e
Min " . . . ,
Utes of actions taken by the Board of Governors of the

Fed
Eral R
e 2 T % Y f s
Serve System on Friday, December 1, 1950, The Board met

1 the
Board'ROOm at 10:35 a.m.

FRESENT: 11y, 1icCabe, Chairman
Ur, Eccles
YMr, Szynczak
Mr, Vardaman
Mr. Norton
Xr, Carpenter, Secretary
lir. Sherman, Assistant Secretary
lVr. Kenyon, Assistant Secretary
Mr, lorrill, Special Adviser to the Board
Yr., Thurston, Assistant to the Board
Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Economic Adviser to the Board
lr. Leonard, Director, Division of Bank
Operations
lr. Vest, General Counsel
iir. Young, Director, Division of Research
and Statistics
Mr. Noyes, Assistant Administrator, Office
of Real Estate Credit
lir. Schmidb, Acting Chief, Business Finance
and Capital lMarkets Section, Division
of Research and Statistics
%WY s Phelan, Vice President of the Federal Reserve Bank of
ork, .
the > Who wag temporarily assisting the Board in comnection with
I‘galﬁ'zation I 17 q 0 L + a
Prg of its work on selective credit controls, was also
Sent.
ngOStThere were presented telegrams to the Federal Heserve Banks
On,
SM‘F s Neyw York, Atlanta, Chicago, St. Louis, Kansas City, and

l"anc .
is . :
wih €0 stating that the Doard approves the establishment
Out
chane 5
%ve nge by the Federal Reserve Bank of San Francisco on

e
X 2 . ) ]
8’ 0y the Federal HReserve Banks of Atlanta and St. Louis
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0 No
v
enbey 29, by the Federal Reserve Banks of New York and

Chy,
cao 2 4
8 on November 30, by the Federal Reserve Bank of Kansas City
ce y i - ) .
Nbey 1, 1950, and by the Federal Reserve Bank of Boston today,
th
er . . . N
ates of discount and purchase in their existing schedulcs.,

Approved unanimously.
B : X s s
®fore thig meeting there had been distributed among the

T,
Srg
°f the Board a memorandum from Mr. Young dated November 20,

195

Wi }
e Tespect to the potentialities of restricting the [low

®apit
&l fungs through a Mcapital issues committee™ such as was

Oper
ate .
i durlniiJorld Jdar I. Mr. Szymczak commented that that

I
1en1()r andum . .
®mphasized the desirability of early determination of

the
Pro -
S¥em of further steps that should be taken to implement the
general

Poli oy : L1 e
a Policy agreed upon unanimously by the Board of Governors
d

e F N ) ¥
Federal Open larket Committee on August 186, 1950. He then

me‘ ¥ - -~ -
florandyy which he had prepared under date of Deccmber 1,
» In wThi o) . i . , P 3 thai
Ch he digcussed the actions that had been taken and utnat

be .,
taﬁen in this direction and in which he came to the con-

g3,
Ont . )
D hat, as soon as the December and January refunding was com-

Steq
th . ’
€ Boarg should increase member bank reserve requirements

R Yake ot S
% her actions outlined in the memorandum. A copy of this
emorandu;

@ has been placed in the files.
& Aftep reading the memorandum, lMr. Szymczak stated that he

Teon, . e .
Somneng that the study of the question of a capital 1ssues

SER




Rh/s
—

SOy
tee :
be continued by a committee of three Board members to
4ppo
Inteq by the Chairman.

Following a discussion, upon
motion by Mr. Szymczak, it was
unanimously understood that Chairman
McCabe would appoint a committee of
three members of the Board to make
a study along the lines suggested.

Mr,
%et Szymezak stated that he was continuing to study the
Stioy
0 ’
9 T margin requirements, that customers! debit balances had

d ‘
0, from somewhat less than $800 million a year ago to over
e miu-ion

hsSMQl

M
I‘e&se Was
i

at present, and that while the ‘amount of such credit
¢ .
OMpared with consumer credit or housing credit the in-

e}ht & part of the over-all expansion of bank credit. He
hat
a .
Q%as 1 increase in margin requirements was related to an in-
ein
r
eserve requirements of member banks, that the growth

uSr
ar 5
in
loans for purchasing and carrying securities was not

&Qh
ag
O p .
mqre ®Quire action apart from action to increase reserve re-
e
S
> but, that an increase in margin requirements should be a
of

an
OVer-all program of restricting bank credit expansion.

My, .
Schmldt withdrew from the meeting at this point and

> entered the room.
Pup
by ¢ Suant to the discussion at the meeting on November 28,
]
r%m Was presented a revised draft of reply to the memorandum

the
Pregs
®sident dated October 5, 1950, asking for (a) the Board's

SER
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ofg::ti:s on materials to be included in the President's State

on P :n message and the Economic Report, and (b) a report

@ lettera ion of interest to the Federal Reserve System. The draft

st!'i(;tiv& :3 the President and two accompanying memoranda on Re-

Vstep sin, Tedit and Monetary Actions Taken by the Federal Reserve
@ : ce Korea, and Role of Fiscal, Credit, and Monetary Measures

Tesent Ehnergency, were read and changed.

Ref
i, frence was also made to a draft of letter to Frederick
Wto
n
tel‘eat ’ Director, Bureau of the Budget, on legislation of in-
to
the Federal Reserve System.

Durj
trog ing the digcussion of the draft Mr. Vardaman withdrew

€ meety
®ting to keep another appointment.

