
A meeting of the Board of Governors of the Federal Reserve

System with the Federal Advisory Council was held in the offices of the

Board of Governors in Washington on Tuesday, May 19, 1953, at 10:30 a.m.

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

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary

Messrs. Clayton, Henry C. Alexander, Smith, Gund,

Fleming, Davis, Brown, V. J. Alexander,

Ringland, Chandler, Ray, and Wallace, Members

of the Federal Advisory Council from the First,

Second, Third, Fourth, Fifth, Sixth, Seventh,

Eighth, Ninth, Tenth, Eleventh, and Twelfth

Federal Reserve Districts, respectively.

Mr. Prochnow, Secretary of the Federal Advisory
Council.

Before this meeting the Federal Advisory Council submitted to

the Board of Governors a memorandum setting forth the Council's views on

the subjects to be discussed with the Board at this joint meeting. The

statement of the topic, the Council's views, and the discussion with

respect to each of the subjects were as follows:

1. What are the views of the Council with respect to

the prospective business situation during the next

six months and the probable changes in the volume

and purposes of bank loans in that period including

commercial, consumer and real estate loans?

Business continues to operate at a high level, although spot-

tiness and evidences of weakness exist in a few industries. The

gross national product and personal income are at peacetime highs.
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Industrial production is very large, particularly in durable

manufactures. The production of various nondurable goods has

improved since last year. Perhaps the most notable increase

in production over a year ago is to be found in the automobile

industry, but the present large production, combined with the

large automobile inventory both of new and used cars at retail

levels, may cause weakness in the latter half of the year. De-

spite the large production of household durables, there is evi-

dence that demand in some lines may not be sufficient to absorb

present output. Employment generally continues at record levels.

Although the rate of increase in business inventories has Blackened,

stocks have risen to new peaks. The outlook for the agricultural

industry depends to a considerable extent upon weather conditions

in the weeks and months immediately ahead. The coal industry

and prices for base metals are depressed, with the probability

that copper prices may also decline.

Despite widespread prosperity and a high rate of business

activity, there is more general apprehension regarding the busi-

ness outlook than there has been at any time in the past few years.

This apprehension would tend to intensify a downward economic trend,

should one occur. A majority of the Council believes that the pro-

bability is for a moderate down-turn in business in the next six

months. A minority of the Council believes that no appreciable

down-turn in business as a whole will occur in this period.

The views of the Council relative to the probable trend in

loans and the related subject of System credit policies will be

found in the answer to Items 2 and 3 of the Agenda.

President Brown said that all of the members of the Federal Advisory

Council were concerned about the outlook in the automobile industry, since

they did not believe that output of around seven million passenger cars per

Year could be sustained for an extended period of time. All members of the

Council reported that demand for second-hand automobiles was slow and that

dealers were "pushing" on sales of new cars. It was the consensus, President

Brown said, that there would be a down-turn in automobile production and sales
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in the latter half of this year which could be a serious factor because of

the effects that would be transmitted to the steel and other important in-

dustries. The members of the Council did not feel, however, that there

would be any serious down-turn in business; in fact, while nine of the

twelve members of the Council felt that there would be an appreciable down-

turn before the end of the year, three of the members felt that the adtAist-

ment would not come this year.

Mr. Fleming stated that he was one of the three. He said although

they recognized that there would be some spotty situations in the economy,

their feeling that there would not be a down-turn during the next six months

was based on such factors as continuation of large defense spending and a

lack of pessimism on the part of businessmen generally, many of whom were

Planning an increase in expenditures for plant expansion during the coming

year.

Chairman Martin asked for further comments with respect to the

aUtomobile situation, stating that he had heard so many conflicting opinions

that he found it difficult to see clearly the outlook for the industry. He

noted that stocks of new cars held by dealers were reported still to be at

lov levels and that actual sales of new cars continued surprisingly good.

