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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Friday, January 9, 1953. The Board met

in the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Szymczak
Mr. Evans
Mr. Vardaman
Mr. Mills

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Riefler, Assistant to the Chairman

Mr. Leonard, Director, Division of

Bank Operations
Mr. Vest, General Counsel

Mr. Young, Director, Division of

Research and Statistics

Mr. Youngdahl, Assistant Director,

Division of Research and Statistics

Governor Mills commented on persons suggested for appoint-

ment to the board of directors of the Los Angeles Branch of the

Federal Reserve Bank of San Francisco, and said that of those per-

sons he felt that Mr. Harold R. Quinton, Executive Vice President

of Southern California Edison Company, Los Angeles, California,

Possessed outstanding qualifications. After stating that Mr.

Quinton's name was mentioned to him by Mr. C. C. DePledge, Vice

President of the California Bank, Los Angeles, in whose judgmen
t

he had much confidence, Governor Mills reviewed the information
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concerning Mr. Quinton which was sent to the members of the Board

With a

of the

memorandum dated January 6, 1953, from Mr. Allen, Director

Division of Personnel Administration.

Thereupon, it was voted unani-

mously to appoint Mr. Quinton as a

director of the Los Angeles Branch

for the unexpired portion of the
two-year term beginning January 1,
1953, provided that Mr. Wilbur,
Chairman of the Federal Reserve
Bank of San Francisco, first ascer-
tained and advised the Board that

Mr. Quinton would accept the ap-
pointment if tendered.

Governor Mills then discussed several persons

recommended by various sources for appointment to the

rectors of the Portland Branch of the Federal Reserve

who had been

board of di-

Bank of San

Francisco. Of those suggested, he favored Mr. Richard Henzel, a

farmer, of Klamath Falls, Oregon, in view of Mr. Henzells reportedly

favorable reputation, the fact that he was in the agricultural field,

and the fact that he was from a section of the branch territory not

recently represented on the branch board.

81Y, however, that he would like to secure

Governor Mills went on to

additional information

regarding Mr. Henzel before making a definite recommendation to the

Board.

It was understood that Gover-

nor Mills would check further on Mr.
Henzel and report back to the Board.
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At this point Mr. Thomas, Economic Adviser to the Board,

entered the room.

Chairman Martin r3ferred to telegramdated January 6, 1953,

from Mr. McCreedy, Vice President and Secretary of the Federal Re-

serve Bank of Philadelphia, and Mr. Gidney, President of the Fed-

eral Reserve Bank of Cleveland, stating that the directors of

those Banks at meetings that day had voted to increase the Banks'

discount rates from 1 3/h per cent to 2 per cent, effective the

first business day following approval by the Board of Governors.

He then called upon members of the staff for their views on the

matter.

Mr. Riefler made a statement substantially as follows:

I feel that an increase in the discount rate to 2

per cent is justified at the present time. The expan-

sion of credit has been a little on the up side. We

are getting some contraction from the pressures in the

money market but I think the contraction needs affirma-

tion through the discount rate. I, personally, would

like to see the business situation keep rolling on

about as it is in terms of prices, production, and em-

ployment.
After Thanksgiving and in December we definitely

got a boom in psychology. I would like to see that

taken off with a modest measure of restraint at present.

I would not want to see a drastic move. It seems to me

the incoming Administration is having several effects

on psychology. First, it is a Republican Administration

giving great confidence to businessmen. That is partly

responsible for the wave of optimism and foraard orders
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now going through. One thing the Administration is

promising is lower taxes. That would be very stimu-

lating. It is an optimistic factor in the public mind.

On the other hand, the new Administration is also prom-

ising several things that would be deflationary. For

example, there is the program for the rearrangement of

the maturity distribution of the public debt. If a

program anything like the one we suggested at the meet-

ing of the executive committee of the Federal Open

Market Committee last Tuesday should go through, there

would be a drastic change in the liquidity of the mar-

ket. The Administration also is promising a cut in ex-

penditures. That would tend toward a contraction in

demand. Finally, the new Administration is indicating

that it wants to reduce foreign aid. That, too, would

be on the deflationary side. The foreign situation is

still precarious and I would not want a move of ours

to be so drastic as to cause a cut in imports and thus

increase pressures abroad. To do so might possibly

mean that we would later have to embark on a rescue

mission again.
In summary, as I sense it, we should try now to

take the cream off the "boomlet" that has emerged re-

cently but we should not shock the economy. I think

it needs careful nursing at the moment.

