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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 Board Room

of the Federal Reserve Building in Washington, D. C., at 10:30 a.m.

on Tuesday, February 16, 1965.

PRESENT: Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Martin, Chairman
Balderston, Vice Chairman

Mills
Robertson
Shepardson
Mitchell

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Messrs. Martin, Moore, Stoner, Watlington, Fleming,

Smith, Hickok, Moorhead, Knight, Aston, and

Cook, Members of the Federal Advisory Council

from the First, Second, Fourth, Fifth, Sixth,

Seventh, Eighth, Ninth, Tenth, Eleventh, and

Twelfth Federal Reserve Districts, respectively

Mr. Petersen, representing the Third Federal

Reserve District

Mr. Prochnow, Secretary of the Council

Mr. Korsvik, Assistant Secretary of the Council

It was stated that the following officers had been elected by

the Federal Advisory Council to serve for the year 1965:

of the

It was

President
Vice President
Secretary

Assistant Secretary

John A. Moorhead

Lawrence H. Martin

Herbert V. Prochnow

William J. Korsvik

also stated that the following had been elected members

Executive Committee to serve with the President

and Vice President (Mr. Martin): L. A. Stoner, Edward

Ransom M. Cook.

(Mr. Moorhead)

Byron Smith, and
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President Moorhead noted the presence of the following members

of the Council who had begun their service as such at the beginning

of 1965:

Sam M. Fleming, President, Third National Bank in Nashville,
Nashville, Tennessee

Roger D. Knight, Jr., Chairman of the Board, Denver United

States National Bank, Denver, Colorado

President Moorhead also noted that Howard C. Petersen, Chairman

of The First Pennsylvania Banking and Trust Company, Philadelphia,

Pennsylvania, was representing the Third District at this meeting in

the absence of William L. Day, member of the Council from that District.

There had been distributed a memorandum listing the topics to

be discussed at this meeting, together with the statement of the Council

O n each. The topics, the Council's statement on each topic, and a

summary of the discussion at this meeting follow.

1. Economic conditions and prospects.

A. How does the Council appraise the general
outlook for the U.S. economy over the next

several months, particularly in the event

of an early steel settlement?

The Council believes the general outlook for the U.S.

economy over the next several months is favorable. Business

activity currently is at a high level, stimulated in part by

the stockpiling of steel as users attempt to hedge against

the possibility of a steel strike. In the event of an early

steel settlement, which now appears more doubtful, the pace
of economic activity probably would slow somewhat.

B. What importance is attached to an excise

tax reduction as a stimulative factor?

A reduction in excise taxes would give some stimulus

to the economy, but it is not generally regarded as an

important factor. On the other hand, there is little or no

comparable experience on which to base such a judgment.
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each

C. Do Council members have information,

based on current demand for bank credit,

on further inventory build-up in steel

and autos? Are there indications that

inventory accumulation is spreading to

other industries and projects?

The strong, contraseasonal demand for bank credit

suggests an inventory build-up, particularly of steel and

autos. Although there is no satisfactory statistical

information on inventory build-up by industry, apart from

the growing volume of corporate cash flows, the rise in bank

loans indicates a possibility that stockpiling may be spread-

ing to products other than steel and autos.

D. What is the current trend in demand

for residential mortgage money?

The demand for residential mortgage money is not strong

in relation to the supply of long-term funds, and rates are

tending to soften.

E. What are the prospects for continuing

the broad stability in commodity prices

that has existed for several years?

The members of the Council believe that the broad

stability in commodity prices that has existed for several

years may now be subject to increasing upward pressure.

President Moorhead said the reports by Council members from

District indicated economic strength. There was some difference of

°Pinion as to the extent of steel stockpiling but little disagreement on

the general economic outlook. The Council members did not feel that an

excise tax reduction would be very important in terms of stimulating

theindustries involved. It was difficult to tell whether the reduc-

tion would be passed along in lower prices to consumers. The strong

c°ntraseasonal demand for bank credit, in the face of a substantial

increase in corporate cash flows, indicated to the Council the possibility
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of a considerable inventory build-up, perhaps extending to products

Other than steel and autos.

Mr. Smith commented that in the Chicago area corporate cash

flows had been increasing, yet bank loans were still going up. It was

hard to tell whether the loan increase reflected simply general demand

O r whether inventories were being built up substantially in view of

the prospective steel strike and other developments such as the situation

in Viet Nam. It seemed logical to assume some inventory build-up, but

there was nothing very definite to indicate speculative activities.

