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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 1, 1962, at 1030 a.m.

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

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary

Messrs. Enders, Murphy, Petersen, Hays, Hobbs, McRae,
Maestre, Breidenthal, Betts, and McAllister, Mem-
bers of the Federal Advisory Council from the
First, Second, Third, Fourth, Fifth, Sixth, Eighth,
Tenth, Eleventh, and Twelfth Federal Reserve
Districts) respectively

Mr. Henry T. Rutledge, Executive Vice President, North-
western National Bank of Minneapolis, Minneapolis,
Minnesota

Mr. Prochnow, Secretary of the Federal Advisory
Council

Mr. Korsvik„ Assistant Secretary of the Federal
Advisory Council

In the absence of Mr. Moorhead, Member of the Council from the Ninth

District, Mr. Rutledge represented that District at this meeting. Mr. Zwiener,

Member of the Council from the Seventh District, had attended yesterdays

meeting of the Council but was unable to remain for the joint meeting.

At the beginning of this meeting, President Murphy called attention to

the career service record of Woodlief Thomas) Adviser to the Board of Governors,

whose retirement from the Federal Reserve System was impending. President

Murphy stated that the Council would like to place on record its respect for

Mr. Thomas and its good wishes to him for the fUture.
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Before this meeting, there had been distributed a memorandum setting

forth the views of the Council on the topics that had been suggested for

cussion. The topics, the statement of the Council with respect to each,

the discussion at this meeting were as follows

1. What are the observations of the Council regarding

the performance of the economy in recent months, the
sentiment of the business community, and the general
outlook for the remainder of the year? Have the
Council's estimates of over-P17 business activity
for the year been revised appreciably since the date
of the Council's meeting in February? How does the
Council appraise the effects of the steel wage settle-
ment and the subsequent increase in steel prices?

dis-

and

The performance of the economy early this year was somewhat below
expectations. However, recent increases in the volume of consumer
spending, as reflected, for example, by the sale of new automobiles,
indicate that the moderate upward trend in business has been resumed.
The sentiment of the business community might be characterized as one
of cautious optimism. The general outlook for the remainder of the
year is for a moderate rise in the level of business activity.

The Council has not revised appreciably its estimate of over-all
business activity for the year.

The full consequences of the steel price incident are difficult to
appraise. The decision to raise prices may have been poorly timed, but
the conditions under which the companies reversed their decision have
caused concern in the business community and may tend to delv future
capital investment.

Comments by members of the Council were directed principally toward the

recent steel price increases, their subsequent recision, the surrounding circum-

stances, and the possible effect on business conditions and expectations. It

was felt generally that the result might be

for capital investment, and several Council

ing that various firms were reviewing their

there was lack of specific information that

some adjustment of business plans

members reported incidents suggest-

plans carefully. On the other hand,

any programs had thus far been
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altered substantially. The view was expressed that much might depend, in

terms of business psychology, on the Governmental attitude exhibited on the

occasion of major wage disputes as they might develop; that is, whether the

same firmness would be exhibited toward proposed wage adjustments that had

been shown upon the announcement of the steel price increases.

In response to a question as to what actions might be effective in

restoring the confidence of the business community in the near-run future, it

was

tax

indicated that the issuance by the Treasury of currently pending revised

guidelines for depreciation of equipment wouldbe helpful.

2. Does the Council see indications of current or prospec-

tive improvement in the unemployment situation?

While the published figures on employment and unemployment re-

veal a moderately encouraging trend) which the Council believes will

continue, the members of the Council see little indication of any sig-

nificant prospective improvement in the hard core long-term unemploy-

ment situation. The statistics on employment and unemployment need

further amplification and refinement if the problem is to be accurately

appraised and steps taken tc solve it.

The discussion in amplification of the Councils statement included

a report on retraining programs, thus far of a relatively modest nature, in

the First District, The member from the Twelfth District referred to an

inadequacy of information on labor requirements; there were shortages in some

lines of work while large supplies of unskilled manpower remained unutilized.

A need was seen for refinements in the employment and unemployment statistics

to improve their accuracy and usability.