As far as our own technical operations in the

money market are concerned, it is pretty important to

get the increase over with. The market, under the

pressures that we have maintained, has been tight.

The expectation of a change in the discount rate is

widespread. It is creating quite a bit of heaviness

in the market. I don't see how Randolph Burgess could

possibly go through with the refunding program he has

in mind with the uncertainty of a discount rate change

in the picture. It seems to me it is important to get

it over with.

Mr. Thomas then made a statement substantially as follows:
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We might say that in general since the accord

there have been three stages in the development of

System policy. First, during most of 1951 we were

getting out from under the peg, permitting gradual

market adjustments to the new situation, and a rather

substantial monetary expansion was supported by System

purchases of securities in connection with Treasury

refundings. Second, in 1952 there was a continued

monetary and credit expansion which was supported in

general by an increase in member bank borrowings which

got up to more than a billion dollars by the latter

part of the year. Third, we have now reached a stage

where it is questionable whether borrowings should go

much higher, and changes in the discount rate might

be used more effectively. If borrowings should in-

crease much further, member banks might get into

the habit of borrowing and the act of borrowing

might not be adequately restrictive. The time has

come when the discount rate can be used as a restric-

tive measure; this was not possible as long as bor-

rowings were in small volume. During the past six

months, when credit demands were largely seasonal,

an increase in the rate did not seem appropriate.

We cannot, know what the effect will be and

will have to experiment a bit with the size of

changes and how often they should take place, but

the time is now propitious for an increase. The

credit expansion that has taken place almost stead-

ily for nearly three years has been larger than seems

to us can be continued indefinitely. If the large

expansion that occurred in the latter half of 1952 is

considered as seasonal, then the contraction in the

first half of 1953 should be correspondingly large.

To the extent that the recent increase is more than

seasonal or normal, then the rate of expansion should

be restrained. If banks should take advantage of a

seasonal contraction and try to find other nonseasonal

loans, we may run into a situation of having another

large expansion for the year as a whole. Now is the

time to put some restraint in the market so that when

money comes back into the banks there will be an in-

ducement for them to reduce their borrowings rather
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than seek other loans and investments.
With regard to changes in loans, the figures

which became available last night show that last week

there was a pretty substantial liquidation. At New

York and Chicago, holdings of bills, loans to deal-

ers, and commercial loans all declined by substantial

amounts. These figures indicate the sort of pressure

the market is under. The situation is one where both

dealers and banks are competing with each other to get

out of debt. We have a fairly tight money market

right now, but it is in a way temporary and will be

eased considerably beginning about January 15 with the

increase in float and the cumulative decline in currency.

But if dealers pay off fully their repurchase agree-

ments, member bank borrowing will not be liquidated

completely and will probably continue in excess of a

billion dollars.
I would favor a modest increase in the discount

rate at this time and then look at the situation again

in a couple of months, rather than make an increase of

1/2 per cent at this time.

The comments made by Mr. Young were substantially as follows:

Both Mr. Thomas and Mr. Riefler have covered the

subject pretty well. In thinking about it one has to

take into account, first, the immediate position of

the money market; second, the general business situa-

tion; third, the international situation and the ten-

sions still existing there; and fourth, where we are

in development of a more flexible monetary and credit

policy. The money market situation is one which is

now making adjustments in the right direction, that

is, adjustments 'which seem to be in accord with season-

al forces. At the same time, these adjustments have

to be related to the underlying business situation,

the strength of business optimism, and continuing

active credit demands that obtain in the major sec-

tors of the economy, excepting temporarily the money

market itself. These conditions would argue for an

early discount rate action.
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The business situation itself needs to be looked

at in terms of the long sustained boom behind us. We

have been building up capacity in primary materials

and end products very substantially in this country

and the world over as a result of postwar price in-

centives. It may be that we have made too much in-

vestment in material and industrial capacity. There

is a point at which this capacity is going to press

on the markets, and we are getting closer to that

point all the time. We have been accumulating pri-

vate debt at a very rapid rate. We know the debt

charge is building up rapidly, but we are not alto-

gether certain how strong this debt structure is.

