MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
May 18, 1947

ot TP LA S 18 17

1947, at 210P M., t ePre3| Mr. Brown, in the alr
Present:
Mr. Walter S. Bucklin (alternate for Mr. Charles E. Spencer, Jr.)  District No. 1
Mr. John C. Traphagen (alternate for Mr. W. Randolph Burgess District No. 2
Mr. David E. Williams District No. 3
Mr. John H. McCoy District No. 4
Mr. Robert V. Fleming District No. 5
Mr. J. T. Brown District No. 6
Mr. Edward E. Brown District No. 7
Mr. James H. Penick District No. 8
Mr. Henry E. Atwood District No. 9
Mr. James M. Kemper District No. 10
Mr. Ed H. Winton District No. 11
Mr. Reno QOdlin District No. 12
Mr. Herbert V. Prochnow Acting Secretary.
Absent:
Mr. Charles E. Spencer, Jr. District No. 1
Mr. W. Randolph Burgess District No. 2
The C|0Lg10| conaderi( thequestlon ?fwhat olici ssflaulgﬁ be ursuedb Amerlgan
commerma hn ma 0ans o orelg E Was as Some
?élon regaﬂg ar |cﬂ)a lon of. Apercan comm rC|aI ban $In transactions In
gold against dolldrs at Breml M prices in foreign countries.

or o ragre was a lengthy discussion regarding general business conditions and demands

The Council. considered the question. of whether it would be advisable to reduce
the present margin requirements oh security loans.

A lengthy discussion took place regarding bank holding company bill S. 829,
The meeting adjourned at 6:42 P.M.

HERBERT V. PROCHNOW

Acting Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

May 19,1947
fower I-}o teP wshrtnhget Fede)raé Advisory Council reconvened in Room 932 of the May-

Present Mr, E w Bro Pres t: Walter. S. Buck]i
&e eseﬂyj Dath-lenr I%”Iﬁt ood yames& rieaner I?d H\3V\Il_[|r?{gn ?nr?(r)d nogvr?d

rbert roc now, ctrng ecretary.
Absent: Mr. Charles E. Spencer, Jr., and Mr. W. Randolph Burgess.

. The Council revrewed lts concln\srons of the previous day.re ﬂard ng.the vanoH
|tems on I e enda. The Councl (s en sent_a memorandum, listi ergems ont

en a wjt conclusmns reaé:he by the Councl 8n each item, fﬁ 0
paegesoﬁ 18 over ors at 11:58 A.M."on May 19, 1947. The memoran um follows on

The meeting adjourned at 11:43 AM,
HERBERT V. PROCHNOW

Acting Secretary.
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CONFIDENTIAL

TO THE BOARD OF GOVERNORS FROM THE FEDERAL
NCIL RELATIVE TO THE AGENDA FOR THE JOINT MEET-
ING ON MAY 20, 1947

PR T R
that |n an cas pp Y S oudple oppn%ted Ion mrrt]?al Per%ds%fl t‘h g %Sect to

renew Ir er to provi ortunrty or periodic review.” W At aré the views
of the Council?

MEMORANDUM
ADVISORY COU

par-

The Councrl does not believe. thatAmerran commercralb nks should be restricted
ﬂmakrng rPartrf]rio%trrhg IP 0ans on foreign-qwn %d elther |n retatron to
fogngur'% g)e%e 0 gv ch the loans are made rt en th of time or which the

2. Jtrs rgported that FomeAmerrcan commercrafl banks haveJJartrcrpa eq in transactions
% against dol ars at premium prices in orer%n count |s elieved, romte
sta dpoin to[)nat(ronﬁ B?th/ that such transagtro sareundesrra le and that Amerrc%n
oorrlr”rhcelrca{areean s should be requested to refrain from engaging in them. Does t

The Coun fcrI believes that such transactrons IP gold aq/ ainst dollars at pBemrum
rrces In fqreign countries may be undesjrable.”However, the Council erera
F no action of the Federal eserve Banks to restrrctt ese transactions shou

go further than a request to refrain from engaging in them.

3. In view of the current business situation, the Board would be interested in. receivin
mformatron from the Council as to whether banks eneraII exRectacontrnurn stron
demand for busrness loans, for loans secured bg/ al estate, and for consume credit;

what e fe%% |nventor H price situation dre haying u onth osrtrons an
olicies 0 s: and w et as

er, in the varrov grstrrcts t er enera
en ency for anks to follow morf restrictive loan orcres for oan ra es tor r
borrowers to request renew s of loans more frequently. In addition, t eBoar wou

be glad to have any genera views which the Councrﬁmrght WIS to express.

The Council believes it hest to state its conclusions regarding this item on the
ﬁ‘)?l%r\]/r?sa in connection with the specific questions which have been raised as

(A) Do banks expect a continuing strong demand for business loans?

(@) The majorrt of the members of the Council expect a continuing good
demand f? usiness loans, but there were three members who reported
some |eve |n% off In the demand. Those who are extending term Credits
expect a continuing strong demand.

(B) g)srt)attganks expect a continuing strong demand for loans secured by real

(b) A continuing strong demand for real estate |oans js anticipated, byt
ownrn% to the excessive cost (if new construction a lessened demand s
expected for loans for new buildings.
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(C) Do banks expect a continuing strong demand for consumer credit?

(c) All banks makmg(such loans, as well as b(anks extendl(ritgnereglt to finance
companies, are experiencing'a strong and Increasing

D) What effects, are.the inventory and price situations having upon the loan
()posﬁ}ons and pOﬁICDBS o? anl%s;/ P gup

O 1 ensiag B tBhth?eesm“Eﬁ%Pef tahfe SO HAERTT BibeeE i o

rozen
situations appear to be developing.

) Is therF aPY tendencg/ for loan D Jates to rise or for borrowers to request

renewals of 1oans more frequently’

(&) There has been no te}ndench for rates on nati n I names dthg highest
?re It 10 rise a vet erc nt rate whic n]a 1 Tates
or logns to sma Ier concer cre IS n t of t g Fa?stt ear

ave
tended o rise som what aftef on term oans |n ave
perhaps Increased a out Ti of T per cent.

Orrowers are regu%stlnvq renewals of loans more frequently because of
arge receivable InVentories

4, Would it be advisable to reduce the present margin requirements on security loans?