The situation in Detroit was similar to that in Chicago. Apparently

General Motors had accumulated a fair amount of steel inventory. On

the other hand, auto dealers did not appear to be loaded up on cars;

instead, they were trying to get more. Altogether, the situation was

rather puzzling.

Asked whether those now seeking steel might be principally

the smaller firms, Mr. Smith said that everyone who was going to need

steel was thinking about the situation. There was little prospect of

being able to buy later at lower prices, so the acquisition of steel

now would involve merely tying up some money and the risk of taking

a chance was far greater.

Mr. Moore said reports from steel companies characterized buyers

Of steel products as almost panicky. The movement to build inventories

had started rather slowly, but since the beginning of this year the

demand was much greater than the ability to meet it. No one could say

how much longer this would continue, but he expected steel users to be
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aggressive in seeking to build up inventories over the next month

or two.

As to residential construction, President Moorhead said the

reports from all Districts were quite uniform: residential building

was not increasing. There was plenty of mortgage money available and

keen competition to find mortgages. Relaxation of terms was part of

the package. Banks in the Ninth District, for example, were going

further than they would have gone two or three years ago to meet the

Competition from savings and loan associations.

Governor Shepardson noted having heard at a recent meeting

of agricultural lenders reports of a stretching out of terms of

amortization through refinancing, and some of the members of the Council

indicated that they also had heard such reports.

As to the prospects for continued commodity price stability,

President Moorhead said many Council members saw evidence of some

Upward price pressure through devices such as elimination of discounts.

On the surface, prices appeared quite stable, but there were neverthe-

less some indications of increasing pressure.

2. Banking developments.

A. What is the present situation in the
market for negotiable certificates of
deposit and short-term unsecured notes?

Is volume likely to increase, decline,
or remain about stable in the months
ahead?

There continues to be a good market for negotiable

certificates of deposit. Not only is there a considerable

volume of funds, but the commercial banks aggressively seek
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such business. The volume of certificates of deposit will

continue to grow, but some members of the Council believe

there may be a tendency to shift these funds to the larger

institutions in the money centers. The volume of notes is

likely to increase in the months ahead, particularly if the

New York State law is amended, permitting the New York City

banks to issue such notes. The volume of both certificates

of deposit and notes may increase further if the flow of

corporate funds abroad is curtailed.

B. Are the 1963 and 1964 rates of growth of

total time and savings deposits (14.7 and

12.6 per cent) likely to continue in 1965?

Preliminary figures suggest that the rate of growth

of savings deposits will continue in 1965. The rate of growth

of time deposits will depend on the aggressiveness of banks in

seeking these funds, which will be largely determined by the

strength of loan demand.

C. At the end of 1964, the loan-deposit ratio

at New York City banks passed 70 per cent;

for all banks the ratio was estimated at

about 61 per cent. What is likely to

happen to loan-deposit ratios in the months

ahead? Will this limit bank loan expansion

importantly?

The members of the Council believe that some further

rise in loan-deposit ratios may occur in the months ahead.

It is doubtful that this will limit bank loan expansion

significantly in the immediate future. Banks which have a

strong loan demand will attempt to obtain funds by bidding

for certificates of deposit and issuing notes.

D. Commercial bank loans to foreigners

probably amounted to almost $2 billion

in 1964--an increase of over 25 per cent.

Is continuation of this rate of increase

in prospect?

The members of the Council believe that the recent high

rate of increase in commercial bank loans to foreigners will not

continue in the months ahead, especially in view of the current

program of the Administration.

Mr. Fleming commented that as a result of the Home Loan Bank

4ard'5 ruling limiting the amount of money that could be placed by
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savings and loan associations in any one bank, smaller banks that had

substantial amounts of negotiable certificates of deposit outstanding

in favor of savings and loan associations had found these deposits cut

back drastically. Also, the circumstances surrounding the recent

insolvency of the San Francisco National Bank no doubt would cause many

corporate treasurers to think a second time before placing too much money

in smaller banks. Further, a number of Jtates maintain a ceiling on the

rate of interest that can be paid. In Tennessee the maximum of 4 per

cent pretty well eliminated that State's banks from the certificate of

deposit market.

