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

System and the Federal Advisory Council was held in the Bo
ard Room of

the Federal Reserve Building in Washington, D. C., on Tue
sday,

November 21, 1961, at 10:30 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Mills
Mr. Robertson
Mr. ghepardson

Mr. King

Mr. Mitchell

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Messrs. Enders, Murphy, Petersen, Hays, Hobbs,

Persons, Livingston, Turner, Murray, Betts,

and Frankland, Members of the Federal

Advisory Council from the First, Second,

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

Ninth, Eleventh, and Twelfth Federal Reserve

Districts, respectively

Mr. R. Elmo Thompson, Chairman of the Board, The

First National Bank and Trust Company of

Tulsa, Tulsa, Oklahoma

Mr. Prochnaw, Secretary of the Federal

Advisory Council

Mr. Korsvik, Assistant Secretary of the

Federal Advisory Council

In the absence of Mr. McClintock, Member of the Fe
deral Advisory

Council from the Tenth District, Mr. Thompson represented 
the DistricA,

at this meeting.

President Livingston noted that six members of the Cou
ncil

(Messrs. Persons, Livingston, Turner, Murray, McClintock, 
and Frankland)

*would conclude their service on the Council at the end of
 the current

calendar year.
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On behalf of the Board, Chairman Martin expressed appreciation

for the contributions made by the members of the Council and referred

Particularly to the service of Mr. Livingston as President of the

Council.

President Livingston noted that the next meeting of the Federal

Advisory Council normally would be held on February 19 and 20, 1962,

and Chairman Martin indicated that those dates were agreeable from the

standpoint of the Board.

Before this meeting there had been distributed a memorandum

from the Council listing the topics suggested for discussion. The

topics, the statement of the Council with respect to each, and the

discussion at this meeting were as follows:

1. What are the observations of the Council regarding

the current business situation, the sentiment of

businessmen, and prospects for the remainder of

this year and the first half of 1962? In its

analysis of prospects, what are regarded by the

Council as the strategic factors?

The Council believes the current business situation has

improved since the last meeting with the Board, and generally

is good. Business sentiment is more hopeful, although there ia

concern about the adequacy of profit margins. The Council

believes that prospects for the remainder of this year and the

first half of 1962 are for a further improvement in business

activity, but there is no evidence of a boom psychology.

Unemployment, the Federal deficit, and the balance-of-payments

problem are matters of concern, but the improvement in consumer

spending in recent weeks is the strategic favorable factor in

the outlook for the months ahead.

The discussion of this topic began with comments relating to

the portion of the Council's statement that referred to the exist4mr:e

Of concern about the adequacy of profit margins
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President Livingston pointed out that a continued squeeze on

Profits had resulted from increased competition, the fact that many

productive facilities were not in optimum use, and the rise in labor

costs. For comment on a point of view within the Council as to why

more price rises had not occurred at this stage of the cycle, he turned

to Mr. Murphy, who expressed the opinion that there had been an endeavor

on the part of businessmen to cooperate with the Administration. The

exchange of letters between the President and various steel companies

had set the tone; in effect, they said to hold the line on prices, or

at least that was the interpretation of them by most businessmen.

Businessmen naturally must view the situation realistically, however,

and they realized that an element of wishful thinking was involved as

long as wage costs were allowed to increase. Therefore, although he

felt that businessmen were trying to hold the price line, he was not

sanguine that this could be done indefinitely. In the longer run,

Prices were going to rise as long as wages went up.

As to whether increases in consumer takings might change the

attitude of businessmen toward their pricing policies, President

Livingston said he would think so, especially if costs continued to

increase. In reply to a question regarding prospects for business

investment for modernization and expansion, President Livingston

expressed the view that the volume would be greater in 1962 than in 1961,

'with emphasis on the correction of obsolescence rather than expansion

because of the adequacy of existing productive facilities to meet the
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present levels of demand. Mr. Murphy commented that when profit

margins are being squeezed, businesses tend to be more conservative

In planning plant expansion. Mr. Hays commented that businessmen in

his area were hopeful that legislation would be enacted to permit

more rapid depreciation, feeling that it was almost essential if

they were going to maintain a competitive position. This would also

have an influence on capital expenditures.

