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A meeting of the Board of Governors of the Federal Reser
ve

System with the Federal Advisory Council was held in the offic
es of

the Board of Governors in Washington on Tuesday, November 17, 19
53,

at 10:30 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Szymczak
Ir. 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 Fed-

eral Advisory Council from the First, Second,

Third, Fourth, Fifth, Sixth, Seventh, Eighth,

Ninth, Tenth, Eleventh, and Twelfth Federal Re-

serve Districts, respectively.

Mr. George G. Matkin, President, The State National

Bank of El Paso, El Paso, Texas (Member-designate

of the Federal Advisory Council from the Eleventh

Federal Reserve District)

Mr. Prochnox, Secretary of the Federal Advisory

Council.

Before this meeting the Federal Advisory Council submitted
 to

the Board of Governors a memorandum setting forth the Coun
cil's views

on the subjects to be discussed with the Board at this j
oint meeting.

The statement of the topic, the Council's views, and the discuss
ion with

respect to each of the subjects were as follows:

1. The Board would be glad to have the views of the

Council on the prospective business and economic

situation during the rest of the year and into the
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first half of 1954. The Board is particularly

interested in the comments of the members of the

Council on the probable demands for bank credit

during the remainder of the year and the liquida-

tion of loans after the turn of the year.

Although business continues moderately downward 
over the

country, from the peak levels established earlier 
this year,

the volume of business has not declined as much as
 had been

generally anticipated last summer, or at the time 
of the

Council's meeting in September. Economic conditions vary

from district to district, but over-all business acti
vity

has held up exceptionally well. Steel mill operations, con-

struction, and automobile production have been amon
g the im-

portant influences which have helped up to now to 
moderate

the business decline and to offset downward trends 
in certain

other segments of the economy.

No serious downturn in business seems probable in th
e

months immediately ahead, but further downward adjus
tments

such as we have had in recent months in particular i
ndustries

seem highly probable. The outlook for the rest of the year

and into the first half of 1954 is for an additional 
moderate

decline in the gross national product as these adjust
ments take

place and until the over-all economy becomes stabi
lized. Any re-

duction in the gross national product, even a reduc
tion as rela-

tively small as five or six per cent, will result in 
a consider-

ably larger percentage decrease in the net income of busine
ss

before taxes and in the volume of bank credit.

Lower commodity prices, a slackening in inventory accum
u-

lation, and the financing of an unusually large amo
unt of agri-

cultural production by the Commodity Credit Corpora
tion have

been among the factors which lessened the demand for 
bank credit

this fall, and resulted in less than the normal seaso
nal increase

in loans. The belief is general that Christmas business will be

good, and the Council believes some further modera
te increase in

bank credit will take place during the balance of the calen
dar

year.

In the first half of 1954 business will be confront
ed with

large tax payments under the Mills Plan, and it is expe
cted these

cash payments will require some borrowing from banks. However,

with the probable continuance in the next few months of the
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economic factors which have curtailed the demand for ba
nk

credit this fall, plus the reduction of excessive inven
-

tories which exist in many cases, the Council believes

that there will be a fairly sharp liquidation of loans

after the first of the year.

President Brown amplified the above statement and there 
were

comments by members of the Council regarding the possible exten
t of the

downturn, the improved conditions resulting from the ab
atement of the

drought, the falling off of farm income, and the possible
 course of

activity in steel and automobiles. The members of the Council felt

that, having had 13 years of great prosperity since 193
9, readjustments

from the high levels of production that had existed in re
cent years were

inevitable. It appeared that these readjustments had been taking pl
ace

serially, President Brown said, and it would be fortuna
te if they could

continue to be completed in one or two industries b
efore they took place

in others. Comments were made by some of the members of the Council 
on

conditions in their respective districts.

2. The Board would also appreciate having the comments

of the Council as to what if any changes should b
e

made in System credit policies to meet changes in

the business and economic situation in the foresee-

able future.