At the conclusion of the
discussion, unamimous approval was
given to a letter prepared for the
Chairman's signature to the President
as follows:

n
in resghe Boarq appreciates the opportunity to suggest,
for DOSol:lse to your memorandum of October 5, subjects
ang Ecoslb%e inclusion in your State of the Union Message
"Inom;}c Report.,
nationa;_1 View of the rapidly changing character of the
Matig de-?ense emergency and the threat that inter-
s it Crisis may at any time force a total mobiliza-
Report is highly important that both your Message and
%o Ocus on the basic economic problems which this
Are threls obliged to face. It seems to us that there
thegy » € such paramount problems. Only the degree of
m°bilizrg?n°}' will be affected by whether or not full
ation becomes necessary. These problems are:

resour;esﬁ‘ﬂleed to divert manpower and industrial

wpwhatever extent necess from civilian
to rovide over-all defense needs. Ihis diver-
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Nos
SIZEOS:H§0tLPe ach}eved without a narroser c?oice
in the reln the market than the ppbllc nas engoy?d

Ners cent pa§t and some hafdsnlps gn‘?he f?rxers,
affeq ea and b381nessm§n.d1r§0uly and indirectly .
standard; “¥f ;gll mobilization becomes ne;essary,'11v1n§

citis dlll'nav? to be reduced suosﬁantlally and.
ficeg andens will be called upon to make heavy sacri-
affecting 20 ?ccepc.lpc;easeu Governmental direction

s heir activitiese.

amitoéajgﬁﬁ need to expand further industrial capacity
Eff-,_;_ppoductloniAas well as to use manpower nore
taiy n in order to meet our defense needs and main-
Eﬂﬁgzﬁglﬁﬁérlyigg,economic strength upon which na-
Saagﬁﬁzﬁggggty_ult%mate;y rests.. Over the short run,
Singe 0v61t16§ for xur?her expansion are generallyﬂllmltcd,
Cloge o r‘all.produgtlon and employmen; are alreagy
Part, ¢apacity and supplies of some basic materials,
Clvilianarlf mg?gls, even now are inadequate to meet
are einoan?_m}iltary demands. Because present resources
Negg g utilized so fully, particularly where defense
&l fort greatest, it is highly essential that every
8 in made tp increase p;odgct1v1ny an% to lo?e?.
?ppropri order that the purchasing power ol our military
In ghe datlons can be maintained and that rising prices
be plaCe?“eStic economy can be checked. Emphasis should

produ(t?n C@ns?rYatlon of scarce skills, modern%zatlon
fo im Ction techniques, and development of substitutes
ty mainFed strategic commodities and for scarce domes-
Yeq Nes rlalf. To the extent @hat shortage of manpower
Doliciesap?oftleneck on essential production, present
overtime With respect to maximum hours of work at which
View, Pay begins during the emergency may require re-

tain 28 The need to prevent inflation in order to sus-
;Eﬂgrzg£igénce in the value of the dollar and in the
v Money savings. 1t is as imperative to maintait
ang m11~nClal strength as it is to enlarge our productive
%hr.lwaSMwmﬁh.»ﬁﬂmutom%\m<mmwtkwwaﬂm
be the 1rlh’lflatlon is beconing as deadly an enemy as would
morned forces of a foreign aggressor.
Sibiyg he Federal Reserve is charged with primary respon-
1 e{ for national monetary and credit policies that
Seopg Ofp_to counteract, so far as possible within the
Dressur“ its authority, the development of inflationary
Sea). ToS and threats to the value of the dollar. The
and duration of inflationary pressures from credit

SER
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"ang mMonet
®Pend 14y
on se
USineSs

ary sources in the period ahead will
gely on military developments, as well
1lf-restraint in spending on the part of
L38€s, individuals, and governments. '
the In the strongly inflationary sit}latlon since
Reseoutbreak of hostilities in Korea the Federal
ielgve has been given increased powers in the credit
itg -,-0d has exercised these powers, together with
expaot}}el‘ authority, to curb credit and monetary
agai;ls lor} and thus to contribute to 'i:ahe si.:rugglc
monthst inflation, The System's actions in recent
DPreg S have moderated the growth of inflatlor}ary
takeiures‘ A memorandum summarizing the actions
fu by the System is attached. It would be help-
thisl Jou would indicate general concurrence with
intl-inflationary program. . .

angd p, In spite of these restraining actions, credit

. onetary expansion as a result of private and
fla glpal borrowing is still contributing to in-
aboy; onal_'y pressures. The Board is deeply concerned
abiy 3. this continuing credit expansion. Tht? §ystem's
by th v to apply additional restraints is llm:!.t?d
May g Policy of keeping the Government se?urltles
Rty s orderly, of supporting the refinancing of
e;qst}ng Government issues, and of maintaining the
Goverlng 2~1/2 per cent rate on outsta{admg long-term
the Snment bonds. As long as this policy prevails,
reSErYStem should be given broader powers over bank
Cre “{‘es with which to combat further inf]'.atlonary
1 deVelOpments. At an appropriate time the Board
e eriubmit a program for increased powers over.the
Reportes of the banking system. In your Economic

of January 1949 you stated:

'On previous occasions I have recommended
that adequate means be provided in order that
Monetary authorities may at all times be in a

Position to carry out their traditional function
= exerting effective restraint upon excessive
Credit expansion in an inflationary period and
SOnversely of easing credit conditions in a
Elme of deflationary pressures,!'

Lbieq vents have now made it clear that the author-

Wiy Provided in the Defense Production Ac}: of 1950 i

&xpj. € Trequired for a longer period than the statutory

& eI*a’c,lon dates. Accordingly, the Board reconmends

ension of this Act. The Board also recommends

SER
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hat the particular authority in the Act to reg-
3%e credit extended in connection with new con-
aruction be widened to include similar powers to
*®late credit in connection with existing housing
0 other roa1 property.
Boar M Memorandum is attached setting forth the
I"arcu3 general viewpoint respecting the role of .
els s credit, and monetary measures in the presen
cz‘;:gency. In the event that full mobil:;atlon ;e—
S Decess the Board may wish to make recom-
"Mationg tor Purther legislation in order that the
feonomy's savings and credit resources may be made
Wy available for the support of war finance."