As to whether the principal hope for improved profits might

not lie in greater volume rather than increased prices, due to the

pressure of foreign competition, reference was made by Council members

to the textile industry and the radio industry, in both of which cases

Imports from Japan were significant factors.

Reference also was made to domestic inter-product competition

as a restraining factor on the ability of industrial concerns to

raise prices, and President Livingston indicated that the Council

agreed fully with the importance of this factor. Because of unused

capacity, there was keen competition among domestic companies. M.

Murphy observed that inter-product competition was evident in the

Construction industry, where various kinds of substitute materials

Were being used.

In reply to a question as to whether inomiries at banks

offered evidence that businesses might be getting ready to embark on

facilities programs, President Livingston said that his bank detected

some indications of interest, relating mostly to expenditures Mr
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modernization and for making enterprises more competitive rather than

in connection with plant expansion. This was understandable, as he

had mentioned previously, with present capacity exceeding demands.

2. Have Council members observed signs of recent change

in consumer buying of durable goods and homes, or in

willingness to use credit freely for such purposes?

A number of members of the Council have observed indi-

cations of an increase in consumer buying of durable goods.

Although the volume of consumer credit has not expanded signifi-

cantly, this expansion should follow. There has been little

evidence, however, of any acceleration in the purchase of homes.

President Livingston said he felt that a real increase in

consumer buying was in prospect, extending not only to durable goods

but over the broad spectrum of consumer spending. It was his opinion

that the improvement noted recently would continue and that the volume

Of Christmas business would be the best in the history of the nation.

It is not possible, he noted, to pinpoint the factors that motivate

consumers to buy or not to buy. Homever, the manifestations of increased

consumer spending in October augured well for continued s'dmulati n of

the economy.

3. What evidences are seen of curTeut or prospectie

improvement in the unemployment situation?

The Council has seen little evidence of improvement in

the unemployment situation. However, as the expansion of

business continues, unemployment should decline.

President Livingston said that Mr. Hobbs had observed in the

Fifth District perhaps a greater improvement in the unemployment

situation than observed by the other members of the Councd.1 in their
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respective districts. Generally speaking, so far as the Council could

detect, there had not been any marked improvement as yet.

Question was raised as to whether there were indications of

substantial suffering due to unemployment, and President Livingston

replied that the members of the Council perhaps were not in a position

to express fully informed views. It was his impression, however, that

in the Seventh District acute hardship did not exist to any substantial

extent. Mr. Murphy referred to continued high levels of unemployment

in the Utica-Rome, New York, area, this being partly basic and partly

due to the recession. Even there, however, there were some signs of

improvement. The situation did not appear to be worsening in any area

within the Second District, and there had been some improvement in

Practically all areas. Mr. Hobbs commented that although the Baltimore

metropolitan area had been hard hit by unemployment, it seemed difficult

to point out any considerable extent of real suffering. Mr. Petersen

noted that even though the unemployment situation had improved some-

what in the past eight months, some members of the Council were inclined

to doubt whether the cyclical movement alone would bring unemployment

down to what might be considered a tolerable level. There was a good

deal of structural unemployment. Practically all major cities had a

degree of unemployment, particularly among unskilled and minority

groups, which posed a social problem for the people involved. This

body of untrained workers seemed likely to present a persistent problem,

and there had been a lot of talk recently about teen-agers being unable
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to find employment. Mr. Hobbs suggested that the extent to which

family groups had more than one source of income was a factor con-

tributing to the amelioration of hardship situations. General

Persons expressed doubt, in view of unemployment compensation and

other Governmental assistance programs, whether there was any large

extent of suffering on the part of unemployed persons in the sense of

their not obtaining the basic necessities of life.