These uncertainties would argue for moderation in

discount rate action in the present situation, a)-

though they do not argue against taking action.

The international situation, as Mr. Riefler

has pointed out, is in a state of delicate balance,

perhaps too delicate to absorb readily the impact

of strong credit action. The revival nom taking

place in Europe and elsewhere, which is helping to

close the dollar gap, is in an encouraging direction

and anything that might set back international recovery

would be unfortunate.
In terms of the System moving further in the di-

rection of flexibility and a freer market, certainly

freeing of the discount rate is a desirable step.

Whether the Beard wants to make this step vigorous or

moderate has to be looked at against the background

of the past two years. If an action of 1/2 per cent

is viewed in relation to where money market rates now

are, the System would be leading the market up. At a

time when uncertainties as to future trends are great,

that is, whether they will continue stable, whether

they will turn inflationary, or whether they will

soften, there is much to be said for keeping in step

with the market rather than leading it. If the econ-

omic situation softens, then it would become desirable

for the System to lead the market down.
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Mr. Youngdahl's views were substantially as follows:

I don't disagree with any of the points already

made with respect to the desirability of moving at this

time on the discount rate. I, myself, feel that it is

a fairly close decision whether to go to 2 per cent or

2-1/4. Since the case for going to 2 per cent has been

thoroughly and effectively presented, I would like to

suggest some of the reasons I see for going to 2-1/4

per cent.
First, a small point. It has been suggested that

if we are to have a refunding program, it would be de-

sirable not to have overhanging the market the expecta-

tion of further discount rate action while they were

trying to get such a refunding program under way. In

my judgment, the market has already largely discounted

the move to 2 per cent. I would not, myself, expect

very much reaction in money market rates to such a

move, although there would probably be some. I think,

however, that there might very well be set up in the

market the expectation of further discount rate moves

that might be difficult for the Treasury to deal with.

You could make an argument for going somewhat further

than the market has expected at this time with the im-

plication that you would not then be expected to move

again soon. In other words, if you go to 2 per cent

now and there is little response to the action, the

market might look in March for you to go another step.

That might complicate a refunding program. This is a

small point, as I said, and technical, and I am not

sure how much weight I would give it.
Mr. Riefler indicated that we were in a "000mlet"

added on to a long period of sustained high level acti-

vity which we can not expect to continue indefinitely.

Every year, every month, we get closer to a situation

where we may be rather seriously overextended in the

capital goods area. This raises the question as to

what steps may be necessary to bring about an orderly

readjustment in investment and consumption so as to

take off these goods we are going to be producing.
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We have probably had too rapid a capital expansion
to be sustained, and it has been too much supported
by credit to be sustained. We do face the danger
at some point of a rather serious bust which will
probably be the more serious the farther the current
"boomlet" is allowed to go. Therefore, there are
some needed readjustments that should be brought
about, and it should be over a period of time rather
than all at once. We need less reliance on credit
expansion and some shift over time in the proportion
of resources devoted to capital expansion.

The most promising area into which increased
activity might go would be into consumer durable
goods, where there are a lot of unsatisfied wants.
But we will not get this type of shift unless we
can get some freeing of resources, which are now
fully utilized, and some price readjustments. Auto-
mobiles and other durable goods, for example, need
to come down substantially in price to get the kind
of market we need in order to keep our resources
employed on a sustainable basis.

So I would want to move far enough with credit
policy, so far as it can have an effect, so as not
only to prevent a further roll-up in strength of the
current boom, but to push it back a little. I think
1/4 per cent would be inadequate to do the latter.
You could consider a stronger move now so as to avoid
more trouble later on. I think, however, it is a very
close question and I do not want to do more than pre-
sent this other point of view.