"Restrictive Credit and Monetary Actions taken
; J____Bt he Federal Reserve System since Korea
the "Since the outbreak of hostilities in Korea
in Federal Reserve has been given increased pmffercs1
thethe Donetary and credit fields and has exercise
3¢ powers together with other authority to place
Elelr bs on credit expansion. In August, the Federal
loTVe Board and the Federal Open Market Committee
tg: Qurated a positive program of restraint on fg;
d&g;‘ ®Tedit and monetary expansion. In view of n i
the .00 and the additional authority provided unde
act; -rense Production Act of 1950, the following
lox(li)ha‘fe e Board of Governors
Early in August, the Board o :
g‘g’i“ed with otieinFedgal,and State bank supervisory
Btagciess including the Home Loan Bank Boarc}, 1nfa
*Went requesting the voluntary cooperation of
angks and other lenders in restricting their lending
TVestment activities. .
1~1/ (2) In August, discount rates were raised f;'lom
in 2 %o 1-3/l per cent at all Federal Reserve Ba ;s
ad&ider to discourage borrowing by memoerdginl;s :n ]
Sion, Onal reserves to support further cre Xp
(3) Since that time, open market operations
ti:e been conducted with the particular aim of making
Se ho ding of short-term United States Goverx:mlent
Cocuri.ties more attractive to investors and dls;l
Reg 38lng sales of such securities to the Fedei .
funel've System, including sales by banks to obtain
43 fop extending other types of credit. .
of (L) Effective September 18, under authority
ag he fense Production Act, the Board of Governors
tiii? Placed consumer instalment credit under regula-

SER
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"(5) E ive October 12, the Board of
Overn‘grs)" Wiiiegl:: concurrence of the Housing and
Hong Finance Administrator, placed under reg-u.l.a:1

°% eredit not extended, insured, or guarantee
% the Federal Government for constructing, pur-
Chasing » and financing new houses or major improve-
ot or additions to existing houses. At the same
) the Federal Housing Administration ar}d t.hz
Sterang Administration issued new regulatlons. 'e—
Signeq to produce a similar tightening of credit
o Tespect to new and used houses under Federal
prOg-ramS

the . 0) Effective October 16, the Board stiffened

i atory limits on consumer instalment cred%t
theincreaSing the minimum down payments and reducing
n

iti in i t credits,
Um maturities on certain instalmen
::d ¥ l°Wering the price below which down payments
® no required,

(7) 1 the Board addressed a
%ﬁtter to g?lN;Z;ggirbaZﬂzs requesting them to screen
Oi‘eir loang carefully and to discourage the types
to thns that do not make a definite contribution

: hese o oms have been
in 14, '©Se actions by the Federal Reserve ¥ e
Ee “B8 With the basic policy stated in your Midy
*Romi Report: . -
Shoyy o 3Tt of all, for the immediate 51tuat10néi¥e
me°1lld Tely in major degree upon fiscal and c;‘;}l b
°h;8ures° These general measures can be help al, gt
n gt Testraining inflationary pressures, bl.lf.a s
progeducing the civilian demand for some speclilc rin
avajy s Such as automobiles and housing, thus ma r_g
tioilable for necessary military use a larger propo
tGrn 9 ay already short supply of some crltlca,?!.tﬁa-
theials‘ The more prompt and vigorous we are‘wi 8
forse 88neral measures, the less need there w:L%1 D
Vol of the comprehensive direct controls v.rd:L:l
sitve Yhe consideration of thousands of individu

w2tions ang thus involve infinitely greater admin-
ii:iative difficulizies and much greater interference
in

Vidual choice and initiative.t"

n%iscal, Credit, and Monetary Measures

in the present emergencye.

regy, 1€ Board strongly endorses a program of fiscal,
tiodit’ and monetary measures as the main anti-infla-
% re lance, The Board feels that only by this




Yy ;

n
cﬁggl;z?h.c?{l our country preserve the significant
di"iduairmtlcs of its economic system, nanely, in-
i 'fl‘eedom of opportunity and cholce 1n WOrk,

Spi;ilng » and in investing. ' :
f thoy £ core of individual opporpumty andw freedon
in markie 11?5 in the price mecnénlsm——the changes
.nVestmht Prices which help to channel consufn‘ptlon Qr
'rect"ent into one field and away from anotne}"'a.nd
ang awapurcnases' toward some products and suppliers ’
3°na11-.y frcril others. Price movim..e?ts do ta:r&s mpfl—
System‘:; iﬂd for the most part ef;.lcnje?t};f. Control
Inefpy o end to break down and to distribute resources
lon Slently, especially if controls contlru:le for'a
equitag‘e or if the public loses confidence in their
8 eﬂsive 2dministration or enforcement. ioreover,
em of Ve dlrgct conbrols cannot solve tn; basuf prob-
fiscal inflation unless they are backed up by aoc:qu'late
T ah and monetary policies which serve to sterilize
fong. TP the excess purchasing power created by de-

“;pen@ing. .

defe Sehe inflation problem that confronts a p%tlonal
Soupge 4 omergency of indefinite duration has its
our §ng 1 U}e fact that those engaged in expanding
for erStrlal capacity, those engaged in producing
fop 3, o0Se, and those in the armed forces are paid
pOsSibelP services and equipment without there being

. € an enlarged supply of consumers goods and

®S to match the higher income. This creates a

by SVireen cuprent income and the supply of things to
ag busiprevailing prices. Under these cirf:umsfances,
Speng n:sstes and individuals generally abtempd tz
ach o‘f,her.arger income they bid up prices agalins

Inpg :i;t any time, because of the public's huge hold- y
f oup llql}id assets and because of the grea‘t e}astlc;uy
Dowey €redit supply, this disparity between buying
liquidan goods may be widened by an increased use oi
Te asSets and credit to augment buying out of cur-
Seale n? ome, This is what happened on a consideliableJ'
prote s summer as businesses and 90nsmmers rushed to
Singy t.emSlees against future price advi:mc?es or
ny lsappesrance of poods from the mar.»:et_.
% ¢ g the attack on inflationary pressures 1S to
betwe ictl"?, it must be focused on reducing this gap
Seryy duying power and supplies Of.C].V}llan gooéiz and
C®S. The first line of atback is through a fiscal

