
to ° €redit ang had failed to take more vigorous action directly
furh the

My Uusually large expansion of bank credit that had taken
Ce

the Mile ne hoped it would be possible to work out something in
Helq of

Ty Voluntary apgreements, he recognized that that would be

fficult tasl»

Th .
e . . o PR n W -
gy Problems inherent in working out such agreements were dis
&q

an " . o
Ry, Fleming stated that Mr. Cravens, Vice President of the
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1t
mercantile C ) .
ommerce Bank and Trust Company, St. Louis, and a member
5 B

of th
B Sy ) e
Tedit Policy Commission of the American Bankers Association,

Was pr
epaI‘ed 'to 3 ] o sment
g0 to work on the development of such an agreemen

38 the Board had cleared the matter with the Department of

Stice
3 that it was felt that the sooner the task was undertaken

the ...
better it would be,

In g . .
3 dlSCUS81ng the large growth in credit in recent months
¢ Meny,
e : .
. TS of the Gouncil outlined the reasons why it would be diffi-
to
B g% a quicy reversal of that trend. In that connection lr.

Cele
S e
2 ot "1 g
- *Pressed the opinion that an expanded defense program would
by,
Tue
0 : gt s " ) ;
Sy T an indefinite period, that increased defense production

be .
- °Ifset by a reduction in civilian production, and that the
a4
INg reduction in the use of civilian credit should offset the

oy
Caseq

Pt . Y

S€ of credit for defense production sc that there would be

nee
for . :
an increase in the over-all volume of credit cubstanding.

Chaj -
iy &lrman lcCabe expressed the opinion that if considerable
& ®lapgeq b

efore indirect controls could be made effective, the
DresS e

Ure fop t

Cregg he application of direct controls would be greatly in-
&d,

Sevy, S
umt.t eral of the members of the Council were of the opinion

here

Wte
r
the turn o the year.

“ould be a drastic decline in the volume of bank loans

Naj - . o
*Tman lcCabe asked how that could occur in the face of an
s

msst nl
ve . .
Tsal expectation of further price increases and he ex-
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.
press

e .

4 the viey that it would be necessary for Congress to enact

W a4,
e o, S
Wate tax bill and for other action to be taken so that the
Pub] 3
lc Wi . . 9 1- 3
ould realjge that the movement of prices could not continue

€3 :
N one direction only.

Returning to the question of what legislation the Board

oy ght,
o s s

ecommend, President Brown said that it would be unwise to in-

Cre
a8e r
e . .
Serve TeQuirements in a war econony.

Chairman McCabe inquired whether the Council would continue

haye that i

e

% ! if bank credit continued to expand, and in that
0 :

nnecthn he R " P sarticular
b referred to the difficulty of convincing a particu

that
T its loans vere too high. -

X ith

T+ Beals stateq that he had discussed that matter with seven
ks 4

ln . 3 .
# llvestock centers, that unusually favorable weather condi-
0

in .
the MlSSissippi valley area had resulted in large feed crops

and W
La J
1 b Pastures yhich had induced farmers to increase livestock
s 4,
¥ . :
log Lo 50 per cent, and that the banks in question felt that
Ns f

OI‘t L
his Purpose were too high.

. One of the questions that has had a very
Mportant, bearing on the credit policies

of the System is the impact of the prospec-
Uive defense program on the economy. The
Board would be glad to have the comments

of the Council on the economic and business
Situation over the next six months, par-
ticularly in the light of the probable im-
Pact of prospective expenditures for defense
and the current inflationary situation.

ing, Dur%“& the next six months, according to the Council's
‘athH, the cash budget of the Federal Govermment 1s




A I
; ll}Aaf“
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®Xpected to be in balance, or show a surplus. .The
cre(.iit‘ impact of the defense progran during this
Period wily be chiefly due to requirements of man-

acturers fop money for plant changes and expansion
io take care of governmment orders rgceived or antic-
dpa’c@ * The main impact for financing defense pro-

“Cton 35 pot, likely to take place until after the

Hddle of 1951,

It 15 the opinion of the members of the Council
iﬁat Dank loans Sﬁelto segsonal demands w7ill pribab}y
cl?rea§e from now until January, but they expect a de-
an;ne 1n loans in their respective district§ in Ja?:aiy
CredEeoruary- Regulation i should cul new 1nstgllmin
shy g Sharply by January or February. Regu}gt}on )
miould begin to reduce new construction credit by the
19C511 © of next year, It may be that the calendar year

it i ‘ r a mod-
er N?ll show no increase in bank loans or only a mo
ate lncrease.

stepSThe Council would be interested in knowing what

for have been taken to encourage voluntary. agreements

att'the restriction of credit, and what the pregent“
“tude op the Department of Justice is regarding the
ega—li‘ty 2

OT propriety of such agreements.

