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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, November 16, 1974,

at 10:30 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Szymczak
Mr. Mills
Mr. Balderston

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary

Messrs. Ireland, Alexander, Smith, Gund,
Fleming, Davis, Brown, Campbell, Ringland,
Chandler, Matkin, 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 topics, 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 re-

mainder of this year and the first six months of

next year and the probable changes that will take

place in the volume and purpose of bank loans in

each of these periods?

Business generally is at a good level, but in a complex

industrial economy there are necessarily variations from
district to district and from industry to industry. The
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effects of the liquidation of inventories, some decline

in investment in new plant and equipment, the drop in

defense expenditures, and the decrease in farm income

have been largely offset by substantial outlays for
residential and public construction and by continued

high consumer spending. Aggregate economic activity has

remained relatively stable. The slight improvement which

business has experienced this Pal should continue during

the balance of 1974. There are at present no indications

of any significant change, either upward or downward, in

the volume of business. After allowing for the usual

seasonal movements, the Council believes that the volume

of business in the first six months of 1955 will continue
the present slight upward trend.

So far this fall the increase in bank loans has been

less than seasonal. The members of the Council believe

that, aside from loans to the Commodity Credit Corporation,

the volume of bank loans for the rest of the year will show

less than the usual increase in this period, and that banks

will experience the normal loan liquidation after, the first

of the year, followed by a seasonal increase in loans in

the spring. The Council does not expect any important change

in the purpose of bank loans. There is, however, a con-
tinuing tendency for the percentage of term loans made by
banks to increase.

The foregoing conclusions are based upon the assumption
that the Government will not in the next six months, directly
or by loans or guarantees to states or political subdivisions,

bring about a considerably enlarged public works program, or

substantially increase defense expenditures. Such develop-

ments would undoubtedly be reflected in an increase in eco-

nomic activity and in the volume of bank loans.

President Brown stated that one factor causing the Council to

make the foregoing statement was that businessmen throughout the country

were slightly more optimistic than they were a few months ago. He em-

phasized that the views expressed did not apply beyond the first six

months of 1955. Some of the members of the Council, he said, believed

that the recent reduction in down payments on Federally guaranteed mort-

gages and the elimination of down payments on G.I. loans was a lishot in
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the arm" for the construction industry. The Council felt that a high

level of construction would continue during the first half of 1955 but

there were indications throughout the country that the supply of housing

was catching up with demand and that in the second half of the year or

in 1956 there might be a falling off in construction. Continuation of

consumer spending at a high level would make for a continuation of a

high level of business, and he noted that continuation of a high level

of operations in the steel industry was dependent on whether takings by

the automobile industry would continue high throughout the next year.

Demand for other durable goods continued strong and the Council felt that

business would continue with a slightly upward movement throughout the

first half of 1955.

As to bank loans, President Brown said there had been less than

a seasonal increase this fall. One reason why loans had held up as well

as they have was the volume of term loans being made. Since the percentage

of loans on short-term Governments was down very markedly from a year ago,

banks were competing for term loans for periods up to ten years, he said,

such loans generally being on a serial basis. Money of this sort would

ordinarily come from insurance companies or other investors but banks now

were actively seeking such loans, he said, and this was helping to hold up

the total volume of their loans. Whether this was desirable was a question,

he felt, in view of its effect on the liquidity position of banks. Such

loans were generally being made by banks at rates from 3 to 3-1/4 per cent
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if the credit was good, whereas insurance companies were not willing to

loan at that rate.

Chairman Martin said that he would be glad to have some comment

as to whether the members of the Council believed that the current slight

improvement in business was just about seasonal or whether it was slightly

more than seasonal.

Mr. Alexander said that in the Second Federal Reserve District

business, while good, was lagging a little behind the national picture.

There were three reasons for this: (1) The apparel and textile business

was not booming in any sense; (2) the railroad equipment business was

very slow and there were some cutbacks in airplane schedules; and (3)

while construction was up it was not up as much as in the country gen-

erally. Mr. Alexander noted that prices of some of the important farm

products in the Second District such as poultry and eggs were down. With

respect to Chairman Martin's question, Mr. Alexander felt that the slight

improvement indicated in the Second District was a little more than

seasonal, and he went on to say that on the basis of conversations with

businessmen their attitude was definitely optimistic, partly because a

good many had thought the recent election results would be "worse" and

they were pleased that the "middle of the road policy" showed up quite

well in the election. Accordingly, business plans for the coming year

reflected this optimistic outlook.