SER
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?2§lgz thf? #ill restrain private spending, cur?.
out, °Se§u1a1 private investment, gnd limit pubLlc
JS wherever possible. Tax policy should aim
Ay as we go! objective. On the basis of
Yequi pg and, contemplated military programs, this willL
mmi~infi Substantial increase in taxes. For greathU
are gy ationary cffects, Fhe taxes to be increased
e00n0m“se tha? Curb_purcha51ng power thfoughout'tﬂe
short‘;ﬁ Particularly for those goods that are in
Pply.
Powrgyp Overnment, policy to encourage savin3§ is another
bating : forcg that can be brought to bear in com-
Sig Oflnf%atlon. Policy which discourages t?e expan—
eHCOPerate and State and %ocal.gqvern?en? debt
Tight .o rages the repayment of such debt is in the
Clugy Tection. Federal debt management policy, in-
€ the aggressive selling of saving bonds, should
at absorbing real savings and funds that
S ess w(?uld be spent for consugption o? used for
Ment, py Gnt}al investment. In so far as the Govern-
18sueg Nds it necessary to re?inance 1ts.outstand1ng
expenditor to finance its rapidly expandlng.defense
be ures through borrowing, such borrowing should
lnye Oirgely as possible from ?ndividual énd corporate
Systep S and as little as possible from the banking
‘s The latter is highly inflationary because it
Nong e: New deposits and thus adds to the pountry's.
Breat YUpply. The liquidity position of the bankg is
i epy J affected by the types of Govermment securities
be Oivare offered, and adequate consideration should
to ge ig to this factor in determining the securities
Sued,
Savy, ngfective fiscal policy and programs to encourage
Nong ;r‘are closely related to restrictive credit and
at iJ Policy which also attacks inflat}onary p?efsurqs
aEainstr‘source. It accomplishes little in ?ne flggt
Pocketb l?flation, if dollars taxed out of the pub}lc's
dollar Q0K or held as savings are replaced by credit
Se MOreover, it stores up trouble for the future.
and nﬁer present circumstances, restrictive credit
of pﬁbn?tary policy is complicated by the large volume
dirpy He debt outstanding, which not only presents
but, Sult dept, management'problems for the Government
busineso glves ready access to funds for individuals,
of OvZSes, and financial institutions by liquidation
Tanment securities. Similarly banks are able to

Present,

ned
Othepys
1 her’-‘{]_se

SER
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Obta'
e)rpan;'r.l reserves on which they can pyramid credit
ion, The principal means available for re-

Stras
aln e .
t on credit expansion are as follois:

¢
cred£§%§?$§vo credi@ ins?ru@ontsr—-50m0ﬂ§¥ges of
?0 the ten ng resﬁ?alncd by imposing conditions as.
ing exanoims on vhich cradit is advanced. Outstanc-
Mentg 0% s are maturity and doﬂp'payment require-
oans’ ;ngonsumgr 1nsb;lment credit and_on morteage
®5e gela margin requlrenents‘gn soqurlty %oans:
Porunme ctive instruments, while of secondary im-
s are effective in their respective spheres
Sration .
Suit eieftive credit measures are not generally
to other types of credit, such as loans to

of ope

arme
LK o S 3 i >
Oang 1. “orking capital loans lo business, or some

O finance expansion of industrial plant and

8qQui; X]

Pme - = P e -
tho e :an Lﬁpan31on of these credits, as well as
strainuuoaect to sclective regulation, can be re-

€d t0 z0me , : . : .
lendi to scme extent throush voluntary cooperation
ng Z ) Y

Made ai institutiops and increasgd e;ﬁor?s should
ok hei ong these lines. The most effective means
st Aenf restraint, however, are gencral credit in-

U8 which would limit bank reserves.

of Cr%%g&ﬁi&fcredit instrunents.——General instruments
1% policy include open market operations, dis-
%ﬁx@nzafesa and changes in member bank reserve re-
aﬂmﬁegus‘ .Although these are interrelated methods
0 be reirﬁ influence, they have tended in recent years
fs g5 4o bafded as separate and alternative instruments.
Oaq o oULt, considerable misunderstanding has devel-
OUT the way in which they function together in
Mng bank credit expansion.
Punqg Enuer present conditions, the major source of
-OF credit extension is the sale by private in-
mn"ti: aﬁd financial institutions of Government se-
Durchass 1n the market. Sales of such securities, if
Sys m €d in the open market by the Federal Reserve
g3 Create bank reserves which can be used for
re;tr?ﬁpanglon of bank credit. The Federal Keserve
I'est,r.ici_‘.lc‘t, the availability of bank reserves Dy
permitt,lv? open-market operations within the limits
ditio SQ§ oy the necessity of maintaining orderly con-
Pori, in the Government securities market, of sup-
ang F'the refinancing of maturing Government issues,
malﬂtaining the existing 2-1/2 per cent rate

On
Outg+
S - , :
Landlng long-term Govermment bonds. Such a

SER
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pgiiggl?an bg effective only if accompagigd by
Sys em d%ty OoT short-term money rates and hesgrve
tup % 1Scount rates. Flexible noney rates in
Fonmkeetnecessary as an anti-inflation restraint
tieg i he hOlding of short-term Government secur-
bank, ‘grg attractive to investors--bank and non-
ol q Shi%%pos? a penalty on.those investors Who ,
out of them to finance inflationary lend-
Spending, and to encourage bank investors to
vith the Federal Reserve Banks in place
1 COuntishOTt*?Grﬂ Gove?nmfnt_Sfcurities. .Such
S pe) ~Q8;vﬂh1ch puts banks into debt, makes
debtedne ECPant to extend new loans until the in-
“C}SQ 1s paid off.
bOrryd}anges in discount rates on member bank
tmmmnng are thus an important supplementary in-
a Of.monetary policy. In addition, such changes
Umy ¥ Considerable psychological influence because
temt ®tlect to the financial marlets the Reserve Sys-
8reat, gﬁdﬁéent of the over-all credit situation. For
Sion, .. ®ffectiveness in curbing bank credit expan-
e]-(l'e*.!,alchangeS in discount rates need to be related
o O open market operations,
plement iNcrease in reserve requirements is a com-
& ansia Neans of restraining excessive bank credit
of openon. It may be used when the joint mechanism
Teag ns~market operations and discount rates, for
mented igf sebt managenent policy, need to be supple-
" " SOrder to apply additional restraint. '
0 in Wmmary ;. a vigorous fiscal program, a policy
iy Ssi Savings and to lodge Federal debt as fgr
0y, © With nonbank investors, greater emphasis
TY restraint by lenders and borrowers, and
1Ve monetary program would go far to meet
%hptionation problem and make less necessary the
€ meqgy, extensive direct price, wage, and ration-
parti _Ures if the military situation remains one of
Somp e eda?, If full mobilization is reguired and a
1w 1) :i;{i Program of direct controls is adopped?
s Ltact | O€ necessary to follow a ¥igoTous POllC;
asures.n controls in order to back-stop the direct

g or

_ Unanimous approval was also
glven to a letter to Frederick J.
Lawton, Director, Bureau of the
Budget, as follows:

