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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, may 17, 1960, at 10:30 a.m.

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

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary

Messrs. Enders, McCloy, Sienkiewicz, Alfriend,
Livingston, Turner, Murray, McClintock, Betts,
and Frankland, Members of the Federal Advisory
Council from the First, Second, Third, Fifth,
Seventh, Eighth, Ninth, Tenth, Eleventh, and
Twelfth Federal Reserve Districts, respectively

Messrs. Prochnow and Korsvik, Secretary and
Assistant Secretary, respectively, of the
Federal Advisory Council

President Livingston stated that Messrs. Hays and Persons,

41erlabers of the Council from the Fourth and Sixth Districts, respectively,

14re 
unable to attend this meeting because of another commitment; but

that they 
attended the meeting of the Council yesterday and participated

tfl 
the discussion of the topics listed on the agenda for today's meeting.

Before this meeting the Federal Advisory Council had submitted

be cl4
4.8cussed. The topics, the Council's views, and the discussion were

ttg ovs

to t,
ge Board a memorandum setting forth its views on the subjects to

1. What are the views of the Council regarding the
current business situation and prospects for
business activity during the remainder of the
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current calendar year? The Council's judgment as
to the current expectations of the business com-
munity and the general public and the impact of
those expectations on capital expenditures, business
inventories, and consumer expenditures would be
appreciated.

The members of the Council report that business is at a
relatively high level. While there was some hesitation in the
economy in the latter part of the first quarter, employment,
retail sales, and business activity in general improved in April.
However, the output of steel, the production of durable goods,
and construction, including housing, are not enjoying the high
level of activity that characterizes the economy generally.

The Council believes that the expectations of the business
community and the general public indicate that capital expendi-
tures and consumer purchases will be at a high level for the
remainder of the year. Despite the favorable outlook, the rate
Of business buying for inventories will probably lessen, as total
inventories are at record levels, reflecting the rapid buildup
in the first quarter. While the ratio of inventories to sales
is below historical averages, there are some indications that
It is less favorable than it was earlier this year.

Although business may not be as buoyant as the optimistic
forecasts early this year, the Council believes that business
will continue good during the remainder of the current calendar
year.

After President Livingston read the statement of the Council

thi8 topic, there followed an informal exchange of views with

Ilegard to current international developments, including the break-

Of the Summit Conference, and the effect they might have on

the United States economy. The view expressed were generally to
the .

elfect that it would be necessary to await further developments
bef,,

're definite opinions could be formulated.
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Governor King then referred to the portion of the Council's

statement which noted that the output of steel, the production of

dUrable goods, and construction, including housing, were not enjoying

the high level of activity that characterized the economy generally.

Re inquired whether this observation was based primarily on national

statistics or reports by Council members from the various districts.

The reply by President Livingston was in terms that the

"/Mment on steel output and the production of durable goods was

based primarily on current statistics for the nation as a whole,

bUt that the comment on construction reflected a composite point of

Nriel'70 This led to a question by Governor Shepardson regarding the

dernand for housing, to which President Livingston replied that the

dernand, as reported by members of the Council, was spotty and varied

ac"rding to areas. Mr. Frankland commented that in some parts of the

14/e1fth District, including Southern California and the Northwest
Coe84._..

J. area, there seemed definitely to have been overbuilding. How-

"'ell' this was not so apparent in other places, such as the San Francisco
)1Ety

area, where business expansion was continuing. Mr. Betts said
that

in Houston, where commercial construction was flourishing, there
vere

aPproximately 4,600 unsold speculative houses.

Governor Shepardson referred to reports indicating a leveling
Oft

Clr even a decline in farm land prices and inquired whether the

rnetsbers
of the Council had observed any significant trend.
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President Livingston Livingston replied that in the Seventh District

there was definitely a decline in enthusiasm for purchasing farm land

and that this was reflecting itself in lower prices. Mr. McClintock

rePorted that without question there had been a decline in farm land

Prices in most parts of the Tenth District. Mr. McCloy summarized

Iselports made recently to the directors of an insurance company which

indicated that the tendency to go into farm land as an inflationary

hedge was now substantially out of the picture and that prospective

PUrchasers were looking at land values more closely. However, it

appeared from those reports that there was not too much activity in

the farm land market because owners were holding out for prices that

°thers were not willing to pay.

President Livingston expressed the view that the fear of

Inflation was tending to diminish and that the tendency of prospective

PlIrehasers to be more cautious in the acquisition of farm land was

°11-1,Y one phase of the general picture.

Chairman Martin then inquired regarding foreign competition

United States markets, and Mr. McClintock stated that this was the

8111/Ject of much discussion in the Tenth District, with emphasis on
steel

imports. Mr. Frankland commented to the same general effect with

Ile"I'd to the situation in the Twelfth District, and Mr. Murray referred
to

nereased competition of foreign goods resulting from the opening
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°f the St. Lawrence Seaway. Mr. Sienkiewicz said that, in addition

to continuing imports of soft goods, there was more evidence of heavy

goods coming in from abroad in the past three to six months.

With regard to the reaction of domestic producers to foreign

competition, President Livingston said it was of concern to him that

ra°re and more people seemed to be thinking in terns of protection.

lie then referred to the quantity of explanatory material regarding

the United States balance of payments that had been distributed in

Iseeent months and suggested that this had made the public more con-

eci°us of the effect of higher wages in placing United States producers

" a competitive disadvantage.

2. How does the current demand for credit compare
with demands at this season of other recent years?
What is the prospective demand for bank loans and
other credit during the remainder of this year?
Will the anticipated substantial increase in
plant and equipment expenditures be financed by
internal funds, term loans, or resort to capital
markets?

Most members of the Council report that the current demand for
credit exceeds that at this season in other recent years.

The Council believes that the demand for bank loans and other
credit will be strong during the remainder of the year. The
anticipated substantial increase in plant and equipment expen-
ditures will be financed largely by internal funds with some
resort to the capital markets. In those instances where internal
nda prove to be inadequate, principally in medium and smaller

°Usinesses, term loan financing by banks may be required.

President Livingston said it was the belief of the Council that/

1°ans in the banking system already at a high level, the demand for
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loans was going to increase and intensify. In the circumstances,

the Council members were concerned about the ability of the banks to

service the demands for credit that were envisaged during the remainder

°f 1960, particularly in view of the usual tendency for loans to build

111) after the end of June. Most of the larger banks had substantially

liquidated their holdings of Government securities in order to obtain

rtinds to lend to customers having legitimate requirements for credit,

etnd the superimposing of the demand seen ahead was a matter of concern.

While he hesitated to mi9ke this point, he felt that the availability

c3f the discount window would be of increasing importance.

In response to a question by Governor Balderston, President

Livingston said that term lending was on the increase but not to a

significant extent. After expressing agreement with an observation

G°vernor Balderston that expenditures for business plant and equip-

Probably would be satisfied to an unusual extent out of retained

eltrIlings, he noted that many large corporations and some smaller

e°1110ration6 had accumulated quantities of Treasury bills and com-

niereiel paper. When they started making expenditures, presumably

theY vould start disposing of the bills, and this led to the question

Ithether the process would depress the Government securities market.

very the Council was not inclined to feel that this would be a

'-4tioant factor because the selling of the bills would not occur
4tAh

-4,Y one particular time and because, in the Council's opinion, a
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sUbstantial amount of the funds that had been invested in bills would

not be converted for this purpose.

3. Has there been a reduction in liquidity of banks

so great as to hamper them in meeting the more
essential needs for credit? Are there differences

in this respect among groups of banks, such as
money market banks, banks engaged principally in
Industrial and commercial lending, and banks in
agricultural areas?

While there have been increases in certain types of longer-
term credit, indicating some lessening in the liquidity of
banks, the reduction has not been so great as to hamper the
banks in meeting the more essential needs for credit. The
Council uses the phrase, "essential needs for credit:" in
the sense of customary, short-term or seasonal credit.require-

ments. In the opinion of the Council there are no significant

differences in these developments among groups of banks.
However, banks which are reluctant to liquidate portions of
their bond portfolios at a loss may be hampered in meeting
all of the essential needs for credit in their commnities.

President Livingston said the Council, in considering this

Westion, assumed that it was not addressed to the problem of depre-

ciation in Government bond accounts and related more to whether

e°11amercial banks were going too heavily into term loans, so that

'Perhaps the banking system would not have enough liquidity to take

c"e of the traditional function of servicing short-term needs for

credit.

4. What have been recent developments in the volume
of the various forms of savings? Is public
interest in United States Government securities as
widespread as it was last fall?
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Total savings appear to be increasing with a larger share of
the increase going to those institutions, such as the savings
and loan associations, which are paying higher rates. While
the public interest in United States Government securities now
IS greater than it was a year ago, it is not as great as it was
at the time of the issuance of the "magic 51s."

President Livingston said the Council had some question as to

Whether the Board's inquiry related to the savings bond program or to

marketable Government securities, including the very favorable recep-

tion of the "magic 5's" last fall in contrast to what had happened

since that time. In the view of the Council, the favorable reception

°f the "magic 5 1s" had in general tended to increase the interest

f the public in marketable Treasury issues, as opposed to savings bonds.

Mr. Murray reported that in the Minneapolis area savings had

increased during the first quarter of the year, but in April the com-

mel'cial banks, the mutual savings bank, and the savings and loan

asso
ciations in Minneapolis all lost savings deposits. During that

1110/1th 
retail sales, automobile sales, and other forms of consumer

813ending were strong. Some part of the decline in savings also

l'efleeted tax payments, but the trend continued after the tax date.

M. McCloy noted that in recent months savings deposits at

ec3ritniercial banks and mutual savings banks had been barely rising,
while

at savings and loan associations the increase was comparable to

14hich occurred last year.

that
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Chairman Martin then commented that an increase in savings

waS undoubtedly occurring, but that there was a real question as to

the sufficiency of the increase to provide for the expansion that

aPparently was ahead.

5. The Board would be glad to have the views of
the Council regarding the appropriateness of
monetary and credit policy in recent months.

The members of the Council believe the Board's monetary and
credit policy in recent months has been appropriate and well
executed. The degree of restraint appears to have been suitable
under prevailing conditions.

President Livingston noted that on this occasion the Council

had responded to a question phrased in terms of the appropriateness of

in°fletarY and credit policy in recent months. In response to an inquiry

as to the view of the Council regarding the policy that would be appro-

Priate in the period ahead, he said the Council had not discussed the

Personally, however, he felt the System should continue the

13011cY it was presently following. From available information, he

asaumed the objective at the present time was a level of net borrowed

l'essrves of around $200 million, in contrast to the level of around

$500 
million that prevailed several months ago. If the Council had a

tter

Viey one way

or the other about a change, he felt it would be in the
area

°I making money somewhat easier rather than tighter. He had in

411" the statement of the Council that it believed busineEs would be

g°°c1 dUring the remainder of the year. Nevertheless, if the System
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moved from its present posture, he believed the Council would feel

that the move should be in the direction of being easier rather than

tighter.

Mr. McCloy agreed. He then turned to a discussion of the

Provisions of the present reserve requirement law relating to the

termination of central reserve cities not later than mid-1962 and

sUggested that the Board might wish to consider acting on the reserve

re 
quirements of central reserve city banks before the deadline specified

by the statute. Mr. McCloy also suggested that use of the reserve

l'eqUirement instrument might be considered as a method of dealing with

the problem of high loan ratios of banks in New York City and, increas-

inglY, banks throughout the country.

President Livingston said he shared the view Mr. McCloy had

exPressed on the matter of central reserve cities. He -would not

Irant to suggest action on the reserve requirements of central reserve

citY banks if that would be in conflict with general policy. On the

ther hand, since no one could know what the picture would be in 1962,

it Inight be worth while to consider the gradual achievement of parity
in

reserve requirements as between central reserve and reserve city
batke6

This might be more difficult, in the light of other consider-

) if delayed until the end of the period specified by law than

ir acco
mplished over a period of time.
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Chairman Martin indicated that th,. various questions involved

in implementing the reserve requirement legislation were under

continuing study by the Board, and that the Board was aware of the

Problem mentioned by Messrs. Livingston and McCloy.