Mr. Cook described some of the repercussions of the San Francisco

National Bank's insolvency. Among other things he referred to the

embarrassment created for savings and loan associations, credit unions,

and others who had placed large sums with the bank in the form of

certificates of deposit, the disclosures that had been made regarding

broker arrangements that resulted in the payment of interest at higher

rates than legally permissible, and the confusion created by the Federal

Deposit Insurance Corporation's contention that certificates of deposit

Were not covered by insurance when rates higher than those legally

Permitted were paid. The doubts thus created had caused some parties

to believe that no certificates of deposit were insured. Substantial

Withdrawals had been made by credit unions, labor unions, and savings

and loan associations from newer banks in the area, and the funds trans-

ferred to older banks. A number of proposed laws had been submitted

to the State legislature, one of which would prohibit the use of
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certificates of deposit in California. There was the possibility that

in the present emotional state of affairs some unfortunate legislation

would be enacted. The bank ownership problem highlighted by the situation

at San Francisco National also was coming in for a lot of discussion.

Many lawsuits were being filed, and the situation was proving upsetting

to the banking business generally.

On the prospective growth rate of time and savings deposits,

President Moorhead said the Council was not in a position to forecast

Whether the 12.6 per cent growth rate in 1964 would be repeated in 1965.

The Council felt that savings deposits would continue to grow. The

extent of further growth of time deposits would depend on the ability

of the banks to employ the funds profitably and on the general attitude

of the public, including corporations, toward the certificate of deposit.

Mr. Petersen expressed the view that the program to curtail

voluntarily the volume of bank lending to foreigners was an important

factor to be considered. This program would have an impact in terms of

the use of short-term money that otherwise might have been employed

abroad. This could affect the structure of rates paid on certificates

of deposit, and in consequence the structure of loan rates as well. It

was necessary, Mr. Petersen continued, to distinguish between savings

deposits and other time deposits. All banks--some more aggressively than

others--sought to increase their savings accounts. Such deposits tend

"t to be volatile, and the funds can therefore be used for longer term

investment. As to the more volatile time deposits, the management of

a bank must determine as a matter of policy whether the bank should
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seek to increase its total of such deposits. Occurrences such as the

San Francisco incident might tend to give many banks a little pause.

They might conclude that they should not try to continue to increase the

volume of certificates of deposit outstanding at as fast a pace as here-

tofore.

On the matter of loan-deposit ratios, Mr. Moore commented that

if there was money around and it could be attracted into the banks by

way of certificates of deposit, the present ratios need not be regarded

as an important limiting factor on bank loan expansion. At some point,

Of

by

course, higher ratios would be bound to have an effect.

In reply to a question about the prospect for buying of municipals

commercial banks, Mr. Moore cited a recent survey of 142 banks which

indicated that 65 expected to buy more municipals than in 1964, 24

about the same, and 45 less, with the remainder undecided. Almost all

of the banks expected a continued increase in savings deposits.

Mr. Petersen foresaw a trend toward the use of long-term debt

instruments by banks, which might have some effect on the seeking of

money via the certificate of deposit route. He noted that banks already

had about $1 billion of capital debentures outstanding, and he anticipated

that this might proceed on a broader scale.

3. Does the Council care to express any views with

regard to the Board's Regulation F, Securities

of Member State Banks, which was issued effective

January 1, 1965?

The members of the Council believe that revisions of

Regulation F, which became effective January 1, 1965, have

been helpful. It is hoped that there will be a continued
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open-mindedness in interpretation and a willingness to make
changes that may be necessary for the efficient and effective
administration of the Regulation.

Mr. Watlington expressed appreciation for the changes that

were made in Regulation F, as issued, compared with the terms of the

draft originally published for comment, saying that the revised provisions

would be more practical and workable from the standpoint of the banks

affected.

Mr. Petersen agreed but went on to say that there were going

to be a lot of questions of interpretation concerning the provisions of

the Regulation. He had some doubt whether the Federal Reserve Banks were

Properly briefed to answer such questions, and this might result in a

lack of uniformity.

Mr. Smith also commented on the need for promptness in handling

questions of interpretation.

Governor Robertson said that it was planned not to permit

deviations from a uniform policy by having interpretations made by individual

Reserve Banks. Instead, interpretations would be issued from the Board on

a uniform basis. It was contemplated that as thinking and rethinking took

Place the Board would be in touch constantly with the Reserve Banks. If

the
rewere questions that should be answered, the Board would be glad to

receive them through the Reserve Banks, and the sooner the better. Ques-

ti'ns could hardly be answered until they were brought up. The Board

14°uld have an open mind about correcting such defects as existed; there

14ere some, and others would come to light. The Board wanted the Regulation

to work well, and to achieve uniformity of interpretation.
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Mr. Martin said that State banks in the First District with

whom he had talked seemed to have found no great problems. The revisions

of the draft regulation were appreciated. But there was a rather strong

feeling that the Reserve Banks could be instrumental in furthering dis-

cussion of Regulation F and in improving understanding of the rules.