Mr. Ireland said that in the First District the situation was

somewhat different from that described by Mr. Alexander. All of the usual

indexes indicated that business was definitely going ahead and 
this was
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particularly noticeable in soft goods lines, including the textile in-

dustry which had been so depressed in New England. This did not imply,

he noted, that the long term outlook for textiles was considered opti-

mistic. The paper industry in New England was in good shape, retail sales

were running above the national average, and construction was well ahead

of the corresponding period last year. While New England was not booming,

Mr. Ireland felt the picture was different from that given in Mr. Alex-

ander's comments.

Mr. Alexander said, in response to a question from Chairman

Martin regarding the outlook for automobile production, that he thought

the automobile industry would have a good year during the next twelve

months as a whole; he thought it would be about the same as the year just

closing. Reaction of the public to new models was good, there was plenty

of money about, and Mr. Alexander felt that the whole situation spelled

a good year for the industry. The hang-over of 1954 models was much less

than had been the case with 1953 models a year ago. A great deal of

trading and discounting by dealers was going on and the distributors were

not making the profits that they made in 1950 and 1952, but Mr. Alexander

believed that public buying of new models would be close to the volume of

1954, which had been El good automobile year.

With respect to bank loans to which President Brown had referred,

Mr. Alexander said that New York banks were looking everywhere for loans.

He noted that there was a great deal of refunding by corporations and that

business firms could borrow at very attractive rates in the public market.
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This was was enabling them to pay off bank loans and banks were finding it

hard to place new loans to make up for that. Banks were generally of-

fering loans to good borrowers on terms where there would be no penalty

if they were paid off ahead of the term. The proportion of term loans

had increased substantially in New York.

Mr. Smith stated that the same situation existed in Philadelphia,

where term loans were being made to a much greater extent than previously.

Whether the increase in business to which Chairman Martin had referred was

greater than seasonal, Mr. Smith had some doubts. There was no question,

he said, but that most manufacturers had a better inventory situation and

that new orders were better than they had been a little earlier. Mr.

Smith also said, in response to an inquiry from Governor Balderston, that

most of the term loans being made were for periods up to ten years.

Mr. Chandler said that in the Southwest section of the country

business improvement was not more than seasonal but that tt was up to

seasonal. Department store sales were up and in the agricultural areas

there was no evidence of great discontent even though prices of important

farm products were much lower than they had been a couple of years ago.

Mr. Gund said that the biggest uncertainty in the Cleveland area

was in coal mining, which would be on a better basis depending on whether

the automobile industry and the steel industry continued at a high level

of activity. If output of those industries went down, coal mining in the

Cleveland District would go into the doldrums again.
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Mr. Fleming said that coal mining in the Fifth District was

tending to get better but was still below levels of last year. Construc-

tion was booming, the cotton textiles were in better condition, and the

tobacco industry was looking somewhat better. Bank loans were up slightly

as compared with a year ago and department store sales were good except

in Baltimore. Mr. Fleming anticipated a steady, good business flow in the

Fifth District for the next year.

Chairman Martin inquired whether he could interpret President

Brown's remarks as indicating an undertone of apprehension with respect

to terms for mortgage credit and for loans in the consumer field.

President Brown said that he had not commented on consumer credit

terms but that there was some undertone of apprehension on mortgage credit

for the reasons he had indicated.

Mr. Ringland said that he felt there was evidence that consumer

credit terms were weakening. He understood that the larger finance com-

panies were lowering rates and it was his view that banks, if they were

to compete, would have to lower their rates. Volume of such loans in the

Ninth District was below that of 1953 and competition for instalment credit

loans by the banks and finance companies was keen. He thought that both

maturities and rates for loans were being eased.

Mr. Smith reported that in the Philadelphia District a substantial

volume of straight home modernization loans, not guaranteed by the Federal

Housing Administration, was being made for periods up to five years.
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Governor Szymczak inquired of President Brown whether his comments

regarding the second half of 1955 were based on what might happen to mort-

gage credit in that period.

President Brown responded that in the Seventh District there was

a high rate of residential construction and that it was expected to con-

tinue during the first half of 1955. There was a general feeling that the

time was approaching when demand for houses would be pretty well satisfied

and there was considerable feeling that the "shot in the arm" given by

easier terms on Government guaranteed mortgages was not too desirable over

a longer period of time. It would stimulate building now, whereas it might

better have been held against an ultimate period of decline in construction.

President Brown also said that if automobiles were overproduced in the first

half of 1955 a cut-back in the second half would affect the steel industry

and a slump in the steel industry would be implied. President Brown went

on to say that the comments of the Council in its statement had been

hedged partly because of the influence that public spending could have on

the economy. Without advocating such a course, the Council recognized

that if the Federal Government guaranteed loans to States it would make a

considerable difference in whether the States obtained funds and used them

in ways which might sustain the economy.

Governor Balderston said that he would be glad to have some com-

ments on the agricultural situation.

Mr. Wallace stated that in the Twelfth District conditions ran

somewhat counter to those described in Eastern section. There were
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tremendous farm surpluses being held in the country as a whole and a

further increase in grain crops was anticipated for next year. Many of

the mining companies were not operating profitably. On the Pacific

Coast, Mr. Wallace said, there had been a tremendous increase in the

supply of housing and there was now some evidence of a substantial in-

crease in vacancies as well as in foreclosures on some of the Government

Insured or guaranteed loans for housing. By the middle of next year, Mr.

Wallace felt that the Twelfth District would have to take a new look at

the farm situation, the metals situation, and the growing housing vacancy

situation.

Mr. Davis recalled that at the preceding meeting of the Council

there was some concern expressed regarding the agricultural situation in

the light of the drought. The Sixth District had been hard hit, he said,

and he had been watching the effects of the drought carefully. Oddly

enough, the level of spending throughout the Sixth District had held up,

however, and it appeared that the ill effects of the drought would not

be reflected in Sixth District consumer spending until March or April of

1955.

Mr. Campbell said that Mr. Davis' remarks applied generally to

the Eighth District where farming areas had been affected by the drought.

Generally speaking, however, the situation was not bad and business had

held up quite well.

Mr. Matkin said that in the Eleventh District there was no ques-

tion but that farm income would be off further during the next year.
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Crop controls controls were affecting the outlook in the Dallas area where cotton

was the main cash crop and farmers were being required to put in smaller

plantings. He did not feel that the outlook was rosy from that standpoint

and he noted that the oil situation was not good. The district was grow-

ing in population and business volume, however, and construction was tre-

mendous.

2. What are the views of the members of the Council
with respect to the System's current credit
policies and what, if any, changes might be called
for by developments during the balance of this
calendar year or during the first two months of
1955?

The Council believes that current credit policies of the
System have been helpful in lessening the effects of the eco-
nomic readjustments that have been taking place, and have con-
tributed to the maintenance of a good level of business activity.
No important change in these policies is at present indicated.

In general, open market operations have been well handled,
but the Council is of the opinion that the bill rate has in the
last few weeks been unreasonably low and should now be moder-
ately higher. As the Council stated in its memorandum to the
Board in February 1954, "the danger of disturbing the economy
by making money unduly and artificially cheap is as great as the
danger of restricting business by too high interest rates, and
a consequent reduction in the use of credit." A slight increase
in the bill rate would have a salutary economic effect and tend
to restrain speculative activity.

President Brown said that the Federal Advisory Council did not feel

that bill rates should be allowed to go to anything like the low levels

they reached in 1953. While the Council hesitated to suggest any range

of rates, it would speak in terms of a moderate increase from the present

range of around .81-.93 and it would mean something a little above 1 per

cent but not above 1-1/4 per cent. He said that the Council felt there had
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been a good deal of speculative activity, not on the New York Stock

Exchange directly, but outside the Stock Exchange. There had been a

marked increase in the number of companies trying to buy others by ex-

changes of stock, borrowing money to pay for them, or by giving debt

obligations. The Council felt this to be undesirable. To a certain

extent it was being helped by the extremely easy money situation. The

Council also felt, he said, that when the bill rate got below I per cent,

if banks were asked to loan money they were likely to make the loans, in-

cluding term loans, since they did not care to buy bills at less than 1

per cent. The Council believed that some of the speculative activity in

the Stock Exchange, a tendency which always appeared in a boom period,

was reflected in the buying up of other companies even though no basic

economy of operation was to result from such mergers. Speaking for him-

self, President Brown said that it was an enigma to him why, with earnings

going down and costs going up, prices of some of the listed stocks were

rising.

Mr. Alexander said that there were possible indications of specula-

tion aside from the rise in stock prices, which had gone up very rapidly.

Money was not going into Production but was going to purchase existing

Properties at higher and higher prices. This was an indication of a little

overabundance of money, Mr. .aexander thought, stating that excess reserves

had been running from $600 to 600 million on the average. He felt this

might be a little too high coupled with a bill rate down to .8o-.85. Mr.
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Alexander had the impression that while nobody wanted to advocate tight

money, there might be a little overabundance of ease and that this ease

was breaking out in these situations to which President Brown had referred.

Mr. Alexander thought it might be well to have a little less "active ease"

--to have modest ease but to have less of it. Mr. Alexander recognized

that this was an art, not a science: he did not wish to have money made

hard, he thought there should be ease, but it would be desirable if there

could be a little less emphasis on "active" without any encroachment on

the "ease".

Chairman Martin said that the Board was watching the situation

every day. As President Brown and Mr. Alexander had pointed out, it was

a matter of degree and the Federal Reserve was struggling with the problem.

Mr. Alexander then referred to the Treasury refunding shortly to

be announced, stating that he had heard there probably would be no further

offerings for new money this fiscal year.

Following a brief discussion of the Treasury's financing program,

President Brown said that there had been a brief discussion by the Council

Of margin requirements on the Stock Exchange in view of the speculative

activity taking place. The informal view of the Council, he said, was that

the existing 50 per cent margin was a fair margin, but that speculative

activity had not reached a point which would justify an increase at this

time. Even a small increase in margin requirements would be interpreted

Psychologically by the public as an expression of opinion by the Board that

Prices were entirely too high. President Brown thought that prices were
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being pressed up by cash buying in the Stock Exchange since there was

very little evidence of increase in brokers' loans.

Mr. Fleming said that brokers' loans were not up very much, that

none of the members of the Advisory Council reported any pressure for col-

lateral loans at the moment, and that the rise in stock market prices came

from cash buying.

3. In the light of the comments of the Federal Advisory
Council at its meeting with the Board in September,
and the suggestions received from the Federal Re-
serve Banks, the Board has given further study to the
revising of Regulation A, adopted by the Board in
1937. As a result of this study, certain changes
have been made in the draft sent to the members of
the Council with Chairman Martin's letter of July 22,
1954. These changes will be forwarded to you as soon
as possible and the Board will be glad to have any
comments that the Council might wish to make at its
November meeting.

The Council has carefully considered the redraft of Regula-
tion A, dated November 1, 1954. The Council believes that the

preface which it is proposed to print only in the Federal Regis-

ter should be incorporated in substance in the proposed state-

ment of General Principles. Most bankers never see the Federal

Register, and unless the substance of the preface is incorpo-
rated in the statement of General Principles, very few bankers
will know the preface was ever published by the Board. If the

preface is incorporated in substance in the statement of General
Principles, instead of printing it only in the Federal Register,
the Council sees no objection to the November 1 redraft of Regu-

lation A.

President Brown stated that the Council felt very strongly that

the preface which it was proposed be inserted in the Federal Register in

connection with the proposed revision of Regulation A should be included

in the regulation itself. He commented :that many banks did not receive

the Federal Register and thus would not see the statement, which he thought

would be important.
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Governor Mills Mills stated that in addition to comments of the Fed-

eral Advisory Council, the Chairmen and Presidents of the Federal Reserve

Banks had been asked for comments, and that several of them had made sug-

gestions with respect to the proposed revision of Regulation A. Governor

Mills thought that these comments came out essentially where he understood

the Federal Advisory Council to stand, that is, that the draft of the

foreword to Regulation A was now generally an acceptable guide to discount

practice. Since the regulation affected all Federal Reserve Banks and also

was for general application, Governor Mills assumed the Reserve Banks and

the member banks would regard its administration on a uniform basis as de-

sirable. Out of the study of the proposed revision there had developed a

general rule which could serve as a guide for uniform administration of the

regulation, and which should be a helpful guide to the directors and dis-

count officers of the Federal Reserve Banks in carrying out their respon-

sibilities. On the other hand, when it came to application of the regula-

tion to a specific discount, Governor Mills felt there was ample room for

reasonable interpretation and application to suit the individual transactions

with which the discount committee and the directors of any Reserve Bank

might be confronted. Governor Mills stated that to him this was the es-

sence of uniform application of the discount rate, within which there would

be an area of reasonable application in carrying out the objectives at

which the regulation aimed.

President Brown said that the redraft of the regulation and of the

foreword was a great improvement over the earlier draft which the Council
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had seen. However, as indicated before, he felt that the proposed notice

to be placed in the Federal Register, which stated that the revision was

not intended to change the general rules and theories under which advances

were now being made, was very important and that it ought to be included

within the foreword or statement of principles of the regulation itself.

In a discussion as to how this might be done, President Brown stated that

he did not feel inclusion of the equivalent of this statement in a trans-

mittal letter sending printed copies of the regulation to member banks

would suffice; such letters would not necessarily be filed with the regu-

lation and would not be available to those having occasion to refer to

the regulation.

Mr. Fleming felt that President Brown's point was well taken,

that many banks did not see the Federal Register, and that it would,

therefore, be desirable to include the notice in the printed copies of

the regulation.

Mr. Smith thought it important that each person who received the

revised regulation recognize that it was not intended to be more restric-

tive, and he felt that inclusion of the proposed statement in the printed

copy of the revised regulation would accomplish this objective.

Mr. Alexander could see no difficulty in such a procedure. He

felt it was not a question of keeping the statement away from those who

might use the regulation, that it was an open statement made in connection

with the general principles to be included in the revised regulation, and

that it would be desirable to include it at either the beginning of the
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statement of general principles or at its close.

It was stated that the Board of Governors would consider the

Council's suggestion.

4. What are the views of the Council on the ques-

tion whether a commercial bank should be author-

ized to issue preferred stock or debentures as

a means of augmenting capital funds? If the

policy of giving such authority were adopted,

in what circumstances should it be granted and

what limitations should be applied?

There is a major difference between debentures, even if

subordinated, and preferred stock. Under present law interest

on debentures is a deductible income tax item, but dividends

on preferred stock are not deductible. Consequently, prima-

rily to gain a tax benefit many banks if they had the author-

ity might issue debentures rather than sell additional pre-

ferred or common stock. The issuance of debentures or pre-

ferred stock with questions of voting rights, sinking funds,

and premiums for retirement would raise many problems and

should be permitted only under adequate supervision.

The Council believes that debentures should be issued

only in emergencies, when capital funds cannot be obtained

otherwise, and where it is essential to protect depositors.

The Council believes that the right to issue preferred

stock should be given only (1) in emergencies to protect de-

positors, or (2) when it is clearly desirable to increase a

bank's capital funds, and when the issuance of additional com-

mon stock could only be accomplished at a price which would

seriously dilute the value of presently outstanding common

stock and materially injure existing shareholders.

The Council believes that any authority to issue deben-

tures or preferred stock should require the approval of the

following Federal agencies for the different groups of banks:

1. National banks--Comptroller of the Currency;

2. State member banks--Board of Governors; and

3. State nonmember banks--iederal Deposit In-

surance Corporation.

The Council believes that a revision of Regulation F which

would allow the exercise of rights on its own bank stock held

in the bank's trust accounts would ih many instances facilitate

the issuance of additional common stock by banks.
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President Brown said that preferred stock issues proved to be

a "life saver" to the whole banking system in the 1930s, and that when

it was not feasible in some States to get the law changed to permit pre-

ferred stock issues, debentures were authorized as an alternative. While

issuance of debentures should be restricted to an emergency period only,

when it was necessary to get capital funds in order to protect depositors,

the Council felt that preferred stock might be in a different class.

There were some cases where bank stocks were selling so far below their

value that issuance of new common stock could not be accomplished without

doing serious injustice to existing stockholders. Therefore, there ought

to be authority to issue preferred stock where it could be used as a

vehicle to protect depositors, but the Council would be apprehensive

about having general authority if it were to be used as a means of getting

capital for expansion of banks, acquiring additional branches, consolida-

tions, and the like. Summing up, President Brown said that the Council

did not feel that preferred stock should never be issued in connection with

a consolidation, but that it should not be used as a general practice, in

place of the safer and better method of increasing capital by the issuance

of common stock. It also felt that the only way to get uniform application

would be through Federal supervisory agencies.

President Brown then referred to the Council's suggestion regard-

ing an amendment to the Board's Regulation F to permit a national bank to

purchase its own stock for a trust account when "rights" were issued.
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He stated that the Council did not have in mind allowing the purchase of

additional shares of its own stock for trusts but that there were in-

stances in which the stock was held in a trust account and, when rights

were issued in such cases, it ought to be permissible to allow a pro rata

share of the stock to be taken up by the existing stockholder.

Chairman Martin stated that Governor Robertson, who was out of

town today, had asked that this topic be placed on the agenda because

there had been a number of suggestions made to the effect that banks

should be permitted to issue preferred stock. Some of these cases in-

volved mergers and he had questioned whether it was desirable to have

either debentures or preferred stock available for use in promoting ex-

pansion of that type.

Mr. Alexander commented that there was considerable distinction

between debentures, which are debt obligations, and preferred stock.

Debentures are a last resort, he said, while preferred stock issues posed

the problem of administration. Mr. Alexander would not deny authority

for the issuance of preferred stock, even though the existence of such

authority might cause difficult administrative problems.

5. The Board would be glad to have any comments that

the Council may wish to make with respect to the

report of the joint committee on check collections,

which was discussed briefly at the meeting of the

Board and the Council in September and at which

time it was stated that the matter would be taken

up with representatives of the American Bankers

Association at the time of its convention in

October.
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Both its own committee which the Council appoi
nted to

study the question and the members of the Counc
il have re-

viewed the report recommending changes in the 
check collec-

tion system. There are differences of opinion within the

Council's committee and within the Council as 
a whole re-

garding various sections of the report.

The American Bankers Association, whose Admini
strative

Committee discussed the report at the time of the a
nnual

convention of the American Bankers Association in
 October,

will further consider the report at the spring m
eeting of

its Executive Council in April, and the Associat
ion of Re-

serve City Bankers will discuss the report again
 at its

May meeting. The Council understands that there are wi
de

divergences of opinion within both organizations 
regarding

the report. The recommendations of the report cannot be

made effective without the support of both organizati
ons.

The Council and its committee also wish to give 
further con-

sideration to a number of the complicated qu
estions which

the report presents.

President Brown emphasized that within the Cou
ncil, within the

American Bankers Association, and within the Ass
ociation of Reserve City

Bankers there were differences of opinion with
 respect to recommendations

in the report of the Joint Committee on Check Co
llections. He cited the

provision for return of checks to the collecti
ng bank rather than through

the several endorsers, stating that there was a gener
al feeling that this

suggestion should be eliminated from the report.
 On the other hand,

there was general agreement, he said, that the 
report should be considered

in terms of ultimately getting changes in the 
check collection system

which are urgently needed and which would be
 advantageous to the whole

economy, recognizing that getting these change
s would require considerable

time for discussion and agreement among the banks
 of the country and the

various associations or groups in banking. He stated that at this time
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the Council did not wish to be tied down to any definite attitude on

the report pending further study by the American Bankers Association

and the Association of Reserve City Bankers, which will not have an op-

portunity to meet for discussion of the report until the spring of 1955.

Even if it were possible for the Federal Advisory Council to take a

position earlier (and President Brown stated that it would not be pos-

sible), he felt it would not be desirable for it to do so. The Council

would go so far as to say that everyone concerned agreed that the check

collection system should be improved but that without the general approval

of the banksof the country changes which might be suggested would not

work. He cited as a controversial point the allowing of nonmember banks

to send checks direct to Federal Reserve Banks.

This concluded the discussion of topics on the agenda for the

meeting.

Chairman Martin stated that he would like to report that the

Board has no legislative proposal with respect to reserve requirements for

consideration at this time, that no such proposal had been developed that

was satisfactory to members of the Board's staff or to the Board.

Mr. Alexander stated that even though the Board had not yet ar-

rived at a proposal for a change in the system of reserve requirements,

he assumed that the Board had not given up work on the question, and Chair-

man Martin stated that this was correct. Chairman Martin emphasized, how-

ever,. that he did not think the Board would submit a proposal to Congress

until it was satisfied that it was a sound proposal and that it had, as
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Governor Szymczak had indicated would be necessary, the support of the

banking fraternity.

President Brown stated that the next meeting of the Council

would be held on Sunday, February 13 1955, and that the Council would

plan to meet with the Board on Tuesday, February 15, 1955.

Thereupon the meeting adjourned.
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