There was no evidence that demand for new automobiles had slowed to any

appreciable extent, he said, although there was evidence of some depression

in used car sales at the moment. Chairman Martin went on to say that in

his opinion some adjustment in the prices of automobiles had to be made.
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Mr. Henry C. Alexander stated that he was convinced that sales of

new automobiles would not hold at present levels during the remainder of

this year, although this was not the view of the managements of some of

the automobile manufacturing companies. He noted that while virtually all

automobile manufacturers continued to say their business was wonderful,

they expressed concern about their competitors. Mr. Alexander added that

his information indicated that inventories of new automobiles in the hands

Of dealers were about as low as they have been at any time since the close

Of World War II, that whereas before the war dealers gave up about 80 per

cent of their discount in making sales of new cars, since the war they had

been keeping their full margin on new car sales and even making a profit

on most sales of used cars. At the present time, Mr. Alexander said, it

appeared that many franchised dealers were not only retaining their full

Margin on new car sales but were not having losses on sales of used cars

vhich was still a very favorable situation. Nevertheless, discussions

'with automobile manufacturers and dealers in various parts of the country

and with members of the Advisory Council indicated there was a weakening

Of prices, particularly in second-hand cars, and he could not believe that

the Public could keep on buying throughout the remainder of 1953 at the rate

Vhich was currently prevailing. From the standpoint of automobile manu-

facturers, Mr. Alexander said, readjustment of production schedules could

take place fairly rapidly and there was little question but that dealers

%lad take production for some weeks, perhaps for several months, if retail
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sales should drop sharply. In other words, from the standpoint of the

manufacturer a cut bank in automobile production could take place rather

easily and without great distress in the industry.

Mr. Ray stated that the figures of stocks of new cars held by

franchised dealers were not accurate measures of new cars on the market at

this time because of a widespread practice among dealers to "wholesale"

or "auction" excess new cars to used car dealers, thus reducing franchised

dealers' stocks but leaving the cars available for purchase in the market

at less than listed selling price. Mr. Ray also said that many dealers

'who had accumulated funds as a result of prosperous operations in the past

decade ard who had used these funds in financing sales of new cars were

reaching a point where they did not have loanable funds, and in his opinion

this would tend to cut down on sales of automobiles during the next few

months.

Mr. V. J. Alexander stated that in the Memphis area the situation

as much as described by Mr. Ray, but that used car dealers had organized

/lhat amounted to a bank and that they were still able to obtain funds for

financing sales of cars in that manner.

Chairman Martin referred to a report he had received this morning

from a reliable source in which the statement was made that the demand for

Imed cars was good, that they could be moved in large volume at the right

Price, but that dealers were holding out for higher prices and were not

to sacrifice some of their margin in order to move the cars.
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President Brown stated that this tended to bear out the report

that some of the finance companies in the Chicago area which had repossessed

some used care preferred to hold them rather than move them at prices which

would represent a loss.

Mr. Ringland commented that virtually all automobile dealers had

"a lot of meat on the bone" as a result of operations in the last decade,

that the used car business had traditionally been a problem in the industry,

and that in his opinion things were just getting back to the normal situa-

tion that prevailed before the war.

Chairman Martin stated in response to a question from President

Brown that it was not possible to say what the situation would be over the

text several months, but that in his judgment the probable trend of busi-

ness would be downward. This judgment, he cautioned, was not based on

statistics, but was just his judgment based on all the factors he had ob-

served. He felt that such an adjustment was desirable for the economy which

had been at too high a level for too long and which could not continue to run

a 100- yard dash indefinitely. Chairman Martin said that some down-turn in

bUsiness was not a reason for alarm, that he hoped that necessary adjustment

it the economy could be made on a serial basis, and that he wished some of the

adiustment had started earlier. He felt that numerous prices in the economy

had to be adjusted downward, and that automobile prices were in this group.