The sooner the rules could be transmitted with certainty at the District

level, the happier the bankers would be. The Reserve Banks could perform

a good service by stepping forward in some cases where interpretations were

available rather than waiting for the bankers to come to them with questions.

4. How has the business and financial community
reacted to recent U.S. balance of payments
developments?

5. What are the Council's views on monetary and
credit policy under current circumstances?

The Council believes that the failure to redress the
deficit in our balance of payments has caused increasing
concern in the business and financial community. There is a
growing conviction that this problem is of such importance to
the continuing welfare of our economy and to this nation's
leadership in the world that a comprehensive program of action
is imperative.

A voluntary program to restrain temporarily the outflow
of capital from the United States is to be commended and will
undoubtedly be helpful. The business and financial community
will unquestionably cooperate in supporting the program.
However, in the judgment of the members of the Council, the
problem is of such magnitude that a broader approach is
required for its solution. This would include such factors
as the following:

1) a further reduction in U.S. economic and
military aid overseas;

an easing of barriers tending to discourage
the repatriation of earnings overseas;
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3

4

5

6

a voluntary program to restrict capital

outflows temporarily (capital outflows into

foreign investments are the source of sub-

stantial overseas earnings and any program

for their curtailment should be temporary);

a continuation and expansion of the program

to encourage exports; and

a continuation of efforts to keep wages and

other costs within productivity gains;

a reduction in the availability of credit.

The Council believes that monetary and credit policy

has contributed significantly to economic expansion. However,

recent international developments require a somewhat more

restrictive credit policy. The availability of credit has

encouraged financial institutions to make substantial loans

abroad.

The Council believes that it is possible to make

less credit available without an increase in interest rates.

Nevertheless, if the deficit in the balance of payments

still persists, a rise in the structure of interest rates

may be necessary. Economic activity at present is so strong

and at such a high level that some lessening in credit avail-

ability and a modest increase in interest rates would have

little or no effect on the expansion.

The measures which may be necessary to redress the

deficit in the balance of payments involve difficult choices.

However, the economic well-being of the nation requires a

willingness to make these choices.

Mr. Petersen said the Council was concerned about possible

inhibitions on the utilization of monetary and credit policy. The

Federal Reserve should be free to use credit policy and, as indicated

by the Council's statement, the members felt that it could be used

effectively in dealing with the balance of payments problem. The

balance of payments program had been discussed so much in the press

Prior to the President's message that this had tended to aggravate the
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crisis. The Federal Reserve was part and parcel of the whole program,

and in matters of this degree of sensitivity it would have seemed

Prudent to proceed somewhat in secrecy and announce actions that would

coincide with the national interest rather than to engage in sending

IT trial balloons. As to the voluntary program to restrain foreign

lending, Mr. Petersen felt that the cooperation of the banking

community would be forthcoming when the banks found out more about

what they were expected to do. The heart of the program apparently

was the effort to prevent bank foreign lending from increasing in 1965

more than 5 per cent beyond the aggregate outstanding at the end of

1964. The accomplishment of such a goal would have a more important

effect than the application of the Gore amendment to the interest

equalization tax. Greater difficulties might well be encountered in

the application of the voluntary program to the industrial community

than to the banking community. Large world-wide industrial companies

had foreign investment programs extending into the hundreds of millions

Of dollars. Due to the long lead time involved, any curtailments now

might begin to take effect only after a considerable lapse of time.

Mr. Petersen said he applauded the decision to proceed through a

voluntary program rather than direct controls. There could be more

flexibility in the application of such a program, and it would be

easier to terminate the program when the need for it no longer existed.

Chairman Martin commented that the Board would like to ask the

Council to help in every way it could on this program. This was an
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area in which the Council could be of great assistance to the Board.

The Board wanted to have the advice and counsel of this statutory body

as the program proceeded. The Board would have to try to develop some

guidelines and thinking as to the most useful and effective ways of

Proceeding with the program; it must feel its way along, for this was

largely an uncharted area. Governor Robertson had been designated by

the Board to assume a major responsibility for the administration of

the program.