Governor Evans first referred to :Sr. Riefler's remarks

about the possibility of creating a disturbance in the internation-

al situation and said that he felt it was too late to do very much

about that situation because of errors in the past with which we would

have to live in the future. He went on to say that many people
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expected at the time the consumer credit regulation was suspended

that the expansion of credit would not continue but that it had

continued at an accelerated pace, and we nog have a credit expan-

sion greater than in the past. Governor Evans pointed out that

a new Administration was coming into power and that one of its

announced programs was to do something to restore the purchas-

ing pager of the dollar. He thought that, if the Federal Reserve

wanted to indicate clearly to the banking fraternity that it felt

the level of credit was too high, it should say so in language

Which would be clearly understood by taking action to increase

the discount rate to 2-1/4 per cent. If the Federal Reserve wanted

to clear the decks for the new Administration's refunding program,

Governor Evans thought, it should do whatever it was going to do

immediately; and to go to 2 per cent now and to higher rates later

would be doing a disservice.

In essence, Governor Evans felt that it had been clearly

demonstrated that too large a credit expansion had taken place in

spite of everything that had been done to curb it. He added that

it was his impression from speaking to persons around the country

that credit was rather freely available at the present time.
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Chairman Martin said that he felt that money had been

very tight--tighter perhaps than the Board realized--and that,

unless there was a definite implication of imbalance, the Board

Should be careful in making decisions based on its own projections.

After pointing out the role of the System as the money manager,

he said that to the extent that the System can follow a policy of

letting market forces determine what the rates should be, the

System would seem to be better off unless it was sure that it

had grounds for taking action. Chairman Martin remarked that

he thought Mr. Thomas had made a good statement regarding the

three stages in the development of System policy since. the

Treasury-Federal Reserve accord. In his opinion, it would be

better to advance the rate by l/4 per cent now and reappraise the

effects of that move somewhat later; he thought that to advance the

rate 1/2 per cent would be capricious and would put the Federal

Reserve in the role of saying what the rate ought to be. He

questioned whether the Board had sufficient competence to make

such decisions.

Chairman Martin recognized that possibly it would have

been better if the rate had been raised some time ago in the light

of market developments, but he pointed out that it was not always
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possible to make decisions based purely on logic, and he re-

ferred to elements in the picture which tended against such

action at times in the past. He said that a majority of bankers

would be disappointed in the System's going even to 2 per cent,

and it seemed to him better to strive for a middle-ground approach.

To go to 2-1/4 per cent and then step aside did not seem to him to

be consistent with the System's role as money manager; instead,

he thought it would be preferable to go only to 2 per cent and

watch the situation and be prepared to act if and when necessary.

In summary, he felt that the System should be very cautious about

exercising its own judgment and that defensive, rather. than aggres-

3ivel action was the better course.

Chairman Martin then referred to the possibility mentioned

by Mr. Youngdahl that the market had already substantially discounted

a move to 2 per cent, and pointed out that it was not knoan what the

effects of such a move would be. He said he had talked with some

People who thought that any increase at this time aould be preposter-

ous in terms of logic because if the System had been going to do

anything it should have done so during the period of credit expansion.

He said that it was appalling to note the lack of judgment in the
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money market after 10 years of a pegged market and that in fact

some of the actions taken seemed to run clearly contrary to logic.

Chairman Martin then referred to the Treasury's future

problems and said that, while he did not think that factor ought

to come into the Board's discussion to too great an extent, it was

his opinion that an increase to 2-1/h per cent might be likely to

create a turmoil in the market which would preclude undertaking a

refunding program such as Mr. Burgess had in mind in February.

Governor Szymczak then made a statement substantially as

follows:

The most important single instrument for economic

stability is fiscal policy of the Government: expenditures,

appropriations, taxes, and debt management. Monetary and

credit policy is essential, but not the most important

and certainly not the sole instrument. Therefore, monetary

and credit policy must take account of the actual or prob-

able effects of fiscal and debt management policy and must

be directed to the end of supplying the money and credit

required by a high level economy. Timing of policy action

is most important.

Therefore, if it is now our purpose to really restrict

or turn back credit expansion because of its potential or

actual inflationary danger, we should have done so at a

much earlier date -- perhaps in October. As we see the

present and short-term future, there will, no doubt, be

some liquidation of outstanding credit and the new Ad-

ministration has given assurances of reduction in actual

Government expenditures, a reduction in appropriations,

a balancing of the budget, and a management of the public

debt -- properly spaced and priced.
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These signs are anti-inflationary, if not deflationary.