As stated in its answer to the first item of the ag
enda,

the Council believes that the decline in business
 activity

has been less than was expected at the time of its la
st meet-

ing in September. Also, the seasonal increase in the demand

for bank credit has been less than was then anticipated
. The

money market is in an easier position than it has been 
for

many months, as evidenced by the sharp decline in the cos
t of

Government borrowing and by the downward tendency of inte
rest

rates generally. The danger of disturbing the economy by mak-

ing money unduly and artificially cheap is at present ful
ly as
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great as the danger of restricting business by too high

interest rates, and a consequent reduction in the use of

credit. The Council believes the Board in its Open Market

operations should be as ready to sell short term securities

if bank loans are repaid in volume and money rates are d
is-

orderly on the downward side, as to purchase securities i
f

the level of interest rates and any difficulty of obtain-

ing credit should threaten to accelerate a business de
cline.

President Brown recalled the meeting of the Federal Advi
sory

Council in May of this year, noting that at that time the
 Council felt

that the Federal Reserve had followed too restrictive a c
redit policy.

He said that the Council felt the System showed excellent judg
ment in

putting money into the market in June and in reducing res
erve require-

ments. In September, the Council thought that the Board should be aler
t

to the fact that business might decline at a fairly rapid rate,
 since

such a decline might mean that conditions would develop where b
anks would

have to carry inventories, and the Council then felt that it 
would be

better to err on the side of ease rather than on the si
de of tightness.

However, interest rates had run off since September, Pres
ident Brown

said, and the present level of rates was low enough so tha
t it did not

threaten to accelerate any business decline; under these 
conditions, the

Council did not believe that materially lower rates 
would check the de-

cline or bring about the conditions of economic stability whi
ch would

be desirable. A large repayment of loans was expected after the turn

of the year, President Brown said, and in the meantime there woul
d be

a moderate demand for bank credit. With respect to open market policy,
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President Brown said that the Council was not co
nvinced that there

could be such a thing as an absolutely neutral pol
icy and further it

did not feel there should be such a policy. Carrying on open market

operations was a matter of delicate judgment, he
 said, and the question

of hag much money was to be supplied to the mar
ket should be related to

the general economy and the level of interest rates.

Mr. H. C. Alexander referred to his comments 
last May when he

thought the situation was getting too tight and 
the Council endorsed the

action started a week or so before that meeting i
n supplying funds to

the market. Some members of the Council then also urged a
 reduction in

reserve requirements. At its September meeting, he continued, the

Council felt that System operations had been 
handled extremely well in

putting money into the market in June and reducin
g reserve requirements.

It was also thought at that time that there would 
be a greater decline

in business than has taken place this fall and t
hat there would be at

least a normal fall seasonal demand for credit. 
On the basis of these

expectations he had suggested that the Bo
ard lean on the side of ease

in credit policy and he had also indicated that 
conditions might develop

within a few weeks where he could make a case 
for a further reduction in

reserve requirements. As it has turned out, business has held up very

well, demand for loans has been sharply below no
rmal, and the position

of banks has changed to one of ease. In fact, Mr. Alexander said, there

may have been a little too much ease and the result was 
that interest
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rates had moved down sharply. Credit is surely "available" now,

Mr. Alexander said, and at interest rates -which are not high enough

to be deflationary. He felt it would be better not to make money so

available as to weaken further the rate structure, it bein
g his view

that lower interest rates would not be beneficial to 
the economy. He

also felt that at present there would be no case for increa
sing the

supply of reserves, that such action would only produce a 
surplusage

of money and weaken further the rate structure which 
has already de-

clined very sharply since May except in the case of the pr
ime rate to

which President Brown had already referred.

Chairman Martin commented that he assumed Mr. Alex
ander was

suggesting a policy of flexibility. He then referred to President

Brownts use of the word "delicate" in carrying on open
 market operations.

He noted that projections of credit demand available 
to the Board and the

Federal Open Market Committee earlier this year were f
or a greater expan-

sion than had actually taken place, that System oper
ations had been car-

ried on in the light of those projections, and that, th
inking in terms

of the word "delicate", it was not practical or des
irable to reverse

open market operations too quickly. In Chairman Martinis opinion, in

recent months there has been a conviction in the m
arket that the Federal

Reserve would supply almost unlimited funds to the
 market in contrast

with the conviction that existed last May that the
 Federal Reserve would

supply no reserves -- a situation which was never intend
ed. While there
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have to be adjustments, Chairman Martin said, the System must strive

to avoid suddenly tightening the market, particularly with year-end

demands in prospect, in a way which might cause the market to get

the idea that stringent conditions were to be permitted to develop

again.