This concluded the discussion relating specifically to the

t°Pies on the agenda for this meeting. However, the discussion
that 

followed touched upon a number of the topics on the agenda and
the 

statements of the Council relative thereto.

During this discussion Governor Robertson noted that the

e°11flei1 appeared to feel that the System might provide more reserves.

Re asked how much easier it was thought the System could get and still
not s

timulate expansion unduly.

President Livingston replied by suggesting a balance of excess
reserves 

against borrowed reserves, indicating that he felt such a

position would not disturb the posture that had been achieved by

the S`Ys tern After pointing out that almost half of the calendar
Year had elapsed, he said that, barring unforeseen international

cleveloPments, it did not appear as though anything drastic would
°QclIr to 

alter business expectations for the remainder of the year.

Of the current outlook, he felt the position on reserves that
he had mentioned could be achieved without harmful effects.

President Livingston again brought out that many members ofthe 0011n
cil were concerned about the declining liquidity of the
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commercial banking system, not so much from the standpoint of safety

as from the standpoint of being able to provide for legitimate short-

term credit requirements.

Governor Shepardson noted that the Council had indicated, in

connection with the third topic on the agenda, that the reduction of

liquidity had not been so great as to hamper the banks in meeting

the more essential needs for credit. He inquired how this comment

could be reconciled with the statement, also made during today's

discUssion, regarding the liquidity position of banks and the rather

difficult situation that the banks might be facing.

President Livingston replied in terms of the need to define

°11e18 approach to the problem of liquidity. Putting aside the factor

Of safetY, the primary question would be whether the banks had suf-

ent funds to take care of essential short-term credit needs.

With the present reserve requirements and the current demands for

cl'edit, the banks might not be able to take care of those needs if
the re s

we any question about their having access to the discount

ndolr
periodically.

Governor Shepardson inquired as to how banks wcald meet the

Ilroblem if the loan ratios were to go higher, and in reply President

/4-1ti1gston said his own bank recognized an obligation to take care
Of needs for short-term commercial credit. If necessary, the bank

1"Ild turn down term loans and reduce consumer credit, so as always
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to be in a position to take care of essential needs for short-term

commercial credit, which is the primary business of commercial banks.

If it had to borrow to meet those needs, it would have no qualms.

This vas the definite policy of his own bank and it was also the

P°1icY, he felt, of every large commercial bank in the country.

In further comments, President Livingston said he would like

t0 be able to say that he thought the Federal Reserve should reduce

l'eserve requirements substantially to meet the liquidity problem.

ii°vever, he could not make such a statement. He would not suggest

reducing reserve requirements substantially in order to accommodate

this problem, and he would rather go through the difficult period

that the banking system was now experiencing, a period which required

tlirning down some prospective new business in order to be able to

ace°mmodate essential needs for short-term credit.

Chairman Martin expressed agreement with an observation by

-tudent 
Livingston that inflationary psychology seemed to have died

down 
and recalled having stated publicly that in his opinion the

tnflati°flarY psychology had been partially liquidated. He then pro-

to a discussion of the problem of the cost and availab'llity
Of mo

neY9 during which he said that in his view the most signiflant

141e)(131ained development thus far in 1960 was the dramatic charge in

interest rates. At some point an equilibrium had developed, but it

not he said precisely when that occurred. He then referred to
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Committee had been examining developments closely. Thus

tar, it had been difficult to arrive at answers, although it was to

be hoPad that more light would be shed on the situation as the year

ilr°gressad. Meanwhile, it seemed necessary for the System to con-

tilltle to feel its way, bearing in mind all of the problems that had

been te
ntioned at this meeting.