This .item_was_not on the Agenda originally submitted to the Board for this
mrhe Cou 0I belie esgtpt a red uct% | d f 4

niﬁetln [ n margin regune ents IS EEII
(e t tlme e stoc et IS 1N a atlona(}/ Ethh 58 fverg

aﬁ‘ price uctuatlnns are Wlde |s In the op|n|on ouncil n anger
that a reduction In

rpaa%lns wdp aBYt S In Iattonar effect
?use an con5|der e ior creftﬁ t it ﬂf operate to £ssen ng
uctuat| 55t8 rices. ouqm wo dnot avo reduction In require
tlnstar |n per cent, ut It believes t epresent per cent requirement
eting it was understoad that the Council would give further considera-
?dlngcom Iﬂ% g ttct 8 u(i

5. At the last
t?t H” % cit at at the next meeting 1t would submit
egislation,

fion fo the d
ITS views Wltﬁ respect t tng Propose

e eten'éa AT g MRS e S
fo'b srhst ute enate b| ] to |nes of that Btﬁp
a

£ \ﬁ enera ?a
VIOUS an no agp ea I||W IC et seen an Whlf:
S ot béen | tro % é

a

IL DEIIEVES a%o INg company I€
gaftt;attf;t; s T e e
€ B
i

e ar(ﬁ%fsf?r't% E@%&?@%’éhé’ﬁ B SSF'RVS%%W% i @‘W F g}ae”c‘%'ftre%saﬁr

on lines suqae cent repor t! mittee
ssocia |0ngo ﬁeserve(%%/ ankers woudmee? '[?1 8oun<:| ’rsnapprovaﬂ
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) Smple e bt L o0 FOTBES A PR o e
nnechon qul 0?1 %\{gsfamensf ﬁgeceé] tex%ts or this In t'ﬂg u(m
Idlng company egls

‘ ?ro S A T A

ere should he rowﬂons that incidental ow ersh|ev ﬁf bank sto%s in
iduc ag acme such as ?xecutr trustee under a etc., should not
create & holding company relationship.

The Council urges the rewriting and introduction of the new bill as promptl
as poss(fb'ﬁI ’ ’ PP
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

May 19, 1947
Federal Reverie Bullting R Asmigton D C e Franeneun B e e e
R T AR g
and Herbertn\/ roceh (¥W Actmg gécre{n
Absent: Mr. Charles E. Spencer, Jr., and Mr. W. Randolph Burgess.
o R TR VL B L R e
The meeting adjourned at 3:15 P.M.

HERBERT V. PROCHNOW

Acting Secretary.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
May 20, 1947
At 10:4 onference of the F il and the Boa
?QfGovteroor5 M edglrra‘ Einegt/%n eys(terh \eNaSed] d}\]ns%r(}/a Room 0 theeFed)eraq
eserve as mgton

Present: Members of the Board of Governors of the Federal Reserve System:

Chairman Marrt rS Ecclf er orsM S. mczak F nest G. dD%r R. M.
(%s n La\gren MIOR é{ 'ogtter et ryoft % of Governors,
eonard Townsen s‘5|stan eneral” Counsel oft eBoar OVernors.

Present: Members of the Federal Advisory Council:

Mr. Ed Bro Pre ident: Messrs. W Ite(NS &a ||n Tﬁternat fo Chgrl

gt.tahetan |V et b
ames ntfter d tong eno %&m an erbert Proch ow
Acting Secre ary.

ommercial hanks.jn makin aricipating in oan res|
ent ouncil stated that the Councl oesn elteve ertcan co rma S
shoul be stricted 1n making .0 cipatin ans on foreign-o er in
elation tot Urposes ttme

|
r or \N?tIC the
oans are ext e tended:

The . Bo%rd of Governors. had reviously advised the ounmlt some. American
commercial anks had par Ea% |n tran tlons |n a| st Iars at re lum

rlces In cou ries. oard the 0 |n|o re ar ese
ractices. (h res en of the ounc sated h oun eve

10ns I o gﬂa'HSt do Iarsa R}re lum I‘I%ES in oret%n %ouq]ru? a% unde5|
oweve mtono ounI at no actl ederal eserve

tﬁ [ﬁgtnﬁ'dt these trans ctions shoul urther than a request to rerain from engagmg

ThereVéas dlscusstgnr 0qrardtrﬁ the Pohme? which sh ould be ur uedgy mEman

orw IC ns d e or the eng

Ther wasa neraI discussion egErdmgengmomlc condtttons and the demar]d for

nk credit, as w dISCU S|no marqin requirements on security loans.
ch Fgresd nt%e the ?oun ated a?teh 0 gl ﬂ )

EI[EVES a e ?IIOH In marp(q
requireme sirable at t ounc avor a reauction In reqH %

SIS s (5]0
margins oe r|OW5 per cent, bUt It lqe?leves the present% per cent requirement 1S to

clusions o e Cotne oy 5% BT SRE Sietea o paghs D0 SnAd of tese i

The meeting adjourned at 1:30 P.M.
HERBERT V.. PROCHNOW

Acting Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

May 20, 1947
Federt] Reservt Bulding Wasigion DL the Sradene Mt tB?o%"na% BB

R RSB B Tl
3

% ames M. H. Wlnton enoO |%W'An aWerbertV rbchno
ctmg ecretary.

Absent: Mr. Charles E. Spencer, Jr., and Mr. W. Randolph Burgess.

The Council approved. the resolution and memorandum which follow, together with
the accompanying Rg tter of transmlttaP?r Fmem ent Brown: J

RESOLUTION
The Counml for the Rast few years hasf at aImos‘ ey tImeetlng dlscusseF I a?i (9

|n Situation, the.inade uameso existing legislation, and proposa
a?leglsl tion I cor\nectlon WIT I & Prep

1) The Council believes that holding company. legislation should be enacted at
this tw E Perlence has ?hown t%at 9he p(r]esent l?egnlglateign iasllnadequate and that adc?
tional legisTation Is urgently necessary.

, Se%telthnggYes the general approach to the holding company problem embodied

@ It believes Senate Bill s29 should be amended —

addi to declaration of po standards for Fede aI Reserve

Boar&a (?oym 8“% eh %urrencfy J erafh[% ance oratlon

act |onzé % nite statement fo ob ectlve and st n ES mora dum |

he Ich was the sub,. ectho dISC ssion hetween tP oar oveﬁnors an

edﬁral Adwsw ounc Ich |nd|catest etypeo amendments in this regar
|ch the Council believes necessary.)

rantln tax exemption to such_holding companies. as are required to
dIVES(I Ihe}ag é n } ? j %

ves of non- assets. Simple . Justjce .requires t C
exemptio n| oulcf be grante ang a prece entpeX| ts gor it 1h the utblltyuhqdlng
company legislation.

(¢ requiring a larger percentage than 10 per cent.of the ownership of stock
in tw% %oreq%ank% In or%perF%O creaté an automatic ﬁolémg company rel[atlons Ip.

roviding that mdpldental OV\ér%grstgH% l?|f OPank stocks in flduclargt caRa?mes

such (ag exXcBE?OrnSH stee under a will not create an automatic holding

company rela

_The Council urgefs ﬁBoard to submi h ?deents in accordance with these sug-
gestions and to press for the enactment of the bill as so amende

May 20, 1947.
2

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



MEMORANDUM
1L To rea%h aqd reegu{ﬁtea banklnﬂo e[atlon which, [ ctlonm in an,area rwﬂ”

Struc er 0 Independe anscnor 0gs, g
At atedIO dE D mé%pen ent com r% ban?<ﬁ

at Iocaﬁ ol#”}eomrcmg ?eve[élsa de?gger?rfdépe aent anks'under the particu ar cwcum

stances at a competitive antage;

: T, O S R Tl

3. To control the nltud an eXRan ?f an)f such bf%nk*ng operation, re]gardless of
ﬁver conmg(n ra |onsi h ev% dvgrse eneral”economic
on lons, stich an oper nW| no be subjected to an jnardinate’ pressure arlsm

rom unW|e INESS dU a] }4 erg Slze anu,_ €x anse which, & n, may put a
inordinate pressure on t ation’s banking structure.

E?no a &Marrmers Eccles, Chairman May 20, 1947

s ri"‘n e

Dear Chairman Eccles:
ranantted herewith is resolution of the Federal Advisory Council passed at its

Very truly yours,

(Signed) Edward E, Brown, President,
Federal Advisory Council.

meeti

[Enclosures!
The megting adjourned at 3:30 P.M.

HERBERT V_ PROCHNOW

Acting Secretary.
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NOTEs This transcript of the Acting Secretary*a
notes is not to be regarded as complete or
necessarily entirely accurate* The transcript
should be considered as being strictly for the
sole use of the members of the Federal Advisory

Council.
H. V. P.

The Acting Secretary*s notes on the meeting of

the Federal Advisory Council on May 18, 19U7,
at 2:10 P.M., in Room 6 of the Mayflower Hotel,

Washington, D. C.

All members of the Federal Advisory Council were

present except Mr. Charles £ Spencer, Jr., for
whoa Mr. Walter S. Bueklin served as an alternate,

and Mr. W. Randolph Burgess, for whom Mr. John C.
Traphagen served as an alternate.

Because of transportation difficulties, Mr. Penick

and Mr. Atwood arrived after the meeting had started.

WHAT POLICIES SHOULD BE PURSUED BT AMERICAN COMMERCIAL BANKS IN MAKHK3 OR

HRTICIPATIM IN LOANS ON FOREIGN-OWNED GOLD? IT 1S 32LIKVED THAT SUCH
LOANS SHOULD NO? BE MADE IF THET APPEAR TO BE SOUGIFT PREDOMINANTLY
SPECULATIVE PURPOSES, AND THAT HI ANT CASE THST SHOULD 3E LBOTED TO AN
INITIAL PSRIOD OF 12 MONTHS, SUBJECT TO RENEWAL, zV ORDER 1O PROVIDE OPPOR-
TUNITY FOR PERIODIC REVIEF. SHAT ARE THE VIMS OF THE counciL?

E. E. Brown contaents that the central banks of foreign countries

soaetises fail” to show in their reserve position that gold has been pledged
for the

against a loan. While this is bad banking practice, it is no worse
it is Tfor the Federal Reserve banks to make loans to

coocaercial banks than

foreign central banks which fail to show In their reserve position that gold
has been pledged. Brown states that there is also some criticism that any
country which borrows dollars on gold rather than selling the gold outright

is placing itself in a position to profit from an increase in the dollar
by lending against gold, we tend to discourage the

price of gold. However,
idea that there is a prospect of devaluation.

Fleming mentions that the bank examiners criticised the parti-
cipation of his bank in a loan to the Netherlands.

Traphagen sees no reason why commercial banks should be prevented

from loaning on gold.
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J. T» TIIONN assumes from the memorandum of the staff of the
Board of Governors that the essential part of the discussion hinges on
the fact that the foreign countries borrow dollars against gold rather than
to sell the gold outright, and they thereby place themselves in a position
to profit from an increase in the dollar price of gold.

B. £« Brown asks the various members of the Council whether they
are in favor of restricting American commercial banks iIn making or parti-
cipating in loans on foreign-owned gold, either in relation to the purposes
for which the loans are made or the length of time for which the loans are
extended* All the members of the Council are against restricting American
cosmercial banks in this manner.

OodlIn. 1t seems Impossible to believe anyone is even thinking
of devaluation in view of the fact that we bought that bill of goods once.

fleeing. It seems fantastic.

IT IS REPORTED THAT SOME AMERICAN COMMERCIAL BANKS HAVE PARTICIPATED IN
TRANSACTIONS IN GOLD AGAINST DOLLARS AT PREMIUM PRICES IN FOREIGN COUNTRIES.
IT IS BELIEVED, FROM THE STANDPOINT CF NATIONAL PCLICT, THAT SUCH TRANS-
ACTIONS ARE UNDESIRABLE AND THAT AMERICAN COMMERCIAL BANKS SHOULD BE
REQUESTED TO REFRAIN FROM ENGAGING IN THEM DOES THE COUNCIL AGREE?

E. E. Brown asks Traphagen to comment on this item.

Traphagen states that Sproul told him it is bad to have the
American dollar quoted at a discount and Sproul also said it encourages
people in foreign countries to use their dollars to buy gold Instead of
goods and services from us.

E. E. Brown. In Mexico the Government thought that the best way
to get the people to have confidence in their currency was to offer gold for
sale freely. Consequently, Mexico sells gold. An American may buy gold in
Mexico and take it to Hong Song or some other place to sell it. To the
extent that dollars go into gold illegally, the foreign country is deprived
of dollars to buy our goods and services. Brown believes the Federal Reserve
banks should discourage this practice, but he questions whether the United
States should try to police this situation in all foreign countries. Brown
explains also how American travellers in France may exchange their travellers
checks for French francs in the black market. The Frenchman may smuggle the

travellers* checks into another country and obtain gold. It is impossible
for American banks to police every type of transaction abroad that may be
illegal.

Fleeing assumes that some special legislation might be required
tnd he does not Relieve this is possible.
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raﬁ)hagen asks whether 1t would not be sufficient, simply to
have the Federal reserve banks ask banks engaging in these transactions
to refrain from participating in then.

Winton consents that when start controlli ry detail
In the life of Arerican citizens and treir activities In %reugw coutries
yau have a real job

E. E. Brown states that such transactions in gold against dollars
at premium prices in foreign countries may be uxesirable. Howewer, he says
he will tell the Board it is the Council™s view that no action of the Federal
Resernve banks 1o restrict these transactions should go further than a

to refrain from engaging in them. All of the merbers of the Courcil

agree with this viewpoint.

INVIE* OF THE CURRENT BUSINESS SITUATION, THE BOARD WOULD BE INTERESTED

IN DECEIVING INFORVATION FROM THE COUNCIL AS TO WHSTTER BANKS GENERALLY
BEXPECT A CONTINUING STRONG DEMAND FOR BUSINESS LOANS, FOR LOANS SEORED

BI' REAL ESTATE, AND FOR CONSUMER CREDIT; WHAT BHFECTS THE INVENTORY AND
PRICE SITUATION ARE HAVING UPON THE LOAN POSITIONS AND PCLICIES OF BANKS;
AD WHETHER, IN THE VARIOUS DISTRICTS, THERE HAS BEEN ANY GENERAL TENDENCY
FOR BANKS TO FOLLOW MORE RESTRICTIVE LOAN PCLICIES, FOR LOAN RATES TO RIK,
03 TCR BORROMERS TO REQUEST RENBEWALS CP LOANS MORE FREQUENTLY.  IN ADDITICN,
THE BOARD WOULD BE GLAD TO HAVE ANY GENERAL VIENS I THE COUNCIL MIGHT

WISH TO BEXPRESS.

E. E. Brom believes i1t would be better t discuss this rtem by
considering separately the specific questions which have been raised, ad he
asks how many members expect a continuing strong demand for business loas.
The majority of the members of the Council expect a continuing good demand
for business loans, but there were three members who reported sare levelling
off In the demand. Those granting term loans expect a continuing strong

:

Fleming remarks that mediun-sized firms are asking far tam loans.
Odlin thinks the demand will continue strog.
J. T. Brown agrees.

BucklIn thinks the demand will be good but perhaps not strog,
reports a good demand but some levelling ofT.

McCoy states that many small banks are well loaned wp. He
also reports that there are more loans for periods of five to ten days for

10 purpose of taking discounts.
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Winton states they have had only one request for a term loan
recently and other loans are tapering off somewhate

Reaper reports a good demand for the period immediately ahead
g anticipates large crop loans.

Trapnagen states there is a levelling off of ordinary lcans,
but there Is a rather strong demand for term loanse

S. S. Brown asks whether the members of the Council expect a
continuing strong demand for loans secured by real estate.

Fleming expects a strong demand.

K. E. Brown states that the increases In the Chicago area may
lodk large but that iIs due to the fact that the figures previously were
mil.

Trapha—en reports that the deraad is not Incressing.

fhinton says they do not like real estate loans but the demand

IS heawy.

McCoy states that his comunity is short about three thousand
houses.  One of their builders has dug 161 basements In one week and 157 in
aother week. The iInsurance campanies will probably take most of the loans.

Kemper reports that in the Tenth district they do not expect as
strog a demand because building is slowing doan.

Odlin expects a slowing up.

S. S. Drom. Prospective buyers of hoses are refusing to pay
$10,000 for houses that would normally sell for S3,000 to $UtD0. There is
a great unsatisfied demand for housing but high building costs are tending
to slov dowmn demands for real estate loans.

J. T. Bromn believes there is a slackening In construction.
His bank never was interested In the Inflationary real estate loans ad
thee loans tend tO g0 tO Insurance companies.

Fleraing reports that insurance companies ted to take tre loas
his bank will not take. The demand continues strog.

g- 2, Brom states that 1t is apparently the view of the Council
that there willl be a continuing strong demand for real estate loas, but
nmost of these loans may move to other institutions such as Insurance companies.

Traphagen reports that the large Insurance companies are dis-
continuing major housing projects because of high buildinr, costs.
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E. g- Bromn asks whether banks expect a continuing strong
drami for consurer loans. All of the members of the Council anticipate
%oontlmlngstrongdemndforsuch loans as well as a heavy demand fram
nence corgoenics=  Brown also asks what effect the inventory and price
situatians are having upon the loan positions and policies of banks. He
states fran his observation that the younger officers are begiming to see
icee of the problems which develop with frozen situations and are realizing

the need for caution™

Bucklin. The young officers are beginning to see the necessity
for more care in making loans.

Traphagen reports that there is more caution in lending policies
ad that sore loans may develop into frozen srtuations.

ficCoy reports that no loans are frozen yet.

Willians agrees with Traphagen that caution in lending hes
developed and that there is some tendency for freezing in certain lines.

Fleming reports no freezing yet but that generally speaking
kerks are becoming sore cautious.

Semper. Some soft spots are showing up In industries which
grew aut of the war and those facing severe competitive conditions.

Winton states he has had a little problem in the past iIn
<elling some OF his younger officers on the need for careful credit policies

bat they are now telling him they realize the soundness of his advi e

Odlin. The waming regarding inventory problems probably care
early enough tc lead many businessmen to watch their inventories nore
carefully. The frozen food situation is one of the bad spots.

J. T. Bromn. The inventory question is receiving careful
consideration nov, but the waming regarding inventories was probably
given early enough to prevent serious trouble. Some lurber concems are
having difficulties.

3. S. Brom. There are no failures of any size In tre Seventh
district. A'number Offreezes are in sight with possible losses 1 banks.
Metal manufacturers are among those having trouble.

Odlin.  The lumber campanies on the Pacific Coast that aut a
good grade OF lumber are not having trowle.

S. E. Brown asks whether there iIs any tendency in the various
districts for loan rates to rise or for borroners to request renenals of
locas more frequently. He states that from his observation there Is no
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tendency, for rates on national names of the highest grade © rise aowve

the 1 1720 rate which has prevailed. However, rates for loans to smaller
concerms and credits not of the highest grade have tended to rise somewat.
Rates on term loans in the last year have perhgps increased about I/h of

1 per cent. Borrowers are requesting renenals of loans more Ié )
because of large receivables and inventories. All the menbers of the il

agree that this sumimary IS an accurate statement of the situation.

WOULD IT BE ADVISABLE TO REDUCE THE PRESENT MARGIN REQUIRBVENTS 08 SEORITY

lemlng states that the ion of in iIrements was not
on_the agenda andngasks whether the ngrﬁlt | beliammrgﬂwereqqutim should be
raised with the Board.

Willians coments that the Board knoas how the Council feels
ontte question.

Traphagen states that Eccles told him that until there wes a
deflationary period he would not consider lonering the N requiremants.
Hovever, T thinks 1t would be desirable © raise question with
the Board.

EhE. 3rgwn believes the 75 per cent margin requirenent is an
Improper use of power by the Board.

Bucklin. Eccles is in favor of meking d':{:ecurity market an
Investment market rather than a speculative market. English market
IS more of an Investment market.

Fleming. Emil Schram wants a conservative market too, but
the market Is very thin because of margin requirements.

E. S. Brom states that the market is very thin and there are
wide price fluctuations. There are evidences that the stock market iIs
in a deflationary phase. He would not favor a reduction in the required
aargin belowv 50 per cent, but he believes the present 75 per cent requireasit
IS too high.

Odlin thinks that a reasonable amount of credit should be
permitted to enier the market.

E. E. Brom asks whether the members of the Council wish to
raise the question with the Board of reducing the present margin require-
ments. All of the members of the Council are iIn favor of discussing the
satter with the Board. (Penick and Atwood, who had been delayed by trans-
portation difficulties, entered the meeting at UsSWO P.M.)

AT THE LAST IT WAS UNDERSTOOD THAT THE COUNCIL WOULD GIVE HRTTIR
CONSIDERATION TO THE HOLDING COMPART BILL S. 829 A\D THAT AT THE NEXT
KSTTO IT WOULD SUBMIT ITS VIERS MTIT RESPECT TO THE PROPOSED LEGISLATION.
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i g* £ Sroim reports that the Arerican Bankers Association
deciced to stay oui orf the discussion of this iIssle, but that the Association
of Resernve City Bankers has given consideration t te prablent A Coamittee
of the Association of Reserve City Barkers has made a rather exdeustive
surnvey and study of the subject* Copies of the report of the Association

of Resernve City Bankers have been given to the maoers of the Coucil*  This
rt, with the exception perhgos of one or two minor word
dages® Cop nal mimeog report of the Association of Resene
City Bankers will be sent to the of GCovermors, t the Ghaimen of te
OmmﬁteesonBankln%andOJr mﬂeSerHtearll-buse 1o the menbers
of the Association of Reserve City Bankers, and other interested
It 1s Bromn”s understanding that the tax free provision is &g e O
Scles, but that Ecclles believes this is a matter for mETreesuryto
consider.  Until the Treasury ?IVES 1ts goproval, Eccles does not wish o
include a provision in the bill covering matters which are the resposibility
of the Treasury.

Bucklin believes 3ome legislation is desirable, but hes not
had time to study the memorandum of the Reserve City Balkers.

£*5. Brown thinks there may be a 50-50 rtunity of gettin g
a bill along these gereral lines th Congress. IT the Coucil takes a
position supporting the conclusions of the Resenve City Bakers as they
were approved at the recent Swagpscott meeting, rtwill indicate clearly
to Congress and to the banking authorities the vienpoint of bankers gererally
on this important subject*

Fleming thinks that Brom has stated the matter clearly ad he
agrees that the subject has been thoroughly thrashed over™

E* S. Browmn states that in his judgrent a figure higher then
10 per cent, possibly around 20 per cait, of oaership of stodk In to or
more banks, should be required to create an automatic holding campany
relationship. Brown understands an agreement has been reached regarding
casual relationships such as trust department srtuations*

Flaning thinks tte holding campanies would be better off
dealing with Snyder and Wiggins than with sare individuals in the future
whose views are not known.

Kemper has nothing further to add t the discussion.

fodCoy asks what limitations there are regarding the acouisi-
tion of more banks.

E. E. Brom states that approval nust be dotained. Broan
also reads the three essential goals of the legislation as listed In the
memorandum of the Reserve City Bankers. (A copy of the report of the
Association of Reserve City Bankers is attached t© these minutes.)
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QdIin states that the Independent bankers believe that the
:rrpor’f of the Reserve City Bankers nay have helped clarify the proposed
egislatione

McCoy thinks that the bill might be better if it further
strengthened the rights of Independent banks.

S. E. Brown states that the Reserve City memorandum is mearnt
1o be more restrictive than the originalbill, % 89.

Odlin agrees with McCoy that it is desirable to strengthen the
rights of Independent banks so far as that Is possible, but that no legis-
lation can cover all the problens of carpetitive situations.

Atwood states that his group would support the bill with the
proposals set up In the Reserve City memorandum prepared at the recent
meeting at Shampscott.

S. S. Brown advises that Julian Baird told him yesterday
(May 17, 19h7) that they were in favor of the bill with the Swampsoott

proposals  Incorporated™
Rocklin. Ye are iIn favor of legislation.

(Fleming leaves the meeting at 6;00 P.M.)

s. S. Brom. There has never been such gereral agreement as
now on the various aspects of bank holding canpany legislation™

Penick states that he has not spoken on the legislation because
they do not Have this problen in his district.

Winton reports that they do not have holding companies in
Tees. He says frankly that he is opposed to holding cotpanies. At ore
time he was with a bank having over 30 branches, and he felt there was

oo much power concentrated in a few hands.

Odlin asks whether the Council could not go on record approving
the proposed "bark holding company legislation if the present bill is
remitten to Include the suggestions incorporated in the memorandum of the
Association of Reserve City Bankers, which memorandum wes approved at the

Snanpsoott meeting of the Association.

E. s. Bromm. The Council could say that 1t GJTLS iIn the
principles enbodied in the report of the Comittee on federal Relationships
of the Association of Reserve City Bankers, of which five menbers of the
present Council were members; and the Council could recommend that the
present bill be modified In accordance with the Swampscott proposals,
particularly o include the three essential goals listed in the Snampscott
aesorandjm.~ The bill should be amended to provide:
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(D That enforced liquidation of outside assets should be tax

(@ That automatic coverage should be changed from 10 per cent
to 20 per cent; and

(® That provision should be made to Insure that incidental
ownership such as that in trust departments should not
create an automatic holding company relationship*

Williams asks the members of the Council if they would vote
for the legislation 1T there were no situation on the Pacific Coast* In
response to *illianst question a number of members replied that they would
vote iIn favor of such legislation.

S* S* Bromn states that the Council may advise the Board that
it approves the general approach to the holding company problem embodied
in Senate Bill 629 but believes that there should be incorporated in the
Mil objectives and standards along the lines suggested iIn the recent report
of the Comittee on Federal Relationships of the Association of Reserve City
Bankers. Five present members of the Council and six fonser members of the
Council were on the Committee of sixteen bankers who constituted the Reserve
City Corciittee.

Winton wishes to give the matter a little more thought.

McCoy is In favor of the bill including the proposals by the
Resenve City "Comittee™ but he believes that perhaps the bill should have
nore restrictions.

J. T. Browmn agrees with the Heserve City proposals and believes
sake the bill more restrictive. Sooner or later we shall get legis-
lation, and 1t could easily be worse than Is now being proposed.

S. S. Brom states that the Council could report to the Board
that the is familiar with the bank holding company bill, 5. 8O-
It understands this bill is shortlél_to be remritten, and that the rewritten
bill to be substituted for Senate Bill 89 will follow the general lines of
that bill. Cbviously, the Council cannot approve a bill which it has not
?gtgeen and which has not been introduced. However, CI) it believes that
|dll‘? caompany legislation is desirable at this tlne;e§2) It approves the
approach 1o the holding con problem embodied 1n Senate bill 82;
ad (3 1t believes that the new bill should contain a more definite statement
of the dbjectives of the bill and cf standards for Federal Reserve Board
action. The Incorporation in the bill of dbjectives and standards along the
lines suggested 1IN the recent report of a Comittee of the Association of
Resernve City Bankers would meet the Council™s gpproval. The Council could
also report that of the sixteen menbers constituting the Comittee on
Federal Relationships of the Association of Reserve City Bankers five were
present members OF the Federal Advisory Council and six were former menbers.

) Odlin Boves that the Council eqoress rtself as iIn agreement_
with the sumary presented by E. E. Bromn, and all memboers of Council agree.

The meeting adjourmed at 6:b2 P.M.
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The Council reconvened at 10:00 AM. on

May 19* 19U7, in Room 932 of the Mayfloner .
1, Washington, D. C.

All members gf the Council were present

Mr. Charlos E. Spencer, Jr., for i&oa Mr. \\alter
S. Bucklin served as an altermate, ad Mr. 1.

Randolph Burgess, for whom Mr. Jonn C. Traphagen
se as an altemate.

The Council roved the attached memorandum, Vhich It prep
0 be sent to the Board of Govermors relative to the agenda for the joint
neetlr?_crfmeBoardandmeOouncﬂmMayZJ, 19U7*  The mamorandum
ive

was de red to the Secretary of the Board of Governors at 11:58 AM.
on May 19, 19U7*

r It will be noted that each 1tem of the agenda is listd
with the coments of the Council on the tem.

The meeting adjourmed at 11:U3 AM.
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CONFIDENTIAL
VEMORANDUM TO THE BOARD OF GOVERHDHS
FROM THE
FEDERAL ADVISCRY GOUNCIL
RELATIVE TO THE AGENDA FOR THE JOINT MEETING
ON MAT 20, 197

that policies should be pursued by Arerican comercial banks iIn meking

(S)Ecﬁartlmpatl in loans on foreign-onned gold? It is believed that

dom'I | %lngtbe Ifandlhat' b ﬂ%yfgskrnpjﬁ_be
inant ative , In any case

limited t():)/ gﬁe(ilr:itial pglj’m 12 months, sub)e/ct o rerenal, iIn order

to prg\llgde opportunity for periodic review. are tre views of the

Council”

The Councill does not believe that Arerican comercial
banks should be restricted in meking or _participating
in loans on foreign-omned gold, ertrer in relation ©
the purposes for which the loans are made or the length
of time for which the loans are extended.

/
It i1s reported that some Aasrican comercial banks have participated In
transactions in_gold against dollars at premium prices_in foreign
couttries. It is believed, from the standpoint of national policy,
that such transactions are undesirable and that Averican comercial
banks should be requested to refrain from engaging in them. Does the

Council agree?

The Council believes that such transactions in gold against
dollars at premium prices in foreign counttries may be
undesirable. However, the Council believes that no

action of the Federal Reserve Banks to restrict these
transactions should go further than a request to refrain

from engaging In thent*

In view of the current business situation, the Board would be interested
in receiving information from the Council as to whether banks gererally
expect a continuing strong demand for business loans, for loans secured
by real estate, and for consurer credit, what effects the inventory ad
price situation are having upon the loan positions and policies of
banks; and whether, iIn the various districts, there has been any
ral tendency, for banks to follow more restrictive loan policies,

r loan rates to rise, or for borroners to rectgﬁt renenals of loans
more frequently. In addition, the Board would be glad to have any
gereral views which the Council might wish to express.
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The Council believes it best to state 1ts conclusions regardivr;ﬂ_ihis
1tem on the Agenda In connection with the specific questions which
have been raised as folloas:

(A Do banks expect a continuing strong demand for business loans?

@ The majority of the members of the Council
a continuing good demand for business loas, )
there were three members who reported sore leveling
off in the demand. Those who are extending term
credits expect a continuing strong demand.

® Do banks expect a continuing strong demand for loans secured
by real estate?

® A ocontinuing strong demand for real estate loans
Is anticipated, but oving to the excessive cost of
new construction a lessened demand iIs expected for
loans for new buildings*

(© Do banks expect a continuing strong demand for consumer credit?

© All banks making such loans, as well as banks extending
credit t finanCce companies, are experiencing a strog
and increasing demand™

O *teteffects are the Inventory and price situation having upon
the loan positions and policies of Barks?

@ In gereral, the merbers of the Council It a more
cautious approach to lending policies. re are
some lines of business in which frozen srtuations
appear to be developing*

® is there any tendency for loan rates to rise or for borroners
to reguest renewals of loans more frequently?

(® There has been no tendency for rates on national names
of the hllg.hest credit to rise above the 1-1/2 per cant
rate which has prevailed, but rates for locans to
smaller concems and credits not of the highest grade
have tended to rise somenvhat* Rates on terp loans In

the last year have perhaps increased about I/ of 1
per cent*

Borroners are requesting renewals of loans more
frequently because of large receivables and Inventories*

Would 1t be advisable to reduce the present margin requirements on
security loans?
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This 1tem was not on the Agenda originally submitted

to the Board for this meeting. The Council believes
that a_reduction in margin requirements is desirable at
this time. The stock market i1s In a deflationary phese.
It i1s very thin and price fluctuations are wide. There
IS In_the opinion of the Council no danger that a reduc-
tion in margins would have any dangerous inflati

effect, or cause any considerable demand for credit, but
1t rauld operate o lessen wide fluctuations In stock
prices. Council would not favor a reduction in
required margins below £0 per cent, but 1t believes the
present 75 per cent requirement is too higr*

At the last meeting 1t was understood that the Council would give
further consideration to the holding company bill S. 829 and that at
the next meeting 1t would submit Its viewi with respect to the proposed
legislation.

The Council is familiar with the holding company bill
introduced in the Senate, S. 829. It understands this
bill is shortly to be rewritten, and that the remritten
bill to be substituted for Senate bill 820 will follow
the gereral lines of that bill. Obviously, the Council
can not approve a bill which i1t has not yet seen ad
which has not been introduced. Honever, rz%) it believes
that holding company legislation is desirable at this
time; (@ 1t approves the general approach to the holding
company problem embodied in Senate bill 89; and @) it
believes that the new bill should contain:

(@ A more definite statement of the dbjectives of the
bill and of standards for Federal Reserve Board
action. The iIncorporation in the bill of objec-
tives and standards along the lines suggested In
the recent report of a Comittee of the Association
of Reserve City Bankers would meet the Council*e
approval .

() Simple justice requires that it holding companies are
required to divest themselves of non-banking assets,
they should be #ranted tax exemption In connection
with such divestment. A precedent exists for this
in the utility company legislation.

(© A larger percentage of omership of stock In two
or more banks than 10 per cent should be required
;o_autmatical ly create a holding company relation-

ip.
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(@ There should be provisions that incidetal ower-
ship of bank stocks In fiduciary caoecities such
as exeautor, trustee uder awill, etc., should
not create a holding carpany relatianship.

The Council urges the remriting and Introduction of the
new bill as promptly as possible.
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The Council reconvened In the Board Room of the
Federal Reserve Building at 2100 P.M. on Hay 19,

19J7, to hear Mr. Ralph A. Young, Assistant
Director of the Division of Research and Statistics

of the Federal Reserve Sjstea.

All members of the Council were present except Mr.
Charles S. Spencer, Jr., for whom Mr. Walter S.
Bucklin served as an altermate, and Mr. W. Randolph
BlIJrgess, for whom Hr. John C. Traphagen served as an
altemate*

* X X X X X X *

S. 5. Brom presents Mr. Ralph A. Youg, who on the
subject "Credit, Vorelarj- and Fiscal Prospects, 19P7-r8<*. A confidential
ocopy of Mr. Young*s remarks iIs attached.

* * * * * * * *

After Mr. Young"s talk, the following brief discussion ensued:

5. E. Bromn asks where Young obtained his figures on real
estate loans.

Young replies that his figures are a camposite of the judgrents
of various govermment agencies.

Fleming asks what fauice Young used for obtaining his budget
figures.

Young replies that he and his associates watch the proposals

going through Congress. He states that iIn his judgrent there is more
likely 1o be an increase in the debt In the future rather than a declire.

The outlook In this respect iIs not particularly hopeful.
QFfTlin asks for Young’s views on bank eamings.

Young reports that the gross eamings of member banks are
.* billions for 1906.

estimated at 2.6 billions for PP/ compared to
Met earnings of member banks are estimated for 197/ At 1700 million

conpared to about 80 million for 19176.

Bucklin asks on what basis Young estimates that there will be
a moderate recession.

Young replies that at the last meeting of the Council, Thomas
gave the following four reasons for expecting a recessions
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(D The narrow margins now left to consurers after
paying their expenses and taxes;

(@ The resistance of consurers to higher prices and
the decisions of consumers to defer expenditures;

(3 The decline In the rate of expansion of business
inventory; and

(V) The fact that fiscal developrments have been and
may continue to be deflationary.

Toung states that since that report by Thomas, three additional
factors have developed:

(@O A leveling off iIn business expenditures for
building expansion and construction;

@ Some falling off in foreign demand for our
products because foreign countries have been
using up their dollar exchange more rapidly
than anticipated; and

(3 A contraction in business profits because of the
slackening in price advances and rising wage
costs*

rrapha »en asks for Young®™s viewpoint on the outlook for agri-
aultural prices.

Young believes agricultural prices look wlnerable. In the

Staff's analysis, he states they gave emphasis to a slackening of foreign
demard, but 1t now looks as if the demand for our agricultural products

may be heavier than anticipated.

S. E. Bromn reports that large concems that expected to
finance industrial expansion by stocks are now looking to banks for credit,
including term loans. He states that 1t is possible loans may go up more
then Young anticipates, but that real estate loans may not go up as ouch

«S Young expects.

Young replies that they will be willing t© settle for the
development Brown has mentioned.

The meeting adjourned at 3*15 P~
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CONFIDENTIAL -17-
Tt t oe published
or publicly quoted.

CREDIT, MONETARY. AND FISCAL PROSPECTS, 19U7-19U8
Ralph A. Young*

At the last meeting of the Council, Sir. Thomas presented an
analysis of current economic tendencies and prospects for 19U7-19UB*
His diagnosis indicated that a nunber of critical maladjustments were
developing In the current situation of Inflationary boom and over—full
employment and that, iIn consequence, a period of recession and readjustment
wes likely to set In at sone stage iIn the not too distant future. The
indications available since his report lend additional support to this
gereral view.

Mr. Thomas* report stressed that prospects pointed to what might
be described as recession, but by no means depression, with the corrective
period possibly having a relatively short duration. No developments have
been noted since his report that would warrant a revision of this gereral
conclusion. The science of economic projection is far from exact, honever,
ad error 1s apt to be wider with regard to timing and size of change than

with regard to direction of change.

The present report is a supplement to the one presented at your
last meeting, bat limited in focus to prospective financial tendencies.
It is directed to the questions In the light of the current economic outlook
for early moderate recession, what tendencies will likely characterise
banking, monetarv, and fiscal developments during 19U7 and the early part
of 19007

Financial Factors iIn Recent Inflationary Pressures

As background for our projections, the strategic forces In recent
inflationary pressures need brief review. The most important of these have
been the war-created backlog of domestic and foreign danand, the super-
abundant bank credit and money supply expanded directly by war finance, and
the further expansion of bank credit and money supply during the past year.

Because of tgiﬁpublic's large accunulated holdings of liquid
assets, consumer# in 1 were able to supplement substantially their current
disposable income of nearly 150 billion dollars by spending liquid assets.
The buying power added to consumption markets (including residential real
estate) from this source amounted to approximately 10 billion dollars*

"Statement before Federal Advisory Council, Washington, D. C*, May 19, 19U7
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Hany billions more were added from consumer credit and mortgage credit
sources, including banks. The active demand for consumer goods at rapidly
rising prices has been sustained by these factors.

The extremely active demand from consumers within the country,
conbinea WIth unprecedented!/ heavy demands for manufactured goods from
world markets, has encouraged manufacturing and trade enterprises to expand
rapidly holdings of inventory and receivables and to spend in record
volume for replacements of and additions to equipment and plant facilities.
Equipment and property expenditures of railroads and public utilities have
also been In heavy volume. High and rising prices relative to costs at
capacity operating levels, aided by lowered tax rates on corporate incone,
have made for widespread profits and high levels of profitability. Under
these conditions, the abnormally large business expenditures for current
asset expansion and for equipment and plant have been financed largely by
retained earnings and by other funds from operations. Many businesses,
hovever, have found i1t necessary to draw down their war accumulated liquid
asset holdings, to obtain equity capital, or to incur new debt. Business
borrowing demands on banks for short and medium-term credit have been

especially heavy.

Strong consumer and industrial demands for agricultural products,
together with urgent demands for foods and other farm i1tems from world
markets, have raised prices of farm output above the dosWorld War 1 peak
ad carried agricultural incone to new high levels. While farmers have
spent freely for consumption goods, for farm equipment and buildings, ad
for land, these expenditures for the most part have been financed out of
incore and liquid asset holdings with expansion iIn debt largely limited to
financing the purchase of farms or farm land. Because of their favorable
incore situation, total liquid asset holdings of farmers have shown con-
tinued rapid growth.

¥ith the war-created backlog of domestic and foreign demand and
a superabundant supply of money and liquid assets available for spending,
capacity output has been assured at some advance iIn prices without further
monetary expansion. Notwithstanding, expansion of the money supply held
by the public continued to occur In 196 at a rate of nearly 13 billion
dollars or close to two-thirds of the wartime average annual iIncrease, and
hes only recently been brought under check by seasonal and other temporary
factors. About half of last year’s expansion in the public’® money supply
represented desirable readjustment iIn the Treasury’s position to peacetime
conditions, and was brought about by the use of excess Treasury balances
to retire public debt held by nonbank investors. The remaining half of the
monetary Increase reflected not expansion of bank loan portfolios resulting
franm a record demand for bank credit to finance business, t finance owner-
®hip of residential and farm properties, and to finance various consurer
nesds, but mainly the purchase of durable goods.
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While some of the recent bank credit expansion has also
increased production and In this way has helped to reduce inflationary
pressures, there can be little question but that on balance the further
monetary expansion has added materially to such pressures and has helped
to carry the advance 1n prices to levels higher than otherwise would have
been reached. At the sane time, the bank credit and monetary expansion
did not go as far as was potentially possible. It was held domn iIn part
by reduction iIn security loans accompanying termination of war financing,
maintenance of high margin requirements, and uncertain security market
conditions. Another factor was consumer credit regulation which helped
0 check credit demand and to maintain a high rate of repayment on out-
standing consumer paper. Lastly, Treasury debt retirement, particularly
of bank-held debt, contributed to a continuing moderate pressure on bank
reserves and restrained additional rapid expansion of bank Investment in
Govermment securities.

Bak Credit and Monetary BExpansion, 19U7-19U8

The crucial role of private credit expansion In recent monetary
developments raises the question as to whether business, farm, urban real
estate and consumer credit demand will continue t iIncrease further the
money supply even In the face of prospects for moderate economic recession.
The current outlook iIs In this direction, but the pace of credit expansion
will probably be at a much slower rate than during last year. The impor-
tat tendencies that will likely characterize bank credit developments over
the months ahead may be siasaarised as follows:

Business Loans: - At the end of 19h6, business loans at all
barnks (aincluding ogzn—market paper but excluding loans secured by real
estate) stood at In billion dollars. Another billion dollars of growth was
added In the First quarter, but the slackening of Inflationary expansion
of national product together with the outlook for recession iIs softening
business credit demand and tightening credit availability. Close o an
additional billion dollars of growth seems an outside possibility for the
year, taking into account seasonal Influences near the year-end. Some small
net reduction iIn business loan outstandings will likely occur during the

first half of 191*8.

There are a number of uncertain factors, however, that might
stell loan demand during the second half of this year. Financial readjust—
swits, which will confront many businesses, especially small and mediun-eize
enterprises In the face of declining sales, may bring about an unexpected
wlure of new borrowving. In retailing, for exawple, there will be iIncreased
enphasis on credit sales at a time of retarded collections, which may present
prablems In some cases of receivables financing, and a further rise In
receivables will likely characterise manufacturing business. With declining
«ales, Involuntary Inventory accunulation by manufacturers and retailers may
be a source of special credit demand. Another source of underestimate iIs
the possible credit demand of various consumer credit agencies, such as

noredes Finance and personal finance companies. Fimally, if securities
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aarket conditions are unfavorable, contemplated expenditures by railroads
ad public utilities iy need to be supported by more bank financing than
U nQON projected.

Farm Loans: - Continuing profitability of farm operations will
result in littie, 1If any, iIncrease In farm production loans during this year.
Indications from the Board™s annual survey of consumer finances, made early
this year, point to a moderately reduced volure of farm equipment and hence
a smaller credit demand for purchase of such equipment* Some further
Increase nay occur in the fam real estate category as a result of continuing
transfers of farm property. With loner farm prices, as generally expected,
borroving for production purposes may rise during the production season in
1908, but lower farm prices would probably reduce farm transfers temporarily
and check the availability of farm mortgages*™

Urban Real Estate Loans; - BExpectations of consumers regarding
the purchase o homes, as shown by this year!s survey of consurer finances,
indicate a smaller volure of transactions for residential properties than
in 1906. On the other hand, a larger proportion of these purchases will be
for new houses than characterised transactions last year. This will mean a
reduced volume of repayment of outstanding mortgages resulting from property
transfers, and a steady, though smaller, flow of new mortgages* As a result,
urban mortgage loans may iIncrease by nearly 1*6 billion dollars during the
current year, and because of the large backlog of demand for housing,
further expansion may be expected in the first half of 19U3.

Consumer loans: - Consumer purchase expectations, as reported
in the 19U7 survey of consumer finances, iIndicate a continuing strong demand
for automobiles and the purchase of all the cars that can be produced, as
well as all of the used cars that become available* Growth In demand for
other consumer durables, honever, seems to be slackening. A special factor
in consumer credit demand, because of the narrowed margin between incame
after taxes and expenditures and the prospects of sare rise In unerployment,
will be borrowing to meet family deficits and emergencies. Incare tax
relief may, of course, moderate such demand somewhat. A declining rate of
collections on consumer credit outstandings during the months ahead will
mean a longer average period of consumer indebtedness and will help t©
sustain expansion In consumer credit outstandings.

All in all, the outlook Is for a steady rise In consurer credit
outstandings of banks, amounting to perhaps 1 billion dollars this year ad
continuing at that annual rate during the first half of 19"8. Total consurer
credit i1s currently increasing at an annual rate of about 2.8 billions.

Loans for Purchasing and Carrying Securities? — Of all the loan
categories, only security loans have tke prospect OF registering a decline.
Sluggish and uncertain stock market conditions are expected to continue
through the year, with the result that a decrease iIn security loans of about
1 billion dollars is not unlikely. Prospects for 19"8 depend on the willing-
ness of smart money to discount gptimistically the business outlook at that
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Total Loans: - Addition of bank I prospects, as sumarised
above, yields a net increase for this year of N billion dollars and this
projection appears to be on the conservative side. The possible advent
of recession the latter half of 19k7 makes loan tendencies for early 191*8
uncertain, but the odds of over-all loan market prospects at this stage
favor a smallnet Increase in the first half of next year.

Bank Investments: - Debt retirement for the year, less replace-
ments of retired securities as banks may make, 1Is e to reduce commer-
it billion dollars. On

cial bank holdings of Government securities by about
the other hand, holdings of other securities will likely expand bi/ at least
1 billion, so that net decline iIn comercial bank Investments would amount to
2billions. Some further moderate decline in bank holdings of U. S.Govermments
aay be assumed as likely during the first half of 19118, but the prospect is
for this decline to be more than offset by iIncreased holdings In other
securities.

Increased holdings of other securities will reflect bank purchases
of about half of the offerings of State and municipal Issues, which will be
in record volurme during this year, plus some bank purchases of issues by
the Intemational Bank and some further buying of corporate issues. Retire-
ment of corporate bonds may about equal new issues during 19U7; therefore,
little change iIn the total supply of corporate securities having bank
investment quality Is to be anticipated.

Bank Reserves: - On the assumption of some recession In
business starting in the near future, a less than seasonal Increase iIn
aoney in circulation is expected tonards the end of 19U7. For the year
as a whole, iIn consequence, bank reserves will be augmented by perhaps
half a billion dollars from a return of currency from circulation, most of
which has already occurred. Foreign needs for dollar exchange will bring
about a steady gold inflov, with the total for the year possibly amounting
to 1 billion dollars. Because of continuing deposit expansion, