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Minutes of actions taken by the Board of Governors of the Fed-

eral Reserve System on Friday, March 2, 1956. The Board met in the

Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Economic Adviser to the Board
Mr. Leonard, Director, Division of Bank

Operations
Mr. Vest, General Counsel
Mr. Young, Director, Division of Research

and Statistics
Mr. Solomon, Assistant General Counsel
Mr. Hackley, Assistant General Counsel
Mr. Noyes, Adviser, Division of Research

and Statistics
Mr. Garfield, Adviser, Division of Research

and Statistics
Mr. Jones, Chief, Consumer Credit and Fi-

nances Section, Division of Research and
Statistics

There were presented telegrams to the following Federal Reserve

Banks approving the establishment without change by those Banks on the

dates indicated of the rates of discount and purchase in their existing

schedules:

Boston February 27
Atlanta February 27
San Francisco February 29
New York March 1
Philadelphia March 1

Approved unanimously.
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Consideration was given to the following draft of letter for

the signature of the Chairman to Mr. Javier Marquez, Director of the

Center for Latin American Monetary Studies, Mexico D. F., Mexico, copies

of which had been sent to the members of the Board:

I was happy to receive your letter of February 13th
inviting the Board of Governors of the Federal Reserve Sys-
tem to participate in your program to be held in Mexico
City from April 9th to April 27th, 1956.

I am pleased to inform you that this year the Federal
Reserve Bank of Chicago has volunteered the services of Mr.
Bruce L. Smyth, Assistant Vice President of that Bank. He is
prepared to lecture in English on the possibilities and limi-
tations of electronic processes in modern banking operations.
Mr. Smyth has been with the Federal Reserve Bank of Chicago
since 1933. At present, he is national president of the Sys-
tems and Procedures Association of America, an organization
of 50 chapters with about 2,000 members. His specialty in
banking procedures has been the development of systems. He
has an extensive knowledge of modern methods and equipment.
Mr. Smyth is scheduled to address a group in Toronto, Canada,
on April 16th and to lecture at the University of Tulsa, Okla-
homa, on April 26th and 27th. Because of the tightness of his
schedule, he can be in Mexico City only from April 18th to
April 25th.

To avoid delay in transmittal between Washington and
Chicago, I suggest that you communicate directly with the Fed-
eral Reserve Bank of Chicago or with Mr. Smyth with respect
to their participation in your April program.

Following comments by
Governor Szymczak, the letter
was approved unanimously.

At this point Governor Vardaman joined the meeting and Mr. Thurston,

Assistant to the Board, also entered the room.

Consideration was given to a memorandum from Mt. Young dated

March 1, 1956, copies of which had been sent to the members of the Board,
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submitting a tentative outline of a proposed study of consumer instal-

ment credit, including the regulation of such credit, to comply with the

request made recently on behalf of the President by Mr. Arthur F. Burns,

Chairman of the Couneil of Economic Advisers. The memorandum pointed

out that the scope was sufficiently broad to cover the principal points

of study suggested by the staff of the Senate Committee on Banking and

Currency and transmitted by Chairman Fulbright of that Committee in his

letter to Chairman Martin of February 21, 1956, concurring in the Presi-

dent's request. (Senator Fulbrightts letter also asked that the Committee

be kept advised as to the progress of the study and commented that, if

stand-by authority for the regulation of consumer credit was deemed ad-

visable, it would be necessary that the Committee have the results of the

Board's study by about May 1, 1956, in order to provide sufficient time

to consider legislation during this session of the Congress.)

Mr. Young's memorandum discussed the possibility of a "crash"

study which could be completed early in May, bringing out that such a

study would have to be constructed entirely out of the Board's existing

stock of information and analysis, that under such a schedule there would

not be time for the preparation of statements or briefs by outside parties

or for consultation with such parties, and that the short time schedule

would also preclude the undertaking of any special studies, surveys, or

factual compilations deemed to be pertinent to the inquiry. The memorandum

then discussed the alternative possibility of a more definitive study
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which would have a target date for completion of approximately December

1, 1956. The memorandum also referred to personnel requirements incident

to the study and, with reference to cost, stated that under the shorter

program it might be presumed that practically all expenses would be ab-

sorbed within existing budget provisions. If the longer program should

be accepted, some special expense would be involved which might be carried

as part of the Boardts regular budget, recognizing that some overage might

result.

In commenting on the matter, Mr. Young said that the study outline

which was submitted with the memorandum had been given a great deal of

thought by the staff, that minor suggestions which had been made related

to specific matters, and that the outline was believed to be broad enough

to embrace all of the important problems which should be covered. He went

on to mention the limitations that would be imposed by working to a dead-

line early in May. Because of these limitations, he said, it was the feel-

ing of the staff that the longer time schedule would be preferable unless

it was deemed necessary to present something to the Executive Branch and

the Congressional committees in time to permit the consideration of legis-

lation at this session of the Congress. In this connection, Mr. Young

reported a discussion which he had with Mr. R. J. Saulnier, a member of

the Council of Economic Advisers, who, without having discussed the matter

fully with Chairman Burns, expressed the view that it would be desirable
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to have the study completed in time for consideration at this session of

the Congress, that the task should be approached with a view to doing the

job intensively and getting the results out, but that a precise time

schedule perhaps was not an overriding consideration. Mr. Young also re-

viewed personnel problems within the Board's staff and problems surround-

ing the obtaining of information and views from outside parties.

Chairman Martin said he had been advised this morning that the

Joint Committee on the Economic Report had released a statement that was

being interpreted as criticising the Board's proposed study as toonarraw

in scope. In this connection, reference was made to a prep clipping

which Mr. Thurston brought into the meeting which referred to the report

of the Joint Committee as having contained the statement that the proposed

study should not be isolated from consideration of other forms of debt.

It was stated that the Board's staff had had no contacts with the staff of

the Joint Committee in preparing the outline of the proposed study. It

was suggested, therefore, that the wording of the Committee's statement

was intended simply to emphasize that instalment credit is an integral

part of the modern debt structure and that this should be taken into account

in the study.

There ensued a discussion of the advantages and disadvantages of

the alternative time schedules during which Governor Balderston raised for

consideration as a compromise the possibility of first making available
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papers by the Board's staff which would be of a factual nature and de-

void of inferences and conclusions. The second step would be the sub-

mission of papers containing the views of outside experts in the field of

consumer credit, and the final step would be a presentation of the Board's

conclusions. It was the consensus that while such an approach would have

the merit of indicating that the Board was pushing forward with the study

as rapidly as possible, there was a danger that the first set of papers

might be interpreted as reflecting the final results of the investigation

and the Board's views.

Another possibility, outlined by Governor Robertson, comprehended

a very intensive study which might be completed within a period of about

three months and yet cover the principal points proposed in the outline

submitted with Mr. Young's memorandum as well as views of persons outside

the Federal Reserve System. While there was general agreement that it

would be desirable to complete the study on the basis proposed by Governor

Robertson, serious doubt was expressed that the mechanics involved in

bringing together the necessary views and information would permit such a

time schedule to be followed successfully.

In further discussion, emphasis was placed on the desirability of

conducting research into the subject which would shed light on problems

in the consumer credit area as to which information is not already avail-

able, and it was recognized that an investigation of this scope would re-

quire an amount of time which it was not possible to estimate precisely at
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this point. In this connection, Governor Vardaman stated that he con-

sidered the study of such importance that it was more advisable to make

a complete investigation than to attempt to adhere to any definite time

schedule. He noted that the outline presented with Mr. Young's memorandum

covered topics which would necessitate not only a study of consumer instal-

ment credit but its relationship to other types of credit and the economic

structure as a whole, and he considered it desirable that all of these

relationships be explored adequately. In the interest of expediting the

study without providing undue limitations, he suggested that tentative

goals be set up to put the study in motion as rapidly as possible and that

the staff be asked to report to the Board from time to time on the progress

being made.

General agreement was expressed with a statement by Governor Robertson

that the final report of the Board should be in a compact form, supplemented

to the extent considered desirable by various appendices, including one

which would contain statements or briefs filed by experts in the field.

Governor Balderston suggested that the record of this meeting make

clear the view of the Board that the quality of research into a subject of

this kind cannot be maintained if it is necessary to comply with a pre-

cise time schedule or a precise budget. He deemed it important for the

Board to keep control over the qmlity of the study and that the Board not

commit itself under pressure to complete such a job within a specific time

or for a certain sum of money.
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Chairman Martin then proposed that since there appeared to be

general agreement among the members of the Board with the outline sub-

mitted with Mr. Young's memorandum, the important thing was to proceed

with the study as expeditiously as possible. He did not think that the

Board should make a commitment at this point as to how long the study

would take, and felt that it would be evident to the Council of Economic

Advisers and the Congressional committees that the scope of the investi-

gation would not permit its completion by the first of May. He also felt

that the Board should keep the release of the report within its control.

He then suggested that as a first step appropriate letters be sent to the

Chairman of the Council of Economic Advisers and the chairmen of the Con-

gressional committees submitting for their information and comments copies

of the outline of the proposed study. After such letters were sent, he

said, members of the Board's staff could consult informally with the staffs

of the Council and the committees with a view to reaching agreement on

questions relating to specific parts of the study. He also said that once

these steps had been taken to put the study in motion, the staff could re-

port to the Board periodically on the progress being made and on any prob-

lems which had arisen.

At the conclusion of the dis-
cussion, unanimous agreement was
expressed with the procedure sug-
gested by Chairman Martin.

Secretary's Note: In accordance
with this action, the following
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letters were sent today over the
signature of Chairman Martin:

To Mr. Arthur F. Burns Chairman, Council of Economic Advisers 

We have now received replies to our letters to the
Banking and Currency Committees and the Joint Committee on
the Economic Report relative to the study of consumer in-
stalment credit and are prepared to proceed with the re-
search. I enclose three copies of a tentative outline, pre-
pared by the Board's Division of Research and Statistics,
and suggest that you discuss the scope and content of the
outline directly with Ralph Young and his associates. At
this stage, the Board feels that it would be unwise to go
forward under a restrictive time schedule, since quality,
thoroughness, and objectivity are so important to the final
product.

To the Honorable Paul H. Douglas, Chairman, Joint Committee on the Eco-
nomic Report

Supplementing my letter of February 20, I am enclosing
for your information and use several copies of a tentative
outline of the proposed study by the Board of Governors of
consumer instalment credit. Please feel free to communicate
any suggestions as to scope and content of this study which
the Committee cares to offer. Dr. Ralph A. Young, who will
be in charge of the Board's study, will keep in touch with
Mr. Grover Ensley so that you will be kept informed as to the
progress of the work.

To the Honorable J. W. Fulbright, Chairman, Senate Committee on Banking
and Curreng 

Thank you for your letter of February 21, indicating
your concurrence in the desirability of a special study by
the Board of consumer instalment credit. I am attaching
several copies of a tentative outline of scope and content
for this study, prepared by the Board's Division of Research
and Statistics. The outline prepared by your Committee's
staff and transmitted with your letter proved very helpful
in the development of the enclosed outline. I believe that
our outline covers the subject in accordance with the thinking
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of your staff, but we will appreciate receiving any fur-
ther suggestions which you or they may have. Dr. Ralph A.
Young will be immediately responsible for the conduct of the
study and will keep your staff informed as to the progress
of the work. For the time being, and because of the great
importance of maintaining the highest standards of research
performance in the study, the Board is not prepared to indi-
cate a date when the findings may be available. We will, of
course, proceed as rapidly as practicable.

To the Honorable Brent Spence, Chairman, House Committee on Banking and
Currency' 

Thank you for your letter of February 23 with regard
to the study of consumer instalment credit which we have un-
dertaken. The Board's Division of Research and Statistics
has prepared a tentative outline, copy of which is enclosed
for your information. If your Committee has any suggestions
as to the scope and content of the study, please ask the
staff to communicate them directly to Dr. Ralph A. Young, who
will be in charge of the study.

Messrs. Thurston, Noyes, Garfield, and Jones then withdrew from

the meeting.

At the meeting on December 19, 1955, consideration was given to

a proposal submitted to the Board by the Treasury for an amendment to the

Federal Reserve Act which would authorize the Federal Reserve Banks to re-

pay to the Treasury the amount of $27,500,000 previously paid to the Re-

serve Banks under section 13b of the Act in connection with the making of

industrial loans, with a provision that the amount repaid would remain

available for future payments by the Treasury to the Reserve Banks if

necessary. Pursuant to the understanding at that meeting, Chairman Martin

wrote under the same date to Mr. Burgess, Under Secretary of the Treasury,
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that the the Board would have no objection to a bill along the lines sug-

gested and that the Board's staff would be glad to cooperate in the

drafting of a bill. Subsequently, a draft of proposed bill and a draft

of letter from the Secretary of the Treasury to the Congress were sent

to the Board by the Treasury staff and at the meeting on February 2, 1956,

it was agreed to advise the Treasury informally that the draft of proposed

bill, with one suggested change, was agreeable to the Board.

Chairman Martin reported that he had received a telephone call

from the Secretary of the Treasury who inquired as to the Board's position

on the proposed bill, and that in the circumstances he felt it advisable

to bring the matter to the Board's attention again in order to be sure

that none of the members saw any reason to change the position which had

been stated in the letter to Mr. Burgess.

There ensued a discussion of the objectives of the proposed legis-

lation and of the question whether the Board might wish to join the Treasury

in sponsoring such a bill. With regard to the latter point, it was re-

called that the draft of letter from the Secretary of the Treasury to the

Congress which was submitted to the Board by the Treasury staff contained

a paragraph to the effect that the Board had been consulted and was agree-

able to the proposed legislation. There was concurrence in the view that

this would constitute a sufficient indication of the Board's position.

At the conclusion of the discussion,
it was agreed that Chairman Martin would
advise the Treasury informally that there
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had been no change in the Board's position
as stated in the letter to Mr. Burgess dated
December 19, 1955.

Chairman Martin stated that during the course of his testimony

before the House Banking and Currency Committee on Wednesday, February

290 concerning bill H. R. 9285, which would extend until July 1, 1958,

the authority of the Federal Reserve Banks to purchase special securities

directly from the Treasury up to an aggregate of $5 billion held at any

one time, Congressman Patman indicated his preference for legislation which

would provide that such purchases should be made under the direction of

the Board of Governors rather than the Federal Open Market Committee. He

said that Congressman Spence, Chairman of the House Committee, called him

on the telephone later to say that in an executive session which followed

the hearing such an amendment to the bill was introduced, but that the

bill was voted out in its original form. However, according to Chairman

Spence, it seemed likely that the amendment would be introduced again

when the bill was presented on the floor of the House. Chairman Martin

said he told Mr. Spence that such an amendment would be unfortunate. He

also said that, pursuant to a request by Mr. Spence, he had asked Mr. Vest

to draft a statement of the reasons against such an amendment which Mr.

Spence might use in preparation for debate on the floor of the House con-

cerning the proposed legislation should the amendment be introduced.

In this connection Mr. Young stated that yesterday afternoon Mr.

Robert A. Wallace, Staff Director of the Senate Banking and Currency
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Committee, called him on the telephone and inquired why the proposed

legislation to extend the direct purchase authority should provide a

maximum limitation of $5 billion of securities held at any one time by

the Federal Reserve Banks when the record showed that the authority had

not been used to that extent in the past. Mr. Wallace, he said, asked

whether a maximum limitation of $2 billion would be sufficient and ex-

plained that he was calling because there had been some discussion of this

matter within the Senate Committee.

The comment was made that such a reduction would limit the value

of the authority for the reason that with the authority in its present

form the Treasury was able to operate with lower balances than would other-

wise be the case. Chairman Martin commented that reference was made to a

possible reduction in the authority at the hearing before the House Commit-

tee and that it seemed possible that the $5 billion limit would be reduced.

Chairman Martin then reported receipt of a telephone call from

Mr. E. Sherman Adams, Deputy Manager of the American Bankers Association,

Who said that the committee of the Association which is engaged in a study

of bank reserve requirements would like to meet with the Board about the

middle of May for a round-table discussion of this subject.

Falloying a statement by Mr. Thomas that the committee had furnished

copies of several preliminary memoranda relating to the study, Chairman

Martin said that according to Mr. Adams a more comprehensive memorandum

would be available shortly, that the committee was proposing a complete
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revision of the system of reserve requirements, and that it had heard of

the recent discussion regarding the proposal to make vault cash eligible

as reserves of member banks. While Mr. Adams intimated, Chairman Martin

said, that the committee would like the Board to defer the vault cash pro-

posal, he told Mr. Adams this would not be possible.

At the conclusion of the discussion Mr. Carpenter was requested

to review the Board's schedule during the first part of May in order to

ascertain whether a mutually convenient date could be found for a one-

day meeting with Mr. Adams' committee.

In this connection, Mr. Thomas reported that Mr. Adams had been

asked by a committee of the Association to make an inventory of current

research projects in the banking field and that he had advised Mr. Adams

that the Board's staff would be willing to cooperate in such a project.

The meeting then adjourned.
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