It is true that it is difficult to measure their anticipa-

tory and real effect, and it is also true that it will take

some time for these signs to become realities. Therefore,

increasing the discount rate at this time to bring it more

in line with the present rate structure, and particularly

the short-term rate, has some merit.

On balance, I would be prepared to vote at this time

for the approval of a discount rate increase only if it is

not more than one-fourth of one per cent, but I ould re-

view and revise, if necessary, Regulation A -- Discounts

for and Advances to Member Banks by Federal Reserve Banks,

I would concentrate on an early adoption of at least some

of the major recommendations of the ad hoc subcommittee of

the Federal Open Market Committee, and 1 would begin an

early discussion of debt management policy with the new

Secretary of the Treasury.

Governor Mills said that his views were more or less along the

lines of those expressed by Ur. Youngdahl. He felt that in looking to

the future the Federal Reserve could possibly fall into the error of

anticipating problems and difficulties in a decisive action that

such action would not actually create. He noted, on the other

hand, that in the absence of earlier positive action by the Board,

to go to any other rate than 2 per cent would repudiate the judgment

of the two Reserve Banks which acted to move to that rate and could

lead by word of mouth to the public's impression that the Board was

far more concerned over general credit developments than was the

actual case, which in turn could provoke unfortunate deflationary

consequences.
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Governor Vardaman said that in his opinion action to

increase the rate should have been taken last October, that a

move to 2-1/4 per cent was logical, and that in his opinion the

principal reason for not taking such action was the one expressed

by Chairman Martin; that is, that it might be dangerous to do so

from the standpoint of the possible effect on a money market which

until recently had been pegged for over 10 years. Governor Varda-

man remarked that if the discount rate was not raised now, there

would be a real question as to what time in the foreseeable future

would be appropriate for taking such action.

Following further discussion, it was the consensus of the

Board that an increase in the rate of 1/4 per cent would be desir-

able and that the question was one of the timing of the action.

Chairman Martin then called upon the members of the staff

for their comments concerning the matter of timing.

Mr. Riefler said that, if it was to be a smooth operation,

it would seem preferable to have the action announced in New York

next Thursday, since New York is the most sensitive market in the

United States and the directors of the New York Bank would be ex-

pected to recognize these things first. He said he would have

liked to have the market fairly quiescent following the year-end
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strain until about January 15 in order that dealers and banks

might liquidate bills after the turn of the year, but in actuality

that had not happened. He also brought out that there had been

enough rumors about the discount rate so that the market today

was almost equivalent to one that would have prevailed if the

rate had been changed and therefore there was not too much to be

said for deferring action for even a week. Mr. Riefler pointed

out that the actions to increase the rate were on the part of

Reserve Banks in cities where the effect would be relatively

unimportant from the standpoint of the money market, and that

the New York discount rate would remain at l-3/4 per cent, along

with the repurchase rate, until next Thursday. He said that on

balance he would be inclined to defer action until next Thursday

throughout the System as a whole, although he had no strong feel-

ing.

Mr. Thomas expressed general agreement with Mr. Riefler

that it might be a smoother operation if action were deferred until

next week. He said that on the whole it would be undesirable to

have an increase in New York this week, since, although a good deal

of progress had already been made, a rather large quantity of bills

was still held by dealers, and banks also were trying to reduce
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their holdings of notes and short-term bonds. He did not know

Whether it would make much difference if an increase in the rate

at the Philadelphia and Cleveland Banks should be announced now.

If that were done, he pointed out, dealers in New York would have

an opportunity to cover themselves this week if they wanted to,

and whether they wanted to would depend on whether they thought

the carry on the bills at the lower rate would justify the risk

of having to get out at higher prices.

Mr. Young said he felt there was something in the argument

that New York was the leading market and that action should be co-

ordinated throughout the System, but on the other hand rumors 
were

being circulated through the market and it might be best to recog-

nize the actions that had been taken.

Chairman Martin said that the problem was one of coordina-

tion, that he felt that it would become clear that the action was

not taken on the initiative of the New York Bank but on the initia-

tive of the Board, and that in his opinion there was some value in

the System acting as a unit.