The plan, Chairman Martin continued, was for him and Governor

Robertson, along with Reserve Bank Presidents Hayes and Scanlon to

attend the meeting at the White House this Thursday at which the

President was to discuss with some 350 bankers and industrialists the

°bjectives of the voluntary program. Then the bankers in the group

were to come to the Federal Reserve Building for a meeting with the

members of the Board and the Reserve Bank Presidents. Earlier on

Thursday the Board was going to meet with the Reserve Bank Presidents

for a round-table discussion of procedures.

Chairman Martin mentioned that legislation was being sought to

Provide antitrust immunity for those cooperating in the voluntary program

in various ways. In the meantime, actions taken should be of such nature

as to avoid conflict with the antitrust laws. This should be borne in

mind.

Chairman Martin also said that he saw a basic difference between

this Program and the voluntary credit restraint program that was in
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effect in 1951-52. The present program was one of national importance

in the context of relationships between this nation and the world

community. The earlier program, which was designed to deal primarily

with a problem of internal inflation, did not have the same international

implications. Due to the broader implications of the present program,

the President had considerable justification for making a strong appeal

for restraint on a patriotic basis.

The Federal Reserve System, Chairman Martin continued, was

directing its attention at present to the bank lending side of the

Picture, although the System might also be asked to take charge of the

Program as it affected nonbank financial institutions. Insurance companies

were to be represented at the White House and Federal Reserve meetings

O n Thursday.

Chairman Martin suggested that the members of the Council give

the Board the benefit of any advice and suggestions they might have at

this juncture. He hoped the Board could count on receiving the active

support of the Council as the program developed, and it would seek

advice from the Council. By the time of the next meeting of the Board

and the Council, he hoped that the Board would have succeeded in coming

to grips with a number of the problems involved in the program.

Mr. Cook said that much of the Council's discussion yesterday

was in a vacuum because program groundrules were not sufficiently

available. The announced over-all goal of the program was to prevent

bank credit to foreigners from rising more than 5 per cent above the

total outstanding at the end of last year. However, it was not clear
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how this goal was to be related to credits to individual countries,

O r whether exceptions would be made. He understood that for the time

being, at least, bankers could not talk among themselves, and it was

not clear exactly how contacts with industrialists would be effected.

For example, who would talk with companies such as oil companies that

had inquiries from abroad? If such doubts could be resolved, the

Program should begin to take better shape. One question certain to

come up would relate to the definition of an export credit. Most of

the Japanese credits were revolving credits used to finance the importa-

tion, processing, and exportation of Japanese goods. Theoretically

these might be called export credits, but actually they were locked

into the Japanese economy. Without them, Japanese industry could not

keep going. A number of other countries also depended largely on U.S.

money for their industries, interference with this financing process

could injure the U.S. export market.

In reply Chairman Martin emphasized that no hard-and-fast set

Of rules had been formulated as yet. The Federal Reserve, he repeated,

would have to feel its way along. The goal was clear: to reduce the

outflow of spending, lending, and investing. But the best way to

achieve this goal was by no means clear. He felt that this was a

situation where everything would have to be used. There was no one

avenue that could be used to achieve the goal. In other words, the

Problem was no longer one that could be solved by any single device.

There must be a general attack over a broad front.
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Mr. Cook said he felt there would be no difficulty in getting

bank and industry cooperation. The trouble would come if inequities

and unfairness developed, in which event voluntary cooperation would

go out the window.

Chairman Martin commented that the effect of the program on

Other countries, as alluded to by Mr. Cook, was one of the factors

that would have to be borne in mind.

Inquiry was made whether there would in fact be an attack on

a broad front, for example, a reduction in military aid, and Chairman

Martin referred to a commitment that had been made by the Secretary of

Defense. A member of the Council suggested that it would be helpful in

Shaping public opinion if the foreign aid program could be explained

adequately, for there appeared to be a tendency to feel that the whole

Problem could be solved by reductions in this area. An adequate explana-

tion might result in obtaining better cooperation from bankers and busi-

nessmen. Chairman Martin responded that while he had some sympathy with

this idea, the Federal Reserve could not operate in all areas of the

broad program. The System must direct its attention principally to

what it could do within its own sphere of endeavor.