Question was raised whether, in view of indications from recent

surveys that business investment would lean more heavily toward the intro-

duction of labor-saving equipment than plant expansion, such investment was

likely to create as many job opportunities as might be assumed.
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Comments made made in response by President Murphy were in terms that the

general experience of industries reflected a rise in manpower requirements

despite the introduction of labor-saving devices. This experience suggested that

capital investment, even though it might be in the form of improvements in ef-

ficiency rather than expansion of capacity, would tend toward creating addi-

tional employment opportunities. The introduction of labor-saving equipment

might mean, of course, that the increase in employment would not be as large

as it would have been otherwise.

Mr, Hays spoke cf th) need, in a capitalistic economy; for more sympathetic

understanding of the role of profits. It was his reasoning that a solution of the

unemployment problem ultimately was going to have to rest largely with the busi-

ness community, and that a healthy attitude toward profits was essential.

3. What interpretation does the Council place on develop-
ments in the housing aid construction area?

view

The recent rise in housing starts and also in FHA and VA applications
nd apdraisal requests indicate a further rise in home building at a time
when family formations are at a relatively low level. In addition, the con-
struction of apartments in the larger cities is continuing despite com-
paratively high vacancy rates in many areas. In the opinion of the Council,
these trends reflect in part a plethora of funds seeking investment in the
morc:age market aid an effort to meet the rising interest costs of these
funds. The Council believes these conditions are accentuating the over-
building of certain types of housing facilities in some communities.

The observations of members of the Council were largely in support of the

expressed in the Councills formal statement. Although conditions were not

Uniform throughout the country as a whole, a number of examples were cited from

various areas tending to indicate that a certain amount of construction, includ-

ing the erection of new apartments and office buildings; might be proceeding

Without strict regard to the law of supply and demand. It was reported that in
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some situations construction was going forward in the face of relatively high

vacancy rates, and also that the occupancy of new facilities was having the effect

of creating unfilled vacancies in older structures. The ready arailability of

financing was thought to be a contributing factor, with banks and other financial

institutions actively seeking profitable outlets for their funds. Under these

conditions, some apprehension was expressed regarding the sustainability of the

current pace of construction activity.

4. What are the prospects for loan demand at banks during
the next several monthss including the demand for real
estate and consumer loans?

The Council anticipates that loan demand in banks during the
next several months will expand moderately with the expected rise in
business activity. The over-all demand for real estate loans is likely
to rise somewhat in view of the upward trend in construction. The
Council also believes that consumer loans will expand more this year
than in 1961. Inasmuch as commercial banks in general are seeking
higher earning assets aggressivelys a somewhat larger proportion of
the over-all increases in mortgage and consumer loans may find their
way into commercial bank loan portfolios than previously.

President Murphy commented that the view of the Council on the outlook for

loan demand, as reflected in its statement, appeared somewhat more optimistic

than the picture drawn yesterday by members of the Board's economic staff at

their meeting with the Council. Referring to his own institution, President

Murphy noted that loan totals were above the corresponding period a year ago

and that, on the basis of carefli- estimates, a further rise in the fall was

projected. He felt that banks in the Second District, and certainly New York

City bankss would be surprised if loan demand was not up at least moderately

in the fa11.

Mr. Hays commented that in the Cincinnati area the demand for loans for

the construction of residential dwellings was down. Contract awards were well
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above a year ago, but that was due to the construction of apartment houses and

some Government buildings. In dlarting the course of mortgage lending, his

bank felt that outstanding credits were likely to just about roll over; they

might increase somewhat in the early fall, but after that a drop was expected

With the advent of bad weather.

5. The Board would welcome comments as to recent develop-
ments resulting from the increased maximum permissible
rates of interest on time and savings deposits, includ-
ing the effects of higher interest rates on portfolio
management. Are there recent developments of signifi-
cance in connection with negotiable certificates of
deposit or longer-term savings instruments?

The members of the Council report that a substantial volume of
savings has flowed into the commercial banks as a result of the increase
in the maximum permissible rates of interest on time and savings deposits.
This flow of funds, together with the increase in interest costs, is
causing the managements of commercial banks to seek ways of augmenting
their income.

The Council noted at its February meeting that "it is premature
to generalize about possible significant changes in bank lending and
investment policies." There is now persuasive evidence that many com-
mercial banks are expanding their mortgage lending activities and are
increasing their purchases of tax-exempt obligations. They are also
lengthening the maturities of these obligations and of other investments.

The members of the Council report an increased use by commercial
customers of the negotiable certificates of deposit and a more active
market for these obligations.