There WAS a discussion of whether the presidents of the other

Reserve Banks should be notified by telephone of the action taken by
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the Philadelphia and Cleveland Banks, but it was agreed that that

did not seem to be necessary at this time. Chairman Martin pointed

out in this connection that the minutes of the meeting of the execu-

tive committee of the Federal Open Market Committee on January 6

were now in the hands of the presidents of all the Reserve Banks and

that reading these minutes would definitely raise the question whether

the directors of the Banks should take action. Chairman Martin then

suggested that there be further discussion of the matter at the meet-

ing on Monday, January 12, at which time Governor Robertson would be

present.

Governor Vardaman stated that he would be out of town from

January 12 through January lli but that action to increase the dis-

count rate to 2 per cent would be satisfactory to him.

There were presented telegrams to the Federal Reserve Banks

of Boston, New York, Richmond, Chicago, St. Louis, Minneapolis, Kansas

City, Dallas, and San Francisco stating that the Board approves the

establishment without change by the Federal Reserve Bank of Boston on

January 5, by the Federal Reserve Banks of Kansas City and San Francisco

on January 6, and by the Federal Reserve Banks of New York, Richmond,

Chicago, St. Louis, Minneapolis, and Dallas on January 82 1953, of the
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rates of discount and purchase in their existing schedules.

Approved unanimously.

At this point all of the members of the staff except Messrs.

Carpenter, Sherman, and Kenyon withdrew and the following additional

actions were taken by the Board:

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on January 8, 1953, were approved unanimously.

Memorandum dated December 31, 1952, from Mr. Young, Di-

rector, Division of Research and Statistics, and Mr. Margot,

Director, Division of International Finance, recommending that

the Board authorize arrangements with Dr. Margaret Garritsen deVries,

of the International Monetary Fund, to continue for another year the

seminar in mathematical techniques of economic analysis which was

approved by the Personnel Committee on April 5, 1950, on the basis

that the course would be conducted over a three-year period. The

memorandum also recommended that members of the Board's staff con-

cerned be authorized to attend the classes, to be held in the Fed-

eral Reserve Building, from 8:45 to 9:145 a.m. each Tuesday, beginning

the second Tuesday in January 1953. The memorandum stated that no

out-of-pocket expense to the Board would be involved.

Approved unanimously.
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Letter to the Board of Directors, Columbus Bank and Trust

Company, Columbus, Georgia, reading as follows:

"Pursuant to your request submitted through the

Federal Reserve Bank of Atlanta, the Board of Governors

approves the establishment and operation of a branch at

the corner of Thirteenth Avenue and extension of Warren

Williams Road, in the City of Columbus, Georgia, by the

Columbus Bank and Trust Company, Columbus, Georgia, pro-

vided such branch is established within six months from

the date of this letter."

Approved unanimously, for
transmittal through the Federal

Reserve Bank of Atlanta, with a
letter to Mr. Denmark, Vice Presi-
dent of the Reserve Bank, stating
that the Board's approval was given

subject to formal approval of the es-

tablishment of the branch by State

authorities.

Letter to Mr. Peterson, Vice President, Federal Reserve Bank

of St. Louis, reading as follows:

"This refers to your letter of December 22, 1952,

with which you enclosed a photostat of a circular

letter of the Investors Advisory Institute, Inc., New

York City, dated November 1952. Briefly, such circular

undertakes to advise prospective investors that unusually

good yields on investments in high quality stocks are

possible because, under certain conditions, the Board of

Governors permits the purchase of stocks at 25 per cent

of their market value. Recipients of the circular are

urged to seek further advice in order not to miss such

exceptional investment opportunities as they occur.

"The Board, of course, has no authority to specify

the purchase price of stocks or other securities. Accord-

ingly, we agree with your observation that the circular
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"apparently has in mind situations covered by section

4(h) of Regulation T or section 3(p) of Regulation U

which, subject to stated limitations, permit a higher

maximum loan value for certain securities acquired

through the exercise of warrants or certificates

issued to stockholders and expiring within 90 days

of issuance. The specification in the present regu-

lations of a special maximum loan value of 75 per

cent for such cases, of course, does not mean that

the stock or other securities may be purchased at a

75 per cent discount.
"Recently, we also have received certain inquiries

apparently occasioned by the same investment advisory

circular as that described above. Therefore, we are

sending a copy of this letter to all Reserve Banks for

their information."

Approved unanimously, with

a copy to the Presidents of all

Federal Reserve Banks.
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