Chairman Martin inquired at this point whether any members of

the Council felt that monetary and credit policy should be easier, and

there were no indications to such effect. He next inquired whether

the Council was unanimous in feeling that monetary and credit policy

should be slightly less easy, and this was indicated to be the unanimous

View.
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On a question from the Chairman about a discount rate increase,

Mr. Fleming expressed the view that there should first be a drying up

of some of the credit now available, with any discount rate increase to

follow. President Moorhead suggested that any tightening at this time

apparently could be accomplished through open market operations.

Further on this point, Mr. Smith said he felt the economy was strong

enough to stand some tightening of credit. It was hard to generalize

about how this should be done and the precise steps that should be

taken. In theory, however, the first step should be to have less

monetary ease, with member banks borrowing more frequently, followed

by an increase in the discount rate. Foreign governments, he noted,

seemed to feel that interest rates in the U.S. were out of line with

the rest of the world. It was his feeling that if interest rates could

be raised without affecting the domestic economy adversely, this would

not be a bad idea. In his opinion the economy was so strong that it

could stand a slight increase in rates.

Mr. Fleming observed that if a bank had only $100 to lend and

had to choose between domestic and foreign applicants, it would no

doubt lend the money to the domestic customer. If the bank had $200,

it would probably lend half to the domestic customer and the other half

to the foreign borrower.

Mr. Cook noted that an increase in interest rates alone would

"t solve the balance of payments problem because of the considerable

aPread in rates between here and abroad. He asked whether there was
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any plan to make an inventory of corporate international expansion,

to

be

find out what commitments had already been made.

Chairman Martin replied that the Secretary of Commerce would

meeting with industrialists on Thursday and would be devoting his

energies to this phase of the program, which was outside the direct

control of banking. While the two programs (banking and industrial)

were separate, an effort would be made to maintain liaison. A repre-

sentative of the Board would attend the Commerce meeting, and vice versa.

Mr. Cook then raised the question how it would be decided

Where bank credits could be contracted without damage here and abroad.

In other words, who would say how credit was to be allocated?

Chairman Martin responded that this was a question that would

have to be worked out. This was a program into which the Board would

have to feel its way. There were no arbitrary rules.

Governor Mitchell commented that it was not the intent to

announce a dividing up of credit by countries. The over-all objective

Of the program was to limit bank credits to foreigners to an increase

of not more than 5 per cent beyond outstandings at the end of 1964.

It was hoped that the over-all objective could be achieved by the

banks through keeping nonexport credits as low as they could.

Mr. Moore noted that some banks had entered into commitments

that had already taken them beyond the 5 per cent limit.

Governor Robertson replied that this meant that if such banks

were going to comply with the over-all objective they would have to
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cut back nonexport credits during the rest of the year. They would

have to try to work things out on a fair basis. He hoped that the

Board, in working on problems of this kind, could have the advice of

groups such as the Federal Advisory Council or a technical committee,

and in such fashion that there was no conflict with the antitrust laws.

It would be a big job to see that unfair competition was avoided.

This would call for some reporting, and might call for some checking.

In any event the Federal Reserve would have to obtain information to

know whether the program was effective and whether a point had been

reached where the program could be relaxed.

Governor Robertson also commented that it was a false impres-

sion that the Federal Reserve was not in a position to move in the

direction of either more or less monetary ease. The System was free

to move in any direction it considered proper. One purpose of the

voluntary program was to free the System from restrictions against

moving in whatever direction seemed required to avoid upsetting the

economy.

Mr. Aston observed that some progress apparently was being

made on the balance of payments problem until 1964 when there was a

large capital outflow, involving a substantial increase in bank lending,

Principally on the part of a relatively few banks. If this had not

happened, the problem would be less acute. It would seem better to

get back to shore by degrees rather than to attempt precipitate action

in any one area. As things stood the situation was being aggravated
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by demands for gold by certain foreign political and financial leaders,

but in looking at the balance of payments it should be kept in mind

that a two-way street was involved. In this connection, Mr. Aston

cited figures on spending by Mexicans in El Paso and other border

cities.

Mr. Stoner said he believed there would be cooperation with

the voluntary program because concern about the balance of payments had

Spread to industry as well as banks. It was a matter of real concern.

Mr. Knight commented that foreign trade in the Tenth District

was rather limited. He thought bankers would give complete cooperation

to the voluntary program, and he hoped other groups would cooperate

Q s well.

Mr. Smith said that he was in favor of the voluntary action

idea, and that he thought money was too easy.

President Moorhead raised a question about the repatriation

of funds held abroad by corporations, and Governor Robertson commented

that this was a matter outside the area of Federal Reserve responsibility.