Mr. H. C. Alexander agreed thoroughly with this view.

Mr. Gund said that he had been fearful at this juncture that

tho System might give lip service to a stricter policy but actually

work too much toward an easy money program. He would prefer that de-

cisions be made in the market place to a greater degree and would not

wish to fall into the panaceas of J. M. Keynes for dealing with a period

of business recession. Mr. Gund hastened to say that he was not assert-

ing this had occurred but he thought an outsider might feel that such an

approach would be taken by Governmental authorities. If this were done,

Mr. Gund felt that it would be a disastrous move and that the public at

large would be very resentful of such a policy.

President Brown said it was realized that open market operations

must be on a day-to-day basis, that the question of what was done during

the next few months was one of the most important responsibilities of the

Board and the System, and that the views of the Coancil were being ex-

pressed so that the Board would be familiar with the thinking of its

members.

Following a general discussion, Mr. H. C. Alexander reverted to

the suggestion he had made at the meeting in September that a reduction
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in reserve requirements might be justified later this fa
ll. While this

case had not developed, he said, he felt that techniq
ue should be kept

before the Board; with a normal growth in economic 
activity and produc-

tion at the rate of say, three per cent a year, 
reserve requirements

would increase by $1 to $1-1/2 billion a year for t
he country as a whole

and some of this might well be taken up by reductions
 in reserve require-

ments. Mile he felt reserve requirements should be larg
e, Mr. Alexander

deplored the idea that a reduction in reserve req
uirements would be an

indication that a depression was around the cor
ner. If the Board took

this view it meant, he said, that it would never 
reduce reserve require-

ments. As to open market policy, Mr. Alexander felt that i
t should be

flexible and on almost a day-to-day basis but at th
e same time it would

be helpful if the supplying of reserves or the tighten
ing of the market

could be on a little smoother basis than had taken place 
in recent months

where the situation had swung from one of great tig
htness to one of rather

considerable ease. In response to a question, Mr. Alexander also said

that if reserve requirements were reduced across the 
board, it meant

the release of reserves to 7,000 member banks and thi
s scattering of

reserves might have a greater effect on the w
illingness of banks to take

over some of the securities now held in the Federa
l Reservets portfolio

than an injection of a similar quantity of reserv
es through open market

Operations in New York.
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3. Does the Council have any comments with respect

to the recent action of the New York State Bank-

ing Board removing the limitation on the payment

of interest on savings accounts or with respect

to whether any action should be taken by the

Federal bank supervisory authorities to raise

the existing limitations on the payment of in-

terest on time ana savings deposits by member

and insured nonmember banks?

The Council believes that special considerations not ap-

plicable to banks generally were responsible for the action

of the New York State Banking Board removing the limitation

on the payment of interest on savings accounts by Mutual

Savings Banks. The Council can see no advantage to be ob-

tained by raising the existing limitations on the payment of

interest on time and savings deposits by member and insured

nonmember banks, and it would have the effect of encouraging

unsound banking. Few banks are paying rates as high as tho
se

already permitted. It would encourage Some banks, with inex-

perienced or speculative management, to pay interest rates

higher than would be consistent with such banks' safety.

In commenting on the above statement President Brown said t
hat

banks which were paying the highest rates were likely to engage in
 activi-

ties which would create unsound competitive conditions. Such unsound com-

petitive conditions might cause some of the weaker banks to rai
se their

interest rates in a bid for deposits thus bringing on the situatio
n which

it was sought to avoid when the maximum rate was authorized. Any ad-

vantages of an increase in the interest rate permitted o
n such deposits

would be much more than counterbalanced, President Brown
 said, by the

encouragement that would be given to unsound banking.

In response to a question from Mr. Chandler as to whether there

had been any appreciable demand for an increase in the maximum limitation,

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



1974

11/17/53 -10-

Chairman Martin and Governor Robertson stated tha
t no such demand had

come to the attention of the Board.

President Brown stated that the next meeting 
of the Federal

Advisory Council would be held on February 14-16, 19
54.
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