Governor King commented regarding the general firmness of
the m

°IleY market, and particularly the Federal funds rate, during
a pert

°d When the level of net borrowed reserves had been declining.This s

5/17/60 -14-

de
velopments with regard to bank holdings of securities, the

savinr.s
66 bonds program, and corporate holdings of short-term secur-

ities, along with the relationship of the discount rate and the

Treasury bill rate. With regard to short-term rate fluctuations

in the money market, he noted that, although temporary, they were

the cause of some concern in attempting to evaluate the situation.

Chairman Martin inquired whether any reduction of the prime

rate as believed to be in prospect on the basis of the present levels
Of 8

uPPly and demand, and the responses that were heard were in the

negative. The Chairman then stated again that the problem currently

calling for judgment involved a combination of the availability and

cost of credit. He noted that the Board of Governors and the Federal
()Pen market

eemed to illustrate, he suggested, that the true degree of

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



5/17/60 -15-

restraint cannot be measured by any one figure such as net borrowed

reserves.

President Livingston brought out that his bank had consistently

followed the practice of purchasing Federal funds, with the objective

°f staying out of debt to the Federal Reserve Bank, and that this

Practice on the part of banks had tended to keep the Federal funds

rate at the level of the discount rate. He suggested that it was

P°88tb1e to get too preoccupied with short-term rates and that it

seemed 
doubtful whether the Treasury bill rate had too much signifi-

c4nce in view of the gyrations that had occurred. Over the longer

11111, he felt that the trend of interest rates would probably be

1113/4ard, because it seemed doubtful whether the accumulation of

8avings would be sufficient to take care of the needs for credit.

Chairman Martin said that he was inclined to agree generally

lth President Livingston's observation about the short swings in
the

Market and that this applied also to the net borrowed reserve

Itire, which is not too significant on the basis of any single week.

°Ile difficulty in appraising the situation had to do with the variety

l'ear-term money substitutes and changes in the patterns of saving.
All of the things that had been mentioned at today's meeting were

' sense interrelated.

The discussion then turned to the subject of the maximum
rate
'11 interest payable by member banks on time and savings deposits.
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President Livingston said the Council was aware that Bank

of America National Trust and Savings Association had suggested

c°nsideration of a change in Regulation Q that would permit member

banks to issue time certificates of deposit bearing a rate as high

as 4 per cent. The banks in California had been hurt badly by savings

and loan competition and it was understandable why this relief was

s(Aight. The Council had again discussed the problem in general terms,

iric1.11.cling the question of an increase in the maximum permissible rate

0r the possibility of legislation that would eliminate the requirement

r°1' the fixing of such rates. The feeling of the Council was that

batikS 
generally would be opposed to an increase in the ceiling beyond

3 Per cent.
Mr. Livingston added that, speaking as the member of the

C°14:leil representing the Seventh District, he shared that feeling. In
that District the banks, generally speaking, were apprehensive about

ilicIseasing the ceiling for a variety of reasons, principally because

the PaYment of interest at the rate of 3 per cent had been costing
them a good.

deal and because an increased rate would tend, perhaps,

to the solvency of the banking system by forcing banks to
NI.Q11 

for higher-yielding assets.

President Livingston repeated that he thought he was correct
111 et ti

a---Ing that the Council generally would recommend that the ceiling

Per cent not be increased.
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Mr. Frankland noted that he represented an area where there

had been some divergence of opinion. In the Salt Lake City area,

arld in the case of Bank of America National Trust and Savings A8SOCi-

ati°11, there had been some change of attitude since the Council

meeting in February of this year, but otherwise most bankers throughout

the District continued to favor maintaining the present ceiling, for

ree"na that he (Mr. Frankland) had outlined at the February meeting.

President Livingston noted that there might be a question

Aether the law prohibiting the payment of interest on demand deposits

ehould not be changed; it might be argued that the markets should

cletermine such things as the rates payable on deposits in a free

entert,
-e-4.
„,

se system. If one could assume that the level of interest
rates

) over the longer run, was likely to move gradually upward, this

17413 a phase of the matter to which thought might be given.