It Was

worry.

something about which the Secretary of Commerce would have to

The general objective, he added, was to curtail the volume of

dollars lent abroad. The need for dollars to finance world trade was

increasing, but the volume of foreign lending and investment had been

increasing faster. The aim was to stand still, without any serious

cutback.

by

Mr. Watlington said that the Fifth District was not so affected

the foreign lending problem as some others. However, he felt that
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the banking community would go along with the voluntary program. He

went on to say that both foreign aid and military expenditures overseas

were significant in amount. He hoped some way could be devised whereby

those in charge of such programs would cooperate. If the fact of their

Cooperation could be gotten across in some way, those being asked to

act voluntarily in reducing foreign lending and investment would feel

more inclined to cooperate.

Mr. Martin spoke of the need for clarification to the private

sector of the policies to be followed by certain governmental and

quasi- governmental agencies whose actions had the effect of removing

dollars from the U.S. Continuing, he said there was general approval

of the voluntary program within the Council, although with some shad-

ings in the degree of approval. The chances for success of the program

were heightened, in his opinion, because of the fact that a relatively

few banks accounted for the bulk of foreign lending. The program,

however, should be temporary; it would be no good if it was not temporary.

Looking at the fundamentals of the matter, it should be borne in mind

that the broad problem involved the world attitude toward the dollar.

It seemed doubtful that anyone would say that the world attitude toward

the dollar had improved. This problem involved a number of basic issues

such as easy credit, government deficits, and inability to control

wages and prices within appropriate guidelines. It should be possible

to carry out a successful program to curtail foreign lending by banks,

and possibly the Secretary of Commerce would have some success with
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the program for industrialists, but the fundamentals to which reference

had been made were important and should be given attention.

Mr. Hickok indicated that he was skeptical about the success of

the voluntary program. It could work, but he had some doubt whether it

would work unless it was followed by action to tighten the availability

of credit, with perhaps eventually an increase in the discount rate.

He had no doubt but that the Board would secure the complete cooperation

of the banks, particularly since he understood that the bulk of foreign

lending was accounted for by a few banks. To the degree that other

banks were affected, he felt that the program would receive their sup-

port. He hoped the voluntary program would work.

Governor Mitchell commented that the number of banks extending

foreign credit to a significant extent appeared to be larger than the

number that had been suggested by the comments of some of the Council

members. He then asked whether, if the banks engaging significantly

in foreign lending gave full cooperation to the voluntary program,

Other banks also would cooperate if they were importuned to extend

credit. Mr. Hickok said he thought they would not make such credits.

Mr. Cook agreed, saying that the mere announcement of the program

should suffice. There was also the factor of some element of following

the leader in the field of foreign lending on the part of banks that

did not have the personnel to undertake the necessary investigation

and analysis themselves.

Mr. Moore noted that the limitation banks would be under had

been spelled out rather specifically: they were being asked not to
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expand their foreign credits more than 5 per cent beyond the total

outstanding at the end of 1964. Except for details, therefore, the

banks had received the message. He was hopeful that the program would

be one that would work and solve part of the balance of payments problem.

However, there seemed to be some onus, which he regretted, in the

Publicity attached to the banks' part in the program. If by any chance

the international payments position of the U.S. continued to worsen in

Spite of the voluntary program, he was apprehensive that unwarranted

blame might be placed on the banking industry. This was something that

he hoped would be watched carefully in making announcements on the

Progress of the broad balance of payments program.

Chairman Martin referred to rumors of a rather disturbing

nature about large amounts of money having been transferred abroad

Pending the release of the President's message on the balance of pay-

ments. Mr. Moore replied that these transfers, to the extent they had

occurred, were not necessarily incident to foreign borrowings. He

cited certain cases that involved direct transfers of funds abroad by

corporate treasurers.

Mr. Moore went on to say that he considered the voluntary

aspect of the President's program very important. He felt that it

would be difficult to achieve the desired ends through legislation or

regulation and that a voluntary program, in close cooperation with the

federal Reserve, could be more effective. He wished to emphasize,

however, that cooperation must come from all sectors. He also felt
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that it should be made known that the Federal Reserve would be willing

to use credit policy to such extent as needed. It would seem inadvisable

to try to fight with one hand tied when a successful attack on the

balance of payments problem was likely to require many hands.

Mr. Cook expressed the view that the hardest part of the

voluntary Program was in the hands of the Department of Commerce, that

is, the effort to convince industrial companies not to go ahead with

their plans. The banks had a job, as he saw it, in the publicity field.