Reports by several members of the Council, based on soundings in their

respective districts, reflected a degree of apprehension about what appeared to

be a tendency on the part of some banks to lengthen substantially the average

maturity of their investment portfolios, particularly through acquisition of

longer term tax-exempt municipal obligations. There were observations to the

effect that the demand for high quality municipals seemed to be outrunning the

supply, as attested by price movements. As to lending policies, reports of a



trend toward toward expansion of mortgage lending predominated. Although unsound

lending practices had not become evident, it was thought that numerous borrowers

were being accommodated who might have had difficulty in obtaining the requested

financing at times when funds were less available to the banking system. The

tendency to reach out for greater earnings appeared to be most pronounced in

those areas where most of the banks had gone quickly to the maximum permissible

rates of interest on time and savings deposits that became effective at the be-

ginning of this year. Members of the Council expressed themselves as feeling

that the banking system, generally speaking, had moved too fast and too in-

discriminately to the new maximum rates, rather than regarding those rates as

Providing some leeway within which to operate on a discretionary basis.

In response to a question with regard to term loan developments, the

comment was made that the volume of requests for such loans seemed to be in-

creasing and that under present circumstances banks were probably more

susceptible to the making of such loans. However, no particular trend toward

longer maturities was noted.

6, What are the views of the Council regarding the impact of
current monetary and credit policy? Would the Council be
inclined to place relatively more weight on domestic con-
siderations or on international considerations?

The members of the Council believe that current monetary and
credit policy has had a desirable impact on business activity. However,
the economy has been expanding, at least moderately, for over a year
and the outlook is for a continuation of this trend. On the other hand,
the deficit in the balance of payments of the United States, which has
persisted for many years, continues with no definite assurance of oor-
rectione The Council is therefore inclined to place relatively more
weight on international considerations in view of the serious implica-
tions of a continuing balance-of-payments deficit, possible further
withdrawals of gold and the threat confronting the dollar. The Council
continues to recognize that there are other important factors, such as
sound fiscal policy, which xe vital to the maintenance of the integrity
of the dollar.
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In a round of comments made in supplementation of the Council's written

statement, Mr. Hays expressed the opinion that primary consideration should

be given to the maintenance of a strong healthy business structure, with an

accompanying sound fiscal pollcy, At: the same time, a continuing balance-of-

payments deficit, with a substantial further exodus of gold, could lead to e

situation that would severely affect public confidence, particularly because

the intricacies of this problem were not widely understood by the citizenry.

In his view, it was imperative that everything possible be done to slow down

the outflow of gold. In view of the reasonably good level of domestic business

activity, it seemed to him there might not be too great a risk in lowering the

level of excess reserves or firming interest rates somewhat, in the hope that

such actions might help to deter further withdrawals of gold.

Mr. Maestre observed that the question was broad and comprehensive,

involving numerous difficult problems such as the realignment of tariffs,

the effects of the European Common Market, and United States fiscal policy.

Many things had to be straightened out before one could hope to achieve a

balance of international payments. The problem had so many implications that

it could hardly be reduced to simple terms.

Mr. Petersen likewise expressed the view that the question whether

relatively- mute weight should be placed on domestic considerations or on

international considerations involved numerous interrelated factors. Some

judgments could be made, of course, at the periphery. For example, it might

be said that so far as short-term interest rates were concerned, more emphasis

Should be given to international than domestic considerations. When one looked
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at the problem as awhole„ however, it was perplexing. Fmactment of pending

tariff legislaticn might have the longer-run effect of expanding exports in

relation to imparts, but the shart-run effects might be quite different. On

the encouraging side there seemed to be indications of substantial and increas-

ing cooperation on the part of central bankers, reflecting awareness of the prob-

lem of this country. Therc,,, seemed to be a growing tendency toward a concert of

action on the part of central banks and Treasuries all through the world.

Messrs. McAllister and Betts attached key importance to the maintenance

of confidence in the dollar. Until this country could get its fiscal house in

order, they foresaw continued difficulty. Should the current year conclude with

a large budget deficit, that would be extremely unsettling. It was with thoughts

such as these in mind that the Council had included the last sentence in its

statement.

Chairman Martin then made certain comments in which he observed that,

like Mr. Petersen, he found it difficult to assign priorities to unemployment,

economic growth, and the balance of payments because the problems were inter-

related. Yet the Federal Reserve was being confronted by different schools of

thought, each of which felt that a first priority should be given to some par-

ticular objective. Because economic activity was not improving as fast as some

would like, it was being suggested that the Federal Reserve should cut the

discount rate, increase the degree of monetary ease, and ignore any implications

of such actions on the balance of payments. On the other hand, another school

of thought maintained that in view of the vital necessity of correcting the balance-

°f-payments situation, the Federal Reserve should shift to a tighter money policy
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and probably probably raise the discount rate at some point. An in-between school

leaned more ar less to maintaining the status quo riding both horses c3f7:

to speaks and keeping in the middle. Further, within each of the three

schools of thought there were shadings of opinion.

Part of the problem, the Chairman noted, involved the maximum per-

missible rates of interest on time and savings deposits. In places where he

had been recently, some people expressed the view that the banking community

was lowering its standards in seeking income to meet the higher rates. Others,

however, expressed themselves to the effect that there would have been a lower

level of activity if it were not for the aggressiveness and competitiveness

being exhibited by the banking system.

The Chairman went on to point out that there was also the question of

the effectiveness of monetary policy. For example, it seemed doubtful whether

a modest reduction in the level of flee reserves Npuld be effective in halting

any substantial gold outflow that might occur. In assessing the role of

monetary policy, there were also psychological factors to be considered. On

the one hand, it was contended that a greater degree of monetary ease would

tend to offset whatever lack of confiden,7:e existed within the business corn-

Unity. On the other hand, it was maintained that if the System showed any

tendency toward an easier monetary policy at the present time, that would be

damaging to business confidence. Hence, this was a period when there were

almost diametrically opposing views.

There followed further comments by members of the Council on the im-

Portance of a sound fiscal policy, following which President Murphy said that



5/1/62 -11-

these comments indicated why the Council had felt almost obligated to include

the last sentence in its statement. However, if the Council had to make a

choice at this moment regarding the relative importance of domestic and inter-

national considerations in the formulation of monetary policy, he thought the

consensus of the group would favor placing relatively more weight on international

considerations. In the light of world developnents, it seemed necessary that

this country appear prudent in the eyes of those abroad, including foreign

GovernnEnts and central bankers. For this reason, he was concerned about the

thought of an easier monetary policy. Money was relatively easy at present, as

indicated by the earlier comments of the Council regarding the efforts of banks

and other financial institutions to make use of their funds. If there were

further steps in the direction of eases he did not know quite what the results

would be. Therefore, if he had to make a choice, he would be inclined to think

that the next move should be in the dire cti on of tightness. This would be of

sore help in connection with the international situation, and he did not think

it would hurt too much as far as the domestic economy was concerned. There was

a need to indicate to those abroad that this country recognized its problem

and was striving to make logical decisions toward the solution of that problem.

In reply to a questions Chairman Martin said there was no doubt but

interest rates in the United States were lower than in any other major country.

However, an important factor contributing to the volume of foreign borrowing in

this country was the fact that the United States had the best capital markets

in the world. Then money was available and interest rates were competitive, it

Was easier to negotiate for credit in this country than elsewhere. The over-all
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problem was complicated further by the fact that all of the Western European

countries had a situation of full employment, whereas in this country there

was a condition of underemployment. The psychological aspects of that situa-

tion were clear. They traced back to the problems of trade relations and

competitiveness. In a way, this was a healthy trend. Many people who were

formerly protectionists were no longer such, because they realized that

protectionism would not solve their problem. Therefore, they were now endeavor-

ing to become more competitive.

In reply to a question raised by Governor Balderston, President Murphy

commented, with the use of examples, on the variety of inquiries from various

Parts of the world about the possibility of obtaining credit from American

banks. By and large, he said, this was a good business for the banks. It was

concrete evidence of the fact that the world was getting smaller and that this

country inevitably was going to do more and more business with parties abroad.

What the seepage of funds amounted to in total volume, he did not know; he

would say that it was a substantial trickle.

Governor Balderston commented, in further regard to this question,

that the Federal Reserve had made a substantial amount of reserves available

last year mid was continuing to make reserves available. If funds seeped out

of the country, that would increase foreign claims against the United States

and could lead to a further gold outflow. Thus, by attempting to fortify the

domestic economy, the Federal Reserve could be magnifying the balance-of-

payments problem.

President Murphy agreed that the question was an important one. He

wished that better means of measuring the volume of bank credit extended to
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foreigners 'could be developed. As he saw it, the seepage did not result

Primarily from efforts by American banks to employ their funds. Many of the

requests were of such nature that American banks would try to respond to them

even if money were tight, by virtue of long-existing relationships. Further,

the credits were of good quality. In the aggregate, they might amount to a

rather substantial figures and he would predict that this type of lending was

going to grow. Ps Mr. Petersen had indicated in an earlier comment, when

foreigners came to this market, to obtain money, the rate was not a deterrent.

As another indication of the current trends President Murphy cited the

recent activity in the formation of Edge Act corporations, after a period of

about four decades during which little use was made of this legislation.

The basic purpose of one type of Edge corporation was to enable institutions

to make investments abroad, and the creation of such corporations might be the

forerunner of a substantial movement that could be important in years to COMO.

These activities could contribute to the healthy development of some parts of

the world, even though they might involve complications from the standpoint of

United States monetary policy.

The discussion also included comments by Chairman Martin about the

effectiveness of the work being done by the Department of Defense, in relation

to the balance of payments, from the standpoint of military expenditures.

This concluded the discussion of the topics that had been listed on

the agenda for this meeting.

Absorption of exchange charges. Chairman Martin referred to the dis-

cussion at the joint meeting of the Board and the Council on Agra 4, 1962,
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regarding the absorption of exchange charges and the possibility that the

Board might reverse its position of long standing that sorption of such

charges constituted an indirect payment of interest on demand deposits.

He advised the Council that the Board had not made any final decision. He

had talked at some length to the Comptroller of the Currency, who reiterated

his position in favor of par banking. However, the Comptroller maintained

that unless the Federal Deposit Insurance Carporation could be persuaded to

Change its position on the absorption of exchange charges, there was unwarranted

discrimination against national banks vis-a-vis nonmember insured banks.

The Chairman said that the situation was therefore more or less at an

impasse. He hoped it would be possible to work something out, for no agency

Should maintain regulaticns indefinitely that could not be enforced.

Governor Robertson raised the question whether, as a result of the

discussions that had taken place recently within the banking fraternity with

regard to the absorption of exchange charges, it seemed likely that if the

Board maintained its present position the banks of the country--and he was

thinking principally of the reserve city banks--would engage in a more

effective policing operation.

Mr. Hobbs said this was definitely the impression he had obtained

at the recent meeting of the Assoziation of Reserve City Bankers, and President

MurPhy said he had not discussed the problem with aly knowledgeable banker who

felt differently. He rather thought that the problem had been lost sight of

bY many bankers in key positions, and that there was something of an educational

job to be done. Mr. Rutledge commented that one of the problems of policing
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was the varying effect upon different banks. In the case of some banks, the

problem might be of such snail import that they had not considered it worth

while to do the necessary policing. Recent discussions, however, had brought

the broad aspects of the problem to the awareness of many banks. If the

Board's position could be continued until the reserve city bankers saw what

could be done about self-policing, he thought that would be beneficial.

Governor Robertson commented that this was what his question had been

intended to develop. He felt that the discussions that had taken place,

including the discussion at the meeting of the Association of Reserve City

Bankers, had gone a long way toward consolidating the sentiment of bankersf

with the result that the job of self-policing might become easier.

President Murphy said he felt that a lot of progress had been made

already, due partly to the fact that the Board had raised the issue, and that

more could be done.

Reports of condition. Chairman Martin noted that the Comptroller of

the Currency had suggested the possibility of discontinuing some portions of

the report of condition required to be filed periodically by national banks,

in the interest of reducing the reporting burden on such banks. It was the

Board's view, however, that the schedules proposed to be discontinued provided

data that were vital to the formulation of monetary and credit policy.

Members of the Council expressed the opinion that it was not unduly

burdensome to provide the information now called for by the condition report

form, and certain Council members representing national banks stated that

theY would be agreeable to providing such information to the Board on a
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separate form if necessary.

Secretary's note: The Comptroller
of the Currency subsequently advised
the Board that he had decided, subject
to further notice, to retain the form
presently used in calling for reports
of condition.

Question was raised as to the status of the Comptroller's request

that the Federal Reserve contribute to the cost of examinations of national

banks, and Chairman Martin replied that the Comptroller as continuing to

consider the possibility of requesting legislation. In the Board's judg-

ments it would not be appropriate to make such payments to the Comptroller Is

Office under present provisions of law.

It was agreed that the next meeting of the Federal Advisory Council

would be held on September 17-18, 1962.

The meeting then adjourned.

Secre