The number of people who were making an attack on costs was still relatively
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small, and he noted a tendency on the part of businessmen to feel that when-

ever rising costs occurred, a little further inflation would be a good thing

in order to bail them out. He reiterated the view that the high level of

business that the country had been experiencing could not continue indefinitely,

but he felt that there was sufficient capability in business so that there

was no need for anyone to get panicky concerning the outlook. His own view,

he emphasized, was one of greater optimism than at any time in recent years.

The Government would continue to spend at a high level and total disburse-

ments would be greater in the second half of 1953 than a year ago.

President Brown. said that most of the members of the Federal Advisory

Council would agree with Chairman Martin's statement that there was reason

for optimism and that a small down-turn in the economy would be a healthy

development and would make for sound business over a longer period of time.

One reservation, he said, was that if any unemployment developed, even on

a temporary basis, it was hard to forecast what the pressures on Congress

vould be for special measures to relieve unemployment and prevent desirable

readjustments from taking place.

2. What comments does the Council have to make with

respect to (a) the System's credit policies in the

months ahead, and (b) the steps that might be taken

in the field of credit policy in the event of a

change in the economic climate?

3. In view of the continuing demands for credit on all

types of lenders and the plans of business for con-

tinued need for credit, and in the light of the
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Treasury's needs not only for refunding but for new

cash during the next six months, and with bank deposits

throughout the nation considerably off due to the Mills

Plan requiring accelerated tax payments by corporations,

together with the higher bill rate (making it look like
-

ly that bank deposits will not return in appreciable

volume until late in the year and many corporations may

be tempted to place their funds in Treasury Bills ra-

ther than deposit them in the banking system) and with

seasonal loans rising in the Fall, the Council would

like to have the views of the Board and Open Market

Committee as to their views on easing credit conditions,

assuming that bank loans will continue at present levels,

deposits will not return to the banking system as rapidly

as heretofore, and seasonal loans will in all probabili
ty

be superimposed on the present high loan level.

Because Items 2 and 3 of the Agenda are closely related, the

Council has treated them as one item in its answer.

While business loans have shown some seasonal decline, th
e de-

mand for credit of all types--commerciall consumer, and con
struc-

tion--is strong. The Council believes that this demand will con-

tinue, barring a marked turn down in business, and will
 have added

to it in the late summer and fall the usual seasonal de
mands which

must be met.

In view of the present tightness in the money market, a
pprehen-

sion over the availability of credit, fear of materially high
er

rates, the requirements of the Treasury in the next f
ew months in-

cluding a virtual certainty of a considerable amount of
 deficit fi-

nancing, and the coming seasonal demand for loans, the 
Council be-

lieves that some relief should now be given the money m
arket. So

long as business activity continues at present levels
, relief should

be given by open market operations through the purcha
se of short-

term securities. The rate and extent of such relief would naturally

vary from week to week. Favorable consideration should also be given

to an early reduction in Central Reserve City reserve 
requirements,

since such cities are the principal money markets, 
and a reduction

there would have an immediate effect.

Should business begin to decline, with a reduction in
 retail

sales, the volume of bank loans will nevertheless con
tinue high

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



)

5/19/53 -9-

during the time required to liquidate inventories. In the

event of a business down-turn, the System should ease the

money market considerably. This should be done by stepping

up open market purchases of short-term securities and by a

reduction of reserve requirements for all classes of banks.

If the down-turn in business should prove temporary and an

upturn follow, sales for open market account could be used

in the first instance to adjust the situation.

Since there is always some lag between any action of the

System and its effect on the economy, action to relieve the

situation in the money market, both now and in the event of

a business down-turn, should not be delayed.

As a corollary to the Council's suggestion that the Sys-

tem should now relieve the tightness in the money market, the

Council believes that no increase should be made now in the

rediscount rate. Such an increase would largely offset the

effect of other System actions.

President Brown referred to the views expressed at the last meeting

of the Federal Advisory Council at which time some of the members felt it

desirable that the money market be made somewhat tighter. He stated that

those members of the Council now felt that the money market had become

tighter than was desirable, and while it was noted that recently the Fed-

eral Reserve had purchased some short-term securities outright it was felt

that further steps should be taken to relieve the pressure in the market.

President Brown went on to say that one item which caused some con-

cern was the indication that the Federal Reserve Banks might expect member

banks to take care of seasonal demands for credit without resorting to the

discount window and he referred specifically to statements contained in

Chairman Martin's address in Boston on May 6. President Brown said that the
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Federal Reserve System was established with the thought that seasonal de-

mands should be met by borrowing from the Federal Reserve. Although the

importance of such seasonal factors as the cotton and wheat crops had been

reduced over the past 4o years, new seasonal factors had entered the picture

such as the accumulation of goods for Christmas and winter trade. If the

banks were not to be able to count on use of the discount window in meet-

ing these seasonal needs, President Brown said, they would tend to buy

Treasury bills or other short-term securities in anticipation of selling

them at the time of seasonal pressure. This would mean that the bills

would have to be taken in the market and if other banks or corporations

did not have the funds for buying them, the needs would have to be met

directly or indirectly by extensions of Federal Reserve credit.

In response to a question from Chairman Martin as to whether any

member of the Council dissented from the general views expressed by Presi-

dent Brown, Mr. Henry C. Alexander said that whereas he had expressed him-

self strongly at the February meeting of the Council along the lines that

the Federal Reserve should hold a tight rein on the money market, he now

held a different view because of the changed situation. In other words, the

Position he had taken in February was right at that time, and if the Federal

Reserve had not taken a restrictive position during the past three months

there would have been a further bulge of inflation. While there had been

an increase in consumer credit and banks loans have not gone down seasonally,
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the credit expansion would have been greater if it had not been for the

policies pursued. However, Federal Reserve policy, which earlier had

been a policy of neutrality and had turned into one of restriction, had

now become a very tight money policy as a result of developments that

had taken place. Interest rates have increased, bond portfolios of banks

have gone into the red, and the banking system in that sense was con-

siderably less liquid. Mr. Alexander said that it would be essential for

the Treasury to do substantial financing during the next few months, that

It could not now sell long-term bonds to investors in large amounts, and

that the banks, therefore, would have to help furnish the money. While

he agreed with Chairman Martin that some turn down from the inordinately

high level of activity would be good for the economy and in the interest

Of stability, he felt strongly that such turn down should be moderate.

With Treasury financing and seasonal requirements in the picture the re-

strictive money policy which had now become a tight money policy would

become much too tight within the next few weeks unless it was relieved

somewhat. He felt it would be desirable to take steps which would keep a

turn down in the economic situation from becoming more than moderate.

In response to a question from Chairman Martin as to whether he

would consider it a fair statement to say that credit was virtually un-

available, Mr. Alexander said that it was not unavailable, but that it
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is very tight. If a bank has a customer who wishes to borrow and who has

a good reason for borrowing, the funds will be made available in some way,

Perhaps by selling securities from the bank's portfolio.

President Brown said that he would not describe the situation as

one in which money was not available but he illustrated what he considered

to be extreme tightness by reference to a good customer which had made ar-

rangements with certain Chicago banks and a New York correspondent for funds

Which, however, were denied after the New York correspondent found that it

would have to discount in order to obtain some of the needed reserves, and

Was told by the President of the Federal Reserve Bank of New York that the

bank was already borrowing too much.

Mr. Fleming said that a factor in the situation which was contribut-

ing to tightness was the tendency of corporations and others who ordinarily

would leave excess funds on deposit for some weeks to withdraw them from

banks and invest the proceeds in Treasury bills. He felt that this would

continue.