1918
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Pregs This is in v ssponse to that portion of the
ldentls memor £ g 195( -
Qegt; S memorandun of Cctober 2, 1950, re-
¥ oli}%.tnat the Board of Governors submit through
the p 1Ce a report on the legislative program of
€ eI‘al R_nﬁ chal Ty m s # S o = 21 i
; eserve System, There are listed below

V‘arl

ou, . : nn . 19

ung S legislative proposals which the Board has
;onsulera‘tion.
ank 3 1 . o
20K reserve requirements. - The subject of

the zzserxe requirements has been under study by
itg Stugfi tor some time. The Board is continuing
of . 7 Of this problem, and in view of the policy

in dirgvirrment that every effort be 1:1,_:-1de by rmeans
deVelg Ct controls to prevent further inflationary
Subpy Pients, the Board, at an appropriate time, will
Ovep theo Congress a program for increased powers

nn- T8erves of the banking system.
tempora\@*l_el and real estate credit. - The Board's
of 195013' au:l_':hority under the Defense Production Act
ConSumerand Executive Order No. 10161 to regulate
N June Credit and real estate credit #ill expire
Wbho s 30, 1951, The Board will recommend that such
clugg .7, 0¢ continued and that it be widened to in-
Yoy wifgllal_" povers to regulate credit in comnec-
N "Ban eXlst}ng; nousing and other real propert‘yf.
Q pro\_’\;@ldlng company regulation. - Legislation
°°mpanie ‘© more effective regulation of bank holding
tOfore s and to curb abuses in that field has here-
fOr-uﬁseen recomnended by the Board. A bill (S. 829)
C(.)n&’l‘ess Purpose was favorably reported during the 80th
.Bllls 1_).‘/ the Senate Banking and Currency Committee.
ey ininng similar objectives (S. 2318 and H. R. 57hLL)
?h@se biﬁduced in the 81lst Congress; and hearings on
S, 35), S, as well as a proposed substitute bill
Mutrene, 2 ore held before the Senate Dariing and
th "Qq itﬁmlttee}n the Spr}fg of 19‘)9. ‘ X
%irequlrcments of ;tate member bl.amcs‘ol
gast, al Reserve System. - From time to time in the
he 5 “2¢ Board has called to the attention of Congress
foy foot thag certain statutory capital requirements
8 e : apit equirements
Sdergy ddnission of State banks to membership in the
_,'éserve System and for the establishment of
Sbow“m_b»ranches by State member banks have operated
1 e fmtlal and unnecessary obstacles to membership
q‘}lrem "rstf?m- The Board has recommended that these re-
gllls tn S be eliminated or substantially modified and
Lsg o0 acconplish this purpose were introduced in the
Eress as S, 29k and H. R. 57L9.
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buildt'ﬁ%;%tion on cost of Feder%l ’iieserve borg}qclz
bral’lche' S'n- There is serious need at many of the
i:v;.pr.we'(s1 ?¢ the Federal Reserve Ba z<s"mr larger or
on gfpe Quarters in order to enable them to carry
Neeq Ctively their functions under the law and this

1m,lés likely to be accentuated by reason of incrc:?sef‘
ever  20d activities due to the Defense Program. How-
enqo. Present law limits the ageregate amount of ex-
$1 mi‘ff'?s for Federal Reserve b?anch be.ml'c buildirllg’ to
en sutlon (with certain exclusions); this amount has
brane stantially exhausted; and the needs of the
limitae“? cannot be adequately met within the statutory
re%melon. Early in the 8lst Congress, the Board
the “I}ded a bill (S. 3105 and H. R. 7895) to increase
High pooWd authorized by the statute and that bill,
Wag Fa @mendment, passed the Senate in {\prll 1950 and
Comps < 20Tted favorably by the House Banking and Currency
newinptii in July. The Board may r_Lsn to consn:_dgr re-
o .S proposal for such legislation when it appears
"Ju‘SJ_leied by economic conditions. )
Serve §‘3¥%ﬂ§; out Federal Reserve Notes by Federal Rf—
W- - Section 1& of the Federal {(eserve Act
S a Federal Reserve Bank from paying out Federal

eSe
E’%ege Notes issued by another Federal Reserve Banlk.
thig ®nce over the years has conclusively shown that

Cons,-geq‘lirement serves no useful purpose and entails
ReSe*;rel‘able expense, The cost of sorting fit Federal
of iSS? n?tes and of shipping such notes to 'bh? banks
Durp()s:e 18 presently about $500,000 a year. For the
Dowe . of eliminating this expense and saving man-

.2 the Boarg may wish to recommend repeal of this
vement of the lad.

the here may be other matters with respect to which
:sla izzd Lo ].atcr'fs}‘nd it(}desi{:nble 'E,o reczo:me?d ]e):
ng action during the 82nd Congress. For the pres-
‘Praé °“""3VGI‘, the subjects mentioned in this letter em-
lslati he Principal matters in the field of possible leg-
tion‘,,v‘e action to which the Board is giving considera-

Ay

Pty
0
" O Jteg c Sherr | Kenyon withdrew, and the
actio Srs. Carpenter, Sherman, and Kenyon withdrew, an

41 . i
“O1s point all of the members of the staff with the ex-

Ateq with respect to each of the matters hereinafter referred
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fas t
al y
8N by the Board:

Ml
Mtes of actions taken by the Board of Governors of the

ederal Reg
®rve System on November 30, 1950, were approved unanimously.
!

e
en o . EOR
o ¢ Orandum dated November 27, 1950, from lir. Young, Director
he DiVisi0n 3 S R S 33 ..1. + 1
i of Research and Statistics, recommending that the
Ory:
7 appointnent
V1310n
LN

of Duncan Holthausen, a consultant in that

s be gy . ~ . i
eXtended for a period not to exceed December 31, 1950,

)

0 ¢
hange in his

¥

fee of $L0.00 for each day of service for the

ard
ang
“’d Ath no change in his transportation allowance or in the
iem_
1 allo, . N T ,
O%ance of $9.,00 in lieu of subsistence for each day away

Approved unanimously.