There was likely to be immediate retaliation from other countries, and

manufacturers would feel the effects directly in their markets. A

substantial part of the whole problem involved the element of confidence.

Perhaps the Federal Reserve and some of the commercial banks that were

Primarily involved could help the situation with pronouncements on

various cases to indicate what was intended to be done on an equitable

basis.

Mr. Petersen suggested that the defense of particular currencies

had proceeded too much on an ad hoc basis as crises arose. The steps

taken by the U.S. in defense of the dollar had been primarily of that

nature, leaving this country in a defensive position when proposals

for restructuring of the international payments arrangements were made

by others. Perhaps it was time for the U.S. to take the lead in

another Bretton Woods type of endeavor in an effort to rethink the whole

Problem on an international basis. This might serve to lessen the need

for meeting problems recurrently in a crisis atmosphere.
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Governor Balderston referred to the outflow of tourist

expenditures as a contributory factor to the balance of payments

deficit, but he noted the considerable inflow of dollars from Mexico

and Canada. This led him to wonder whether there would be justification

for placing these countries in a different category, along with countries

such as Japan that were big customers of the United States. He observed,

however, that one exception tends to lead to another. Governor

Balderston also reviewed a situation that had come to his attention

in which a smaller New York bank had taken the lead, with the assistance

of Government agencies, in a proposal to finance housing in a Latin

American country. This raised the whole question of the responsibilities

and obligations of the U.S. toward underdeveloped countries, particularly

in this hemisphere, where the proposed financing seemed at first

analysis to be directly in conflict with the terms of the balance of

PaYments program, which stressed export financing.

After some discussion based on Governor Balderston's remarks,

Mr. Moore commented that after the voluntary program got into operation

he would expect a reduction in the number of fringe applications for

foreign lending. Such applications would be turned down by the banks

quite quickly, and little would be heard of them. In some respects, he

added, the banks could look forward to benefits to be derived from the

voluntary program, in that they would be able to turn down quickly

certain loan applications to which they otherwise might have had to

give more serious consideration for competitive and political reasons.
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Governor Mitchell inquired about types of nonbank financial

institutions that might be engaged substantially in making foreign

loans and investments, to which Mr. Moore replied that he thought

some pension funds might be active, although he would not want to guess

the number of such funds or the amounts involved.

Mr. Moore inquired about activities of Edge and agreement

corporations, and Governor Robertson said it was his tentative thinking

to include in the base lending figure and in the 5 per cent limitation

the aggregate credits of a bank and all of its affiliated companies,

including Edge subsidiaries. There were a few unusual situations,

however, that called for special treatment.

Mr. Moore then referred to cases where an Edge corporation

might want to invest in the stock of a development bank in some foreign

country, the essential purpose being to gain a foothold in that country

and participate in whatever activities the development bank was conduct-

ing, recognizing that the Edge corporation would not really have

control over the development bank. Governor Robertson replied that

this was an unanswered problem at the moment. Basically, he hoped that

the Edge corporations would refrain from making investments not directly

related to the promotion of U.S. exports, but it was his tentative

thinking that as much discretion as possible should be left to the

Edge corporations to determine whether a particular investment involved

bona fide compliance with the voluntary program, thus necessitating a

minimum of regulations.
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In reply to a question about activities of foreign branches

of U.S. banks, Governor Robertson said that admittedly there were a

lot of problems in this area. He hoped it might be possible to call in

a group of technicians to formulate groundrules that would be workable

and generally acceptable.

Question was raised about the likelihood of obtaining legisla-

tion soon to provide antitrust inununity in connection with aspects

of the voluntary program, and it was stated that the President was

going to endeavor to get early Congressional action. In the meantime

it would be necessary to work in such fashion as to avoid conflict with

the antitrust laws.

Mr. Cook inquired whether a moratorium on Board approval of

applications by Edge corporations to make foreign investments was envisaged,

and Governor Robertson said he expected that the Board might be dilatory

in acting on any applications until the matter had been thought through.

He would rather avoid mistakes at the outset, even though this might

mean some inconvenience to applicants.

There ensued further discussion of various aspects of the

voluntary program during which it was emphasized that many questions

were necessarily as yet unanswered.

It was agreed that the next meeting of the Fedefal Advisory

Council would be held on May 17-18, 1965.

The meeting then adjourned.

Secretary