Mr. Smith cited discussions he had had with Philadelphia banks con-

cerning the situation, stating that while the bankers were generally in

favor of the policies that had been pursued by the Board of Governors and

the Federal Open Market Committee, there was a feeling that the stringency

had become too great, that restrictions had been made in a "meat axe" manner,
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and that the degree of tightness had gone too far. Mr. Smith felt there

should be a move to make the restrictive program a little easier.

Mr. Ray stated that many country bankers were concerned with the

decline in Government bond prices below par, that he did not know that any-

thing could or should be done about it, but that there was a widespread

feeling among bank directors which could be summed up as concern with the

effects of the decline in bond prices on their portfolios.

President Brown said that the Council felt that open market opera-

tions should be confined to short-term securities both now and later on if

it became necessary to take more vigorous action. There is no member of

the Council, he said, who felt that the System should support the prices

Of long-term or intermediate-term Government bonds. Nevertheless, as Mr.

Ray indicated, many bankers throughout the country did feel that Government

bonds should be supported.

Chairman Martin asked whether it was a correct interpretation of

the Federal Advisory Council's views that a moderate easing of the credit

restrictions would be desirable but that the Council did not believe that

a change in the restrictive policy to one of relaxation was called for, and

President Brown responded that all members would agree with that statement.

Mr. Fleming expressed the view that the Federal Reserve would have

to put some reserves into the market just to keep the situation from getting

tighter.
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Mr. Davis said that conditions were not as tight in the Sixth

Federal Reserve District as were described in other areas of the country.

He said that he had agreed with Mr. Henry Alexander last February that

money market conditions should be held tight but that as a result of the

discussion at this meeting of the Council, he was inclined to think con-

ditions were becoming too restrictive. He also stated that many country

bankers were becoming concerned about the decline in long-term Government

bond prices.

There followed a further discussion of conditions in various Fed-

eral Reserve districts and of changes in interest rates during which Presi-

dent Brown returned to the question of discounting at the Federal Reserve

Banks, inquiring whether policy as to the granting or rejection of such

discounts was determined by the Board of Governors or by the directors

Of the individual Federal Reserve Banks.

Chairman Martin stated that while circumstances would always alter

conditions, the initiative for discount rate changes and for granting or

rejecting discounts rested with the individual Federal Reserve Banks subject

to approval of the Board of Governors. The Board wished as far as possible,

Chairman Martin said, to emphasize the importance of the regional banks and

to have them exercise authority over discounts as far as that was possible

because they are closer to the country and to the conditions which bring

about applications for discounts. He did not think it was possible at this
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stage to draw precise rules and regulations for discounting. He pointed

out that in recent years the discount rate has not been a penalty rate and

after having undergone an evolutionary process during the past two years

With respect to discount and open market operations, the System has reached

a point where some of the restraint on credit expansion is coming from the

individual boards of directors of the Federal Reserve Banks, carrying out

the general feeling expressed by the Advisory Council and others that re-

straint on credit expansion was desirable.

Chairman Martin expressed the view of the Board of Governors that

it was improper for banks to borrow from the Federal Reserve Banks as a

means of increasing the excess profits tax base, and the members of the

Federal Advisory Council indicated agreement with this statement.

President Brown again expressed the view that conditions had changed

greatly since the Federal Reserve was established in 1913, that while the

importance of seasonal fluctuations in certain parts of the economy had

diminished, new types of seasonal swings had developed. The ideas which

Chairman Martin had expressed in his talk in Boston, he said, that purely

seasonal demands should not be met by discounting, was causing apprehension

among bankers as to whether credit would be available to help them in meet-

ing seasonal needs that would arise later this year.

Chairman Martin stated that this situation deserved serious considera-

tion, that it was fully appreciated at the time his address was made, and

that what he had intended by his statement was that the banks should be free
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to meet abnormal demands by discounting, but that it would be wrong for a

bank to disregard completely seasonal demands and rely entirely on redis-

counts to take care of seasonal requirements.