M

of ter““’randum dated November 30, 1950, from ir. larget, Director
QfGau_;TlSion of International Finance, reccrmending the appointment
8108alllt0n Hartmann as Research Assistant in that Division, with
Gtq "V at the rate of 3,475 per annum, effective as of the

o
0 yhian o
1ch he enters upon the performance of his duties after

n
passed the usual physical examination.
Approved unanimously.
°fN®NYFetter to Mr. Sproul, President of the Federal Reserve Bank
ork, Teading as follows:
]950 "Hgny thanks for your letter of November 21,

)l L Y i e
PIlela flth respect to the temporary loan of lir.
S services as a member of the Board's staff.
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Ll N
fop t‘the Board appreciates very much the reasons
Yp. o desire of your Bank to limit the period of

of

of ge%an's assicnment to three months and, because
4 abs;nconvenie?ce to you tha? will result ffom)

the Deringe’ we ‘.'-rlll‘do m.felj\,rthlz}g we can 1to shorten
Qi peq OH 9ur1ng q@lgh hl? services will be re-

Wie avé . Qﬁgver, it is quite probable that the Joq
What, 10 mind for him to do will require a some-

tuppe CP88r period and the Board trusts that if that
teng tout to be the case you will be willing to ex~
Whi op hi arrangement for a further period, during
oug,n > Plans for his annual vacation can be carried

Approved unanimously.

Let, -
ter to 1wy, Gidney, President of the Federal Reserve Bank

evel
and, reading as follows:

1t
15,19§8fere30e is made to your letter of Novenmber
Proye - » Tequesting the Board of Governors to ap-
Federal lncrease in the salary structure of the
umCServe Bank of Cleveland.
Minj he Board of Governors approves the following
and maximum salaries for the respective grades

02 e
the giﬁbegeral Reserve Bank of Cleveland, including
“fthes, effective December 1, 1950:
Minimum Maximum

gzéﬁg Salary Salary
L 71500 $2100

< 1680 2280

3 1860 2520

Ly 20140 2760

5 2220 3000

6 2,60 3300

7 2700 3660

8 3000 1,100

? 3300 1,500

10 3700 5000
1 15100 5500

< 11500 €100

13 5000 6800
1 5600 7600
25 6300 8600
16 7200 9600

SER
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"The Board approves the payment of salaries to
1°JLGS other than officers, within the limits
ed for the grades in which the positions of

Pective employees are classified. It 1s under-
HILErtfrom your subsequent conversation with lr.

» that all e plOVOua whose salaries are below

Stnltnlmums of their grades as a result of the

Priate Ure increase will be brought vithin the appro-
May]_ iange as soon as practicable and not later than
frmnth 9513 with specific approval being requested
tion s Board of Governors in any cases where addi-
Mgy M€ will be needed for adjustments to the mini-

Approved unanimously.
Letter to Mr. ¥ilbur, Chairman and Federal Reserve Agent of
e
fora) Reserve Bank of San Francisco, reading as follows:
in y, "In accordance with the request contained

BOa Is %angels' letter of November 28, 1950, the
1951 Governors approves, effectlve January 1,

bers’oghe Payment of salaries to the following mem-
Yate. . he Federal Reserve Agent's staff at the
SNln icated:
e Title Annual Salary
Poy, g Head Office
One Assistant Federal 3,980
FoR. a Reserve Agent
“-axton Alternate Assistant 5,280
Federal Reserve
Agent
L-Ih St Los Angeles Branch
effer Federal Heserve 6,000
Agent's Representative
Iy 3, Salt Lake City Branch

Anderson Federal Reserve 5,880
Agent's Representative®

Approved unanimously.
Let
e to the Board of Directors of the MBank of Pontiac®,

s 11155 . -
lanlS, stating that, subject to conditions of membership




R
/50 i

mlUlber
£ 92 gontained in the Boardfs Regulation H, and the
0l],

owy i )

: Wing ‘Special condition, the Board approves the Bank's applica-

i()n
0

i membership in the Federal Reserve System and for the ap-

Prg i
Prlate dMount of stock in the Federal Reserve Bank of Chicago.
3. Prior to adnission to membership such
bank shall increase its paid-in and un-
impaired capital stock to $100,000
through the sale of $L0,000 of new
Common stock at not less than par.

Approved unanimously together
with a letter to Mr. Young, President
of the Federal Reserve Bank of Chicago,
reading as follows:

Syste"The Board of Governors of the Federal Reserve
Pontim ?Pproves the application of the 'Bank of
Fedq R Pontiac, Illinois, for membership in the

preszij-' Reserve System, subject to the conditions
q“estelbed in the enclosed letter which you are re-

iHStitd Yo forward to the board of directors of the
®hel, Wion, Tuwo copies of such letter are.al‘so
Othey ®d, one of which is for your files and the
Aygyy OF which you are requested to forward to the
for hgr Of Public Accounts for the State of Illinois
n? r,lfomation. L
to o e t.ls noted that, under its statutory authority
miYﬁStrclée fiduciary powers, the bank has under ::ld—
to I‘aF.lon several appointments, confined principally
3ceg dian anq conservator accounts accepted as an
s CeOdation to the U, S. Veterans Bureau and to in-
Wite S.W}_lerein the administrative requirements are
that s, ted in nature. It is further understood
agement 1S not the present desire or plan of the man-
Ol the bank to actively solicit or develop
By, “USiness and that fiduciary activities in the
e W11 be linited , generally, to the acceptance
1Stra§ci)g§ts similar in type to those now under admin-

n * o renss
g l'HO'vevel‘, in recognition of the responsibilities

istraﬁbi]-ities involved in fiduciary account admln—.
1on and the requirement for the directors to give

SER
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t(:lgse and qualified attention to the activities
form S involved, the directors should adopt such

Measures as will insure a satisfactory super-

Hlon ang discharge of fiduciary undertakings.

hlsn; is requested, therefore, ma’? you 0;111r )
ba Atter to the attention of the d:Lrector; of the
Supe : the end that a more active and effective

Slon of its fiduciary activities may result.
that t the Lith respect to savings deposits, it is noted
Stlpul ¢ bank!g passbooks refer to by-laws which
Yefore ate that thirty days' notice may be required
to the helr withdrawal. Your attention is called
F.r, °ard's letter of April 3, 19L5 (S-8Lil-a;
Passh iy ffChEO) wherein it was indicated that a
lati %X Provision merely referring to a statute re-
Adeqy ‘t O Withdrawal of savings deposits does r'of: ‘
nay e Sy inform depositors as to the notice which
gy be reQuired by the bank before any withdrawal
Visig Made, It would seem that reference to pro-
g tﬁs in the bank's by-laws would be less aaquate
Chap,, ® bank should be requested to make appropriate
30.n° in its passbooks when it may conveniently do

Le . ~ w 2
Hink ther to lir. McCreedy, Vice President of the Federal Reserve

£ Py
lladelphia, reading as follows:
20, 1;R feI'erlce is made to your letter of November
Penge 5 s in which you advised that it appears ex-
Ceeq th OT certain functions at your Bank will ex-
© 1950 budget estimates as follows:

¥ unctlono Amount
SOnSune T Gredit 316,500
cal Estate Credit 11,000
Trency and coin 31,000

”’ltted € Board accepts the revised figures as sub-
the Bog and appropriate notations are being made in
S records."

Approved unanimously.
e g
0 Ry tter to Mr, Leach, President of the Federal Reserve Bank

lghm0nd

> Teading ag follows:

SER
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Ry,
~20-

22,l;§8fe?en0?_i§ nade to'yourL}etter 9f NoYember
Pengeg férlrllo‘:““—cﬂ you ad*{lsed w}‘at estimated ex-
Udgebeq f/)O for Real Lstate Credit, a previously
office ‘unctlon, wlll_oe incurred at your head
and branches as follows:

Office Amount
Richmond 57,001
Baltimore 0, 200
Charlotte 1,090

n
as sule-le Board accepts these estimated expenses
Nade imltted, and appropriate notations are being

D the Board's records."
Approved unanimously.
Ly
Tel
egra; y . D s . .
gram to the Presidents of all Federal Reserve Banis,

ady
ing as follows:

n
V‘loanBoard'S telegram of September 26 regarding
plicatiprogram requested that one copy of each ap-
ate). tOn for guarantee should be forwarded immedi-
?@%yongdfM'WmmMEWltogmmmwamg

ing »* Alr Force has advised us that its process-
] rgua?antees will be greatly facilitated if it
?ion a €Ceive two copies of the preliminary applica-
1ty ndﬁattached schedule of contracts. Accordingly,
ingteqy 8 appreciated if your bank will obtain five
ant, of four copies of the application for guar-
and schedule of contracts where Department of
ree is guaranteeing agency and immediately
Force., two copies to Board for transmittal to Air

Approved unanimously.
Tele,.
legran to the Presidents of all Federal Reserve Banks,

gy,
ng aS followsc

n

fop Moggnfergnce on V-loan program is being pl;nned

Ulopg o3> Vecember 11 at 9:30 a.m. in order To

OPDOrturgprGSentativcs of Federal Heserve Banks

tlons Ng?ty to raise with guaranteeing agencies ques-

QﬂmEmp11°h Have arisen in connect}on with program.
ated that meeting will last only onc day.

SER
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Ciu€ﬁzst it desirable that operating officer in -
iy anOl program at your Bank attend 1 meeting and

per'lélue ﬂ'lVlCe by wire as to who will attend
your Bank a and whet hor it is desired that hotel
TVations be made.™

P rOm
Tese

Approved unanimously.

Lety :
3 ®tter for the s signature of the Chairman to Honorable Hugh
) Hiteh
e , e
u, House or Representatives, washington 25, Ue C., reading

Qg
OllOWS .

am p, s Tequested in your letter of November 20,
tlon rost ﬂappy to respond more fully to the ques-
galn 8ised in your telecran of October .20 and
Yo Vemb N the letter addressed to you under date of
Asg 80¢3 T 9 by the dashington State Auto Dealers
Re latlofl concerning the terms of this Board's
mlon W, relating to consumer credit.
ppllcabi Question of the high freight factor
Cog € to automobiles sold in the Pacific
in 4 the 4rea has been considered from time to time
°f big Past and again in recent weeks as a result
n dests rece Lved from the West Coast. iie have
ﬂhch €lailed consideration to possible ways in
Rem S differential might be recognized in the
legq hlon but, up to now, we have not been Saplq—
Regul ¥ there is a workable solution under the
tion #which would solve the problem and not
tlon.  Undermine the effectiveness of the Regula-
Othey _.TaNsportation charges, handling costs, and
Sely; Slmilar costs must be reflected in the cash
Yhe r&ﬁg}@ Qf a cozmnodl"f;;'. {;sw a conseguence? L
. ~-en which you mention with respect to freight
& or Yedyt S in reality a pricing problem rather than
ulathn egulation problem. As you know, the ‘Heg_:-
a lols Primarily concerned with the rate of
Mang fn of consumer credit and with limiting the
Ther Or the type of goods bought on credit.
to Te, it has seemed to us that we must continue
the requirements of the Regulation directly
°f e Cash selling price of a commodity regardless
I Components which make up that price. .
i o, - MWber of administrative problems also arise
®ction with a proposal such as you submit to

SER
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—20-
"a-ll
ow .y . : i 4
reiﬁ}{taddltlonal time in connection with the
Sl cost factor., For example: .hat would be

Sim(izl;: Z?JC. ?ase of.\ise(;l autc.mobgiles? .J‘o1’1.ld a
Mobileg b owance, if given in the case of auto: .
subject’t € graﬁl}tedn 1n.the case of othe}* corxnocq;bles
Connectioo FU}G ;1(3511_!.2.113101’1? What would be done in
actioy n with foreign-made cars? How would the
dardizede reconciled with the more-or-less stan-

ce cOmgln{ln01n§; sche(.iules‘ used by the major fi- ‘
. erican‘ﬁan?les’ :anlud}ng.tnf schedule :Lss:ued by the
N thoge amsers' hssociation? Jhat would be doize‘ )
. ferenta;eas vhere frelg;;h? char.ges1 are 91}':3' slightly
1 the i UP would result in a month's difference
are ~usJ‘Gan'1u‘lty permitted? These and other questions
attEmptin,l‘llustr.‘ative of the problems "L';hflt arise in

8 pl‘ice& EO glve some recognition to that part o%‘
on the £ of a commodity represented by freight paid

g 1nished product.
Ming Ons Yyou know, the Board always keeps an open
dapy, thqueStions such as this and is prepared to
Cal] ® Regulation if such action seems to be
tan g ﬁOr and if a practicable means of doing so
tinue ound, You may be certain that we shall con-
nel Study the problem of which you write.

era) ne:gce your letter does not question the gen-
antLinf fQI‘ credit restrictions as a part of the
freg ationary program, but is directed to the

pect Tate differential, I have not gone into other
Bsupe of the consumer credit repulation. Let me
tlon Jou, however , that, if you desirec any addi-

thig einfomation as to the basis or objectives of

Credih;uliltion or any other aspects of the Board's

h&ppy t €Striction efforts, we will be only too

a3 ful O respond to your inquiries as promptly and
J as possible."