& President Brovm outlined reasons why the members of the
Weiy felt, that

the over-all decline in loans after the first of

8
Je .
¥ ar "ould be very sharp and stated that whether the decline
v'fould ;
e ¥ Sharp Or moderate in a particular area would depend upon
Ondition

S 1in that, area,
b Mo
Pend 3 -

in bank creg
pressed

the | ® Opinion that the System had accomplished more through
in

a discussion of the factors that might affect the

: . e M Fleming ex—
it after the first of the year, Mr. Fleming

c :
"ease ip the short-term rate than would be accomplished by an
Cre
aje
M regerye requirements.
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Le a discussion of the Treasury refundings
for December and January.

as exgie BOar; is familiar with ?he views of.the Council,
Sity 6feSs§d L1 previous discussions, rcga?dlng th? neces-—
and 1oy Shlftlnﬂ.a portion of the debt to intermediate
ent, 3o €°F Maturities. The Council believes that the pres-
tuPity N d831rabl? time to bring out an intermediate ma-
anuaryln conn?Ctlon with the refund1ng§ of December and
heip Vie If the members of the Board wish tp express

WS, the Council will be pleased to have them.

P i - -
Fesident Browm stated that the Council realized the diffi-

Qﬂty
Of d‘ i . 1
lScusslng matters affecting the Govermment security market

W" 3

Thlch th
e S1 1 r B . 0
¥stem had under discussion with the Treasury, that the

arq -
Wags s ’
familiap Wwith the recommendations made to the Treasury oy

¢ 4
Neri
Can o . .
Bankers Association Committee on Government Borrowing,

ang
that, the Counns . ) e
Preg uncil did not know whether the Board would wish %o ex-
8

ANy o3 s
Pinion on thig matter or whether it would favor the sug-
®stion 4

ha ‘ '
anq b the Treasury offer an intermediate issue in the December
a

y
" al'y I‘efundin?'
* tha )
isg
Ueg
d might, . . i i "
SV not want to hold an intermediate security, but i

The objection to such an issue, he said,

Co : .
TPorations hold a substantial percentage of the maturing

aDpe areq

0
e the Council that that situation could be met by the Fed-

%o
en L .
'arket Committee following a liberal policy of making the

to
e
T ang Novembe

8 There
hmermS ‘

r 1951 notes available at around 1-1/2 per cent.
“as a general discussion of the market effect of an
a i . .
the = 1SSue and Chairman McCabe asked the Council's view on
a

Ctiop of tp . ) \
N&e-t ¢ Open Market Committee in allowing the short-tern
0

Noy .
® %o a somewhat higher point. Members of the Council in-
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illcated that the increase was desirable because it put the banks

M a Position whepe if the Board should raise reserve requirements
b bankg Could obtain additional reserves through the sale of short-
iI'm Securitieg only at a penalty rate which had had a restrictive
Wluence o the extension of bank credit. President Brown stated

at ¢y
® @pPrehension of the Council had been that the increase in

the sh

o ;
1 Tt~tern rate above 1-1/2 per cent would result in sales of
Ong~t

€ 4 2 . - .
. ™ securitieg , particularly restricted issues, and that he
4 not,
See how the rate could go above that level at this time viith~
Seri ’
ous unsettling effects on the long-term market.

| In Tesponse to an inquiry by Chairman McCabe as to whether
lntermediate "
shop

he

efunding issue would tend to put pressure on the
:item ale and to freeze that rate, President Brown said that
I'n: ek fant to say that the short-term rates should never be
quesz::d %o move higher, that it might be desirable to examine that
Treﬁsu a later date, that he disagreed wit‘rll the policy of the
TV and tpe Board that the long term 2-1/2 per cent rate should

she > and that he felt that the price on long-term securities
Wg
e pe

™Mitted to po below par.
" 2 discussion of these points, Mr. Eccles stated that the

p“IDOSe

0 . .
tp sk System's actions was to restrict credit, that he did

€el '
that *hat the actions taken up to this point had accomplished

Megs > and that the issuance by the Treasury of an inter-
latg Secy
3

ity in connection with the December and January refunding
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Wou'ld .
0
oly tenq to reduce flexibility in the market because a

furgy
er §
NCrease of the short-term rate would cause the new issue

to go belo-.r '
" Par. 1In these circumstances, he thought the current

refundi
n
8 should take the form of a one-year certificate and that

the

Short
sih tern rate should be permitted to go just as high as pos-
1 le

With ;
" out pPutting continuing pressure on the long-term 2-1/2
r Cent, rate

At ¢
he conclusion of the discussion, Chairman McCabe stated

t
ay he had conferred with the Treasury with respect to

the
€cemh
€r ang January refunding and that he did not feel free to

tely
the <
& Council what the recommendations of the Federal Open Market

take

However, he said, in the discussion that had
1 plac
ay € at this meeting with the Council, he could not detect
are a y
& of disagreement.

Preas
®sident Brown stated that the next meeting of the Federal

Advisory .
Ouneil woyld be on February 16-20, 1951, and that, if it

e
e
Ound
gy to be desirable to have a meeting of the executive com-
eeg
Of the n .
i he Council vrith the Board in the interim, the date for
q ne . ‘
lee
Ung cowld be fixed later.

The
STeupon the meeting adjourned.