With regard to a question concerning the trend and volume of

repossessions, President Livingston said that in the case of one large

merchandising organization with which he was familiar, there had been

sane increase in delinquencies and in losses. However, they had not

risen to a point that would suggest any significant trend. Mr. Murphy

raised the question whether unduly liberal credit terms might not be

a contributing factor to higher repossession rates. Governor King

suggested that this situation might tend to be self-correcting in

that the businessman who was too liberal in extending credit probably

would go out of business. President Livingston expressed the view that

the real policing waS done by the consumers themselves and said that

for this reason he was not unduly disturbed by low downpayments except

in the case of homes and automailes. He felt the empirical evidence

demonstrated that the mass of people would refrain from committing

themselves unduly and that they could not be induced to buy eimPiy

by the offering of liberal terms.
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4. Is business loan demand showing more strength than

appeared to the Council to be developing at the time

of its most recent meeting with the Board? What

industries are most active in the demand for loans?

Are credit supplies likely to be adequate to meet

the probable demands at current interest rates?

Although the demand for business loans has not been as

great this fall as the members of the Council had anticipated,

it is showing increasing strength. Other than borrowing to

finance construction projects, the Council has found it

difficult to particularize as to the source of the demand for

loans, as it is fairly well distributed among various indus-

tries. For the immediate future, credit supplies of the

commercial banks appear to be adequate to meet probable deman
ds

at current interest rates.

In respect to the question whether credit supplies woul
d be

adequate to meet probable demands at current interest rates
, President

Livingston pointed out that the Council had used the phrase "f
or the

immediate future". If some of the current projections of economic

advance in 1962 proved realistic, the answer might be diffe
rent.

Although the Council felt that credit supplies would stil
l be adequate,

it would not want to say that under such conditions credit wou
ld

necessarily be available at current interest rates.

Chairman Martin commented that he watched the Tate of ,savin
g

Closely at all times, feeling that this was the key to the int
erest

rate problem. As long as resources were available and the volume of

saving was high, there would tend to be an equilibrium. However, 1..iv

the rate of saving dwindled, the situation would be different.

Governor King commented on the volume of excess reserves 
held

Persistently at country banks and inquired whether that fac
tor would
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be of concern in the event of a tightening of credit conditions.

President Livingston replied to the effect that personally he would

not regard this as a disturbing factor.

In reply to a question about bank portfolios, President

Livingston commented that earlier there had been a marked shortenin
g

of maturities in Government security holdings because the banks had

anticipated a substantial increase in loan demand and did not wa
nt

to run the risk of price changes in longer maturities. As it turned

out, that shortening was not necessary; the anticipated loan demand

had not been experienced and the banks had suffered some loss of income
.

In his opinion the demand for loans would show up at some point, however,

and Government security holdings would be reduced to meet the demand.

Mr. Murphy commented that Second District banks had maintained

a high degree of liquidity, having anticipated that by this date there

would be a more substantial rise in loans. Even though that demand

had not yet appeared, the banks still thought it was coming. Partly,

however, the degree of liquidity was attributable to the volume of 
time

certificates of deposit and foreign timP deposits. In view of the

nature of those deposits, the banks felt that they must stay rather

close to shore and had loaded up with bills and other very short-term

Government securities. From the standpoint of earnings this was not

the best thing to do. Not being certain, however, how long the top

layer of dollars would be with them, the banks felt that they must

maintain a short position.
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Mr. Frankland said that Twelfth District banks would be

receptive to requests for term loans. Probably they would not be

receptive to the same extent as during the last large buildup, but

applications would be readily received.

At this point there was a deviation from the agenda, con-

sideration being given, at the suggestion of Governor Mills, to the

implications of the European Common Market.

President Livingston said the Council had devoted some time

to discussion of the subject. According to one view, which he

happened to hold, there existed at least a possibility that of

necessity the United States would have to become a part of the

Common Market.

Mr. Petersen suggested that the thrust of policy must be to

assure continued access of American exports to the European market,

Which was the largest market this country had for its exports. Unless

that could be done, there would be in actuality a divided western world,

With two great markets. This country, he pointed out, would be in a

most difficult position if it did not have a favorable balance on

Merchandise account. Therefore, the thrust of, policy should be to

eliminate barriers to United States exports, and the Common Market was

4 real impediment.