Approved unanimously.

i Letter to i § . 5 . , N s ok
¢ £ o ir, E, A, Leete, President, National Assoclatvion
Ate avi
%y Ngs, Building and Loan Supervisors, 270 Broadway,
Ork
7

N :
* "€w York, reading as follows:
IIT 5 o
the e hank you for your letter of November 15 and

QOnc - .
Ay, . “Peration vou have shom with respect to the
Tl]_str L. J p
atlon of Regulation /.

SER
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"ie hag assumed that the various supervisory
agencies cooperating in the program would tro,?tt
e line of Enforcement of Regulation W' in the
S?“‘le confidential manner as they do their own SUpET-
Wi sory Demoranda and instructions to their examiners.
1o 1001d hesitate to sugcest that you send a :sf:cond
Etf'er to the members of"your association ca];ilng
ou’iﬁ attention to the com‘ident'iwal naturet:)f E}}eto
‘,,:hichne, but in view of the y.)oss?.o:l? uncer -T:n i )
Jou invite attention, it might be de?ll ilb.:b,
resgou Suggest, to advise the supervisors in this

the -t in order to avoid any misunderstanding in
he mat,
: ter,
'h“r b 1 . . . e
the . ¢ @ppreciate your bthoughtfulness in raising
qm&stion.u

Approved unanimously. .

™ T x 1e

Y Telegr’im to the Presidents of all Federal Reserve Banks,
adi

ng aS follo‘,’[s:

the R inquiry received by the Board felates.. to )
ang ilrst Paragraph of section C(I‘) of xtegu]._atlc?n i
on 4 Volves g registrant's practice of leellverlr}g},jq
in 5 o0tal basis or otherwrise, a used listed article ,
liStn 1eipation of an instalment sale oia new fl}l':ulaz
WMoynt, article. The question as‘.'{ed rFiaugcl '»L?’On:’lfranb
WA o . OF the deposit to be obtained o;fptngct.eflzu
articloefore the time of the delivery of talj_ ?be'»

~€ =~ should it be egqual to the d.()tm paymcxzu;m
arty “Ould be required on the instalment sale of the

. - S
downcle delivered, or should it be equal to the .-.1}-‘,1101'
Regi P&ment, applicable to the new article which the

E Y = =

-0t anticipates sellipg? , - 6(1’)‘
Tequiy, N such cases the first paragraph of sec lt the
ioher S Yhat a deposit shall be obtained equal to .
Stangg, (%M payment. It is TRcoEnL R Bl 1ntsggc ’
decides the exact model to be purchased may not .
Svgy C UPON when the used article is dellv?red-r‘;* i
be a’;, $V@n in such a case, the deposit requlrs.zieangz_

3 ney ~9a§t as large as the do.im Pﬂ;menhagiguio £hat

of eartlcle of a make and model cosnpavl;u S
ODey, -.95ed article, Furthermore, tx}e Le:f_‘_;lo 1 in nead
Of o, o1 should be considered questlonabJ_e an T a

“Panation by the Registrant if there is any s

<29
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1
/%
-2~
n
able ' ' -
obtaiqvolwle of transactions in which the deposit
.GC} Was significantly belowr the down payment
q 3
®d on the article later sold."

Tequiy

Aoproved unaninously.

m
lel . .
®Eram to the Presidents of all Federal Reserve Banks,

s
adm& as £ollows:

HP Lo ) )
Cemb leage telegraph as soon as possible before

do)y .ot 7 an estimate for your District of the

ee iorla"go}lnt of commitments reported so far under
of dwey (b) (2) of Regulation X, and the number

Joup est-lnE units involved, If possible, indicate
Comn; 4, Mate of what proportion of all 6(b) (2)
ponts has been reported.

. e h ; . v .
1*1t‘0r,,1'at‘~0uld also appreciaste summaries of the
Valye + 00 in these reports, which should have

Boay n enforcement of the Regulation, sent to the
Pary 7 December 13. Information which would be
Commitmearllf useful to the Board includes: Total
report. nts reported in your District; commitments

e _— : - o . .
e 2o 5 by each important class of registrant,

ka 2 . . ]
!:'lortga&.eoan“% savings and loan associations, and
Unpops -, COMpanies; commitments by registrants in

OutStanflJf’ Cities in your District; and commitments
-7 to builders, as opposed to buyers.
Information is wanted in connection

Carinea 1 Ly . 3 il
Produ Tings before the Joint Committee on Defense
¢ lon,n

Approved unanimously.

L
etter to ™ T my St f the C . =
Ihe Honorable, The Comptroller of the Currency,

D
epartmen_t, Washington 25, D. 0., reading as follows:
n %
E:eques?ills r'fhf'ers to our letter of July 28, 1950,
l:000 C)O(k)lg ;tlmt a supplemental order for printing
l93 ;eri Sheets of Federal Reserve notes of the
stl, o Sf‘ dur‘ln{";“t‘no fiscal ycar ending June 30,
inti,, ©+aced with the Bureau of Engraving and
e is respectfully requested that 500,000

SER
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Rhys

n
Sheets -

eF this total be allocated to notes ol
i X o7 i - P .
e O;Gderal Reserve Bank of Boston, as indic
Yenon; - Number of
natlo 1 + A vy e
L sheeus Amount
T T00 .000 .’JWOO!".H
500,00 $30,000,000

Approved unanimously.