Governor Robertson inquired whether he understood correctly that
the memb 

embers e of the Council thought it was not necessary to increase
the rate on

time certificates of deposit in order for the banks to com-

Iltete with savings and loan associations.

All of the members indicated that this was their view. Pres-
ilaellt Li 4

-v-Lngston added, however, that the previously-expressed opinion

eitynin

Or
th

flCil 
e

with respect to the appropriateness of increasing or even

ating the ceiling as to time deposits of foreign governments
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or central banks had not changed. The Council recognized, of course,

that a difficult problem was involved in that regard.

In reply to a question, Mr. McCloy stated that the pressure

O n foreign-owned time deposits still prevailed, although it may have

diminished a little. The transfer of deposits to foreign branches

Of American banks was continuing.

Chairman Martin then outlined the reasoning behind the

charge in some quarters that the monetary authorities were caught

tn a "bundle of inconsistencies." The argument, he said, began

Ilth the public status of banking and its exclusion from free enter-

Pllse in the ordinary sense of the word. This led to the question

(41 how much regulation was needed, which involved, among other

things, the prohibition of interest on demand deposits and the

limitation of interest on time deposits. One school of thought

1'148 Pressing actively the view that no free market was left; the

151.°13°nents of more government were insisting that the decisions of

the market place could not be relied upon and that governmental

cleci8i°118 would be necessary to produce growth and other desired

°I3jectives. To those who hold that market processes still exist,

ithj
limitations, in the face of p1l the interferences with them,

thes
e Parties would ask why the government would want to preclude

the
Person who wanted to save more from being paid more.
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Obviously, the the Chairman pointed out, if interest rates were

g°ing to tend to be permanently higher, and if the present rate

ceiling should be maintained, at some point there must be a conflict,

and it could then be asserted that there had been undue interference

with the market process. Chairman Martin said he did not agree with

those who claimed that the market process had already been destroyed.

In his opinion, the key to obtaining the growth and development

being sought was to discourage unnecessary government interference

and turn to market forces.

Mr. Sienkiewicz noted that the saver has a rather wide

1132Ige of choices. If rates were to go up, eventually there would

c°ale a point where one must recognize that a 3 per cent rate was not

ell°ugh, but at the present time he felt it was quite a fair rate.

4180) the soundness and solvency of the banking system must be borne

ind. In his opinion, many small banks would be in bad shape at

the r11°ment if they went beyond 3 per cent, for they could not meet

their costs.

Chairman Martin said he could sympathize with that point of

but it was necessary to struggle to maintain market forces.

TIriling might be an important element, but it should not obscure the

11"te problem that might appear in the longer run.

Governor Robertson said he understood Mr. Sienkiewicz was saying

important to look at the soundness of the entire banking system
It vas
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and not merely to provide individuals with an investment opportunity

Dully guaranteed by the Government.

Mr. Sienkiewicz replied that in his opinion this was a prime

Consideration

Mr. Betts commented that in the Eleventh District the banks

had become more competitive in the savings field to the extent that

many more small and medium-sized banks were now operating savings

departments and paying interest on deposits.

After Chairman Martin outlined the theory of a member of the

Co
ngreos that commercial banks should be prohibited from holding

Bavinga deposits, Governor Balderston inquired whether the Council

had anY view about the availability of mortgage funds through the

l'eMainder of the year.

President Livingston indicated that the Council had not dis-

cli ed the question. However, from a recent check by his bank with

antimber of insurance companies, it appeared that, although commit-
Inents were rather heavy for the balance of this year, mortgage money

illIght be more available thereafter. Mr. Livingston felt that there

1'7118) in fact, no dearth of mortgage money, although a lot was heard
Qn the 

subject.

In response to a question, Chairman Martin indicated that
the 

Oad had not yet received complete information with respect to
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the plans of the Subcommittee of the Houle Banking and Currency

Committee that had announced its intention to hold hearings

ehortl. y on a bill introduced by Congressman Patman that would call

for the retirement of Federal Reserve Bank stock.

It was agreed that the next meeting of the Federal Advisory

Council vould be held on September 14-15, 1960.

The meeting then adjourned.

ecr
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