4. The proposal is being advanced in the Congress that

the Reconstruction Finance Corporation be abolished

and that some arrangement be made through the Federal

Reserve Banks or otherwise for the extension of loans,

particularly to small business, which would not be

available through the regular banking channels. The

Board would like to have the views of the Council on

this proposal and, if thought desirable, the manner

In which it might best be carried out.

The function of a central banking system is the responsibility

of dealing with the broad problem of monetary management, as it re-

lates especially to the money supply. That important responsibility

should not be confused by associating it with other functions which

may be discharged by other agencies in the economy. If an agency

is to be given authority to extend loans to small business, finance

defense industries, or provide loans in times of emergency or dis-

aster, when credit may not be available through ordinary banking

channels, the agency should not be connected or associated with

the Federal Reserve System.

Restating the view it has held in the past, the Council also

believes in this connection that Section 13b of the Federal Re-

serve Act should be eliminated.

President Brown said that for many years the Federal Advisory Council

had felt that it would be unfortunate for the Federal Reserve System to ad-

minister loans for small business. He added that while the Council was

divided as to whether it would be desirable to abolish the Reconstruction

Finance Corporation at this time, it was unanimous in believing that the

Federal Reserve should have no association with any proposal, as fiscal

agent or otherwise, for administering loans for small business.
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Mr. Wallace stated that a period was needed in which the banking

community could digest developments of recent years and that it would be

unfortunate at this time if the independent agency for handling direct

loans to industry was taken out of the picture.

Governor Robertson said that excluding defense and emergency situa-

tions, he felt that the Government should not be furnishing capital with

Which certain small business organizations could compete with other small

business organizations since it -would place those receiving Government

credit in a favored position. Members of the Council agreed with this

view. Governor Robertson then inquired as to whether the Council could

distinguish between the needs of small business for equity or long-term

capital and its needs for short-term funds, and President Brown responded

that in his opinion it was not the function of Government to provide long-

term capital to small business, that he felt the difficulties of small

business concerns in obtaining long-term capital could be reliev(Jd by

appropriate revision in the tax system.

During the discussion, some members of the Council indicated the

view that if the Reconstruction Finance Corporation were continued or if

some other Governmental agency were to have authority to make loans to

business, it would be because of considerations other than the need for

credit.

President Brown then raised the question as to the status of pro-

Posals that had been made and discussed at previous meetings of the Council
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for a revision in the regulations of the Bureau of Internal Revenue with

respect to setting up reserves of banks against losses for bad debts.

Governor Robertson stated for the confidential information of the

members of the Council that he and representatives of the other bank super-

visory agencies had discussed this matter with the Bureau of Internal Revenue,

that while no conclusion had been reached, he understood the Bureau was try-

ing to find a satisfactory formula and was giving serious consideration to

the proposal by the American Bankers Association. He added that the Associa-

tion had proposed a formula which would permit an amount equal to 1/2 per

cent of total loans to be set aside each year up to a total of 5 per cent,

that Bureau representatives had suggested a figure of 3 per cent, and that

in discussions it had been suggested that a compromise figure of 4 per cent

(or 20 per cent of capital funds, whichever was less) might be appropriate.

Governor Robertson was inclined to feel that some decision on a simplified

formula might be reached in the near future.

Mr. Henry C. Alexander referred to the earlier discussions during

this meeting of the possible injection of reserve funds into the market and

expressed the view that, if the situation required a considerable amount of

reserve funds, it would be desirable to make a reduction in reserve require-

Ments across the board without waiting too long, and that it would not be

desirable for any large need for reserve funds to be met through open market

Purchases.
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Several members of the Council agreed with a comment by Mr. Alexander

that there was no longer any reason for a differential in reserve require-

ments between reserve and central reserve cities and it was suggested that

consideration might be given to a change in the present method for classi-

fication of banks for reserve purposes in the near future.

President Brown stated that the next meeting of the Federal Advisory

Council would be held on September 13, 14, and 15.

Thereupon, the meeting adjourned.
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