In the course of further discussion, Mr. Murphy said that he con-

sidered the Common Market one of the major developments of this period.

The Soviet Union could deal with each country individually, but as a
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bloc the countries formed a formidable trade area. When history was

written, he felt that the Common Market would be seen as a turning

point, both economically and politically. If so, he was inclined to

think the time would come when the United States would be knocking on the

door because of the difficulties involved in staying.out. There was the

question whether this country would be able to adjust its costs and prices

so that it could afford to join. However, the greatest differential was

in labor costs and there were already signs, although the gap would not

close overnight, that the cost of labor in European countries would tend

to move up proportionately faster than in this country.

Mr. Petersen commented that the Common Market was in the nature

of an exclusive club, participation in which involved giving up elements

Of national sovereignty. When one talked about joining the Common Market,

he must think in terms of the consequences. If the Common Market included

all of the western world, that might be a different proposition; then it

w'Jld be no longer exclusive.

Mr. Hays noted that the forces that had brought about the organi-

zation of the Common Market were only in part economic. The real urgency

arose from a need for greater cohesiveness vis-a-vis the Soviet Union.

If it had not been for this urgency, the Common Market might not have

come into being, considering all of the concessions that were necessary.

5. Are there indications of inflationary pressures

in commodity markets? In markets for capital
assets, such as urban and rural real estate?
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The members of the Council see few signs of inflationary
pressures currently in commodity markets or in the markets
for capital assets such as urban or rural real estate. How-

ever, the constantly increasing cost of labor and services
continues to exert inflationary pressure. There are indi-
cations also that prospective builders are moved to act
promptly because they believe delays will mean higher
costs. The present level of the stock market may likewise

be indicative of some expectancy of further inflation in
the future.

There was no discussion with respect to this topic.

6. What are the views of the Council regarding current
monetary and credit policy? What relative weights
would the Council assign to domestic and to balance-
of-payments problems?

The Council believes current monetary and credit policy
has been appropriate. Some members of the Council believe that
recent favorable developments in the economy suggest the desira-

bility of a slight lessening in the degree of ease, such as a
small decline in the free reserves of the banking system. Other
members of the Council are of the opinion that we are nearing the
point where some adjustment would be desirable, but would delay

acting pending further improvement in business.

The members of the Council would continue to assign somewhat
greater weight to domestic issues, but believe balance-of-payments
problems are becoming increasingly important in the determination
of monetary and credit policy. However, these two areas are not
separate but are closely interrelated.

President Livingston said that there was a difference of opinion

within the Council, with the members about evenly divided. Personally, he

would not favor any move toward tightening of monetary policy at this time

despite his earlier comments about improvement in consumer spending. He

did not feel that there were as yet sufficient manifestations of buoyancy

O r of the durability of the recovery movement to justify a change in

Policy.



•3', )(K....I

U /a/61 -13-

Mr. Murphy expressed agreement with this position.

Mr. Enders said it was his feeling that a reasonable amount of

restraint, if exercised at ttle present time, would provide an indication

of the determination of the Federal Reserve System to control any boom

that might develop. It also would provide a signal of the determination

Of the Government as a wholc...,. to do those things that were necessary in

the light of the international situation. This, he thought, was the

appropriate time for the Federal Reserve to indicate that it was pre-

pared to act with disy,atch, now that the country had moved out of

recession into a period of expansion. What he had in mind would be

Purely an indication; the buoyancy that would call for going further was

not yet here.

Mr, Betts expressed concurrence with the view that now was the

time to move, but only very slightly. The question was close enough,

he thought, that most of the Council members who were on this side could

be on the other side with just a little pressure.

Chairman Martin inquired concerning the views of the Council as

to the psychological reaction to further losses of gold in any substantial

quantity, and President Livingston indicated that he did not feel that the

impact would be great in terms of ordinary day-to-day business decisions,

Ilhieh were likely to be influenced primarily by the state of domestic

business conditions. Mr. Murphy suggested that much could depend on the

treatment given to the saject in the press. If losses of gold were

headlinpd, he felt that tne man on the street could become quite upset.
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He agreed, however, that subjects of this kind normally do not have an

important influence on the decisions of the average businessman con-

cerning day-to-day transactions.

Mr. Thompson said that in his area a greater number of people

than in the past appeared to be actively interested in and concerned

about the gold question, the general impression seeming to be that if

such losses continued the value of the dollar would decline. In the

minds of some people, this was the key to serious inflation. Many

Inquiries along these lines seemed to be coming from people who had

saved money.

Mr. Turner said the same thing was true in his area. There

appeared to be increasingly greater interest in the gold problem and

the balance of payments, and numerous inquiries were being made at the

banks. This interest seemed to center in the middle class of investors

and people responsible for the operation of businesses.

Chairman Martin noted that a development of this kind has less

Psychological impact when business is improving than .17-en it is declining.

That could be a danger as well as an advantage.

Mr. Hobbs suggested that the psychological reaction would reflect

not so much a concern about the actual figures on gold stock as a concern

about the trend. After computing losses to date in relation to the

remaining stock of gold, people would inquire haw long such losses could

continue and what would then be done.
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Question was raised whether it would seem appropriate to attempt

to deal with the psychological problem by a tightening of monetary policy,

and President Livingston said he did not think so. It was surprising to

him that there had not been more public reaction thus far to the gold

situation. To begin with, however, the general public did not under-

stand the problem. For example, when there was discussion of removing

the gold cover earlier this year, people did get rather stirred up, but

they did not really understand the problem even though they thought they

did. Another factor was that the loss cf gold had been discussed so much

in the press over a period of time that people may have become rather

inured to it.

Mr. Murphy commented that the problem went deeper than monetary

Policy. It was the over-all policy of the Government that was important.

The Federal Reserve had to do certain things to implement and forestall,

but the basis of public concern went all the way back to fiscal policy.

As far as a further decline in gold holdings was concerned, his greatest

Worry had to do with the reaction of monetary authorities and business-

men abroad. They could, if they saw fit, take actions that would pinch

fast.

President Livingston said the Council agreed that a serious

Problem was involved. As indicated in its statement on this topic,

the Council continued to believe that relatively greater weight in the

formulation of monetary policy should be given to domestic considerations,
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but certainly the question of the balance of payments was of much more

weight relative to domestic considerations than it had been at times

in the past when the opinion of the Council was expressed.

7. The Council would like to review again with the

Board the desirability of a change in the maximum

permissible interest rates on time and/or time

savings deposits with particular reference to

time certificates of deposit and time deposits of

foreign central and private banks and of foreign

governments and their agencies.

The Council believes that the majority of bankers are

opposed to increasing the maximum permissible interest rates

on savings deposits and time certificates of deposit. The

Council also believes that the majority of bankers would not

object to raising the maximum permissible interest rates on

time deposits of foreign central and private banks and of

foreign governments and their agencies. Many bankers have

expressed the hope that the Board -would indicate whether any

change in the interest rate ceiling is or is not imminent.

President Livingston referred to the following topic that

appeared on the agenda for the joint meeting of the Board and the

Council in September 1959, and to the statement made by the Council at

that time:

The Board has received communications from
numerous bankers in various parts of the
country either for or against a change in the
maximum permissible interest rates on time
and/or time and savings deposits— Would the

Council care to express any views on this

sUbject?

The Council does not favor an increase in the maximum

permissible interest rate on domestic time or savings

deposits. However, the members of the Council believe

that the maximum permissible interest rates on the time

deposits of foreign central or private banks and of foreign
government agencies should be increased. If American banks
are to continue to attract and hold these foreign time
deposits, the banks must be in a position to offer compe-
titive rates in the world money markets.
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President Livingston Livingston went on to pcint out that the response of the

Council today was pretty much the same as when the Board propounded

the question in 1959. At the present time, he continued, the larger

banks were receiving a lot of questions, particularly as the end of

the year approached. Some banks were contemplating the possibility

Of changing the method of computation of interest to the so-called

"instant interest" basis, and any change in the current maximum rate

would have an effect on the decisions in that respect. This was just

one facet of the problem, but it was the reason for a good many of the

inquiries that were being received by members of the Council. These

questions were not necessarily coming from bankers who favored a

change in the maximum rate. As the statement of the Council indicated,

the majority of bankers were not believed to favor an increase in the

Present 3 per cent maximum rate for domestic thrift accounts.

Mr. MTrphy said that in the Second District not only the large

but also many smaller banks were much concerned. In this connection

he referred to a meeting of the Administrative Board of the New York

State Bankers Association several weeks ago at which several smller

banks were represented and at which an, of thcise present expressed

concern about the rate ceiling. As a result, a committee was named

to study the matter and a questionnaire was sent to each bank in the

State. One question asked whether, if interest rates increased

further, the banks would find the interest rate ceiling a real

iMPediment to increasing their savings business, and the vast
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majority of of the replies received thus far were in the affirmative.

Further, the New York State banking authorities had now authorized

mutual savings banks to go to a maximum of 3-3/4 per cent on short-term

savings, with no maximum on savings held for more than two years, and

he (Mr. Murphy) had been told that many, if not all, of the mutuals

would go to 4 per cent on the longer-term savings.

With respect to time certificates of deposit, Mr. Murphy said

that in mid-November the New York city banks had outstanding a total

of about $1-1/4 billion. In his opinion the use of the certificates

was a healthy development, bringing money nct normally found in demahd

accounts Into the commercial banks. However, the banks did not know

how long or to what extent this money could be held. If it was going

to go out of the banks, they must keep the funds in short-term invest-

ments. Turning to foreign time deposits, he estimated the total at

Perhaps $2 to *2-1/2 billion, so between them and the time certificates,

aeposits of between $3 and $4 billion were involved. Loan-deposit

ratios were even now fairly high, and the problem would become acute

if loan demand built up at a time when the certificates of deposit

were going out. In general, the same thing was true with respect

to foreign time deposits; some part of that money probably would

stay with the banks, but not a large proportion. With a period of

Prosperity hopefully ahead, these funds could be used to advantage

if kept in the banking stream, but there was the distinct prospect of

losing them.
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Mr. Murphy said he appreciated fully the cross-currents

involved; he could understand the feeling of a $5 million bank with

50 per cent of its derosits in savings accouLts. He was not certain,

however, that such a bank's rates would have to be raised. For many

Years after the existing law was enacted, the rates actually paid by

banks ran far below the ceiling, and there were significant variations

around the country. He did not think that a raising or elimination

of the ceiling would mean that everyone would have to pay higher rates.

After commenting further on the difficulty that would confront

commercial banks in New York State in competing for savings funds

rl.ue the differential between their maximum rate and the rates

recently authorized for mutual savings banks, Mr. Murphy suggested

that the problem must be looked at broadly from the standpoint of

commercial banking throughout the nation. In terms of savings

deposits, he had seen a continuing erosion of the position of the

commercial banks, and the question was whether competing institutions

should be permitted to take the funds. Commer3ial bankers generally,

including those operating smaller banks, were able businessmen who

c-,ould cope with the problem if higher rates were permitted to be

Paid. The commercial banks must be able to meet the competition,

take the money, and use it properly.

Mr. Enders said he thought the statement of the Council

reflected reasonably well the feeling in the First District, but

that what Mr. Murphy had said reflected the feeling even more
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accurately. A number of smaller banks, particularly in New Hampshire

and Vermont, were coming under real pressure and were expressing

themselves forcefully about an increase in the maximum rate. However,

the over-all problem was complicated currently by the foreign time

deposits and the time certificates of deposit. The foreign deposits

were of Importance to the whole economy, particularly in light of the

international payments position. It would seem to him desirable, and

he thought there were a number of banks in the First District that

would feel the same way, to re-study the possibility of dividing

Regulation Q into three sections. The rate that was proper for a

small bank in New Hampshire had little to do with what the large banks

-31ould be able to pay foreign and corporate depositors. This would

be a good time to consider the matter, for at present there was not

the same kind of pressure that would develop if the Treasury bill

rate increased significantly. Therefore, the problem could be

c'onsidered more dispassionately.

Mr. Frankland said he did not feel that member banks in the

Telfth District would be enthusiastic toward the development of a

sPlit rate as between foreign and domestic time deposits. The only

exception would be in the event of some development in the national

intere--2t related to the over-all monetary problem. In other respects)

he believed that the banks would go along with the statement of the

founcil on this topic.
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Mr. Betts said that this statement by Mr. Frankland reflected

the prevailing attitude in the Eleventh District,

Governor Robertson asked the Council to assume a hypothetical

situation in which the rate ceiling was eliminated or lifted sub-

stantially higher. The larger banks, having a relatively small

Proportion of time and savings deposits, would be able to pay a

higher rate than could be afforded by many smaller banks. He asked

whether this would leaA to a flow of funds from the small banks to

large banks in other communities or whether the competition was not

really between banks and other types of financial institutions.

Mr. Murphy suggested that under the hypothetical situation

described by Governor Robertson the circumstances would be similar to

those prevailing a number of years ago, when the ceiling rate was

considerably above the going rate.

President Livingston expressed the view that there would not

he a significant movement of savings funds from banks in smaller

communities to banks in the larger cities. He noted that whereas some

savings and loan associations had advertised for funds all over the

country, the commercial banks had not done so, even at times when there

was a disparity in rates. He thought the problem had a distinctly

local flavor.

In further discussion, Mr. Murphy commented that some banks

could be expected to go wild and pay too much if the ceiling rate

Were increased. However, he did not feel that the whole industry
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should be tied down to protect the weak sisters. Mr. Murphy also

suggested that the problem should not be decided on the basis of

Popularity contests. Instead, the Federal Reserve must make up its

mind what was the right thing to do. There were people all over

the country who would like a decision made, he added. As he had

indicated, New York bankers were worried about the certificates of

deposit and the foreign time deposits,particularly since it appeared

that in the months ahead the interest rate structure was likely to

move upward. At least, the bAnks had to assume that this was a

Possibility and operate accordingly. They could use the time money

to greater advantage if they had some confidence that they would be

able to compete for such funds and hold them.

Question was raised whether the banks were paying as much on

the certificates of deposit as they could afford to pay, given the

Present pattern orintereSt rates, an0 Mr. Murphy replied that they

ould Day more. The time might come, he noted, when corporate

treasurers would feel that they could invest, the money to better

410.1rantage. At present however, his bank was now making adjustments

04 a day-to-day basis to control the volume of such funds. Rates

arid terms were being changed frequently.

General Persons said that information available to him from

the Sixth District indicated that a vast majority of bankers would not

it the maximum rate increased on thrift deposits. He agreed

Personally with that view. As to the time certificates of deposit,
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there was a lack of unanimity because not many of the District banks

were concerned with that type of deposit. Personally., however, he

felt that it would be difficult to justify different maximum rates for

savings accounts and time certificates of deposit. As to foreign

time deposits, Sixth District banks did not have that kind of money,

and he had received no expression of opinion. In his personal opinion,

however, the Board could well afford to allow banks in New York City

and elsewhere to pay whatever they felt they could afford to pay on

such deposits, having in mind the relationship of this question to

the balance-of-payments problem.

The discussion concluded with the aver-all comment by Chairman

Martin that there may have been a tendency, sometimes, to look at the

pr6blem a little too much on a popularity basis. The decision of the

Board,however, must be made on the basis of what was concluded to be

best in the public interest. The majority of the banks clearly were

for making no change, but that was not necessarily the right thing to

do.

The meeting then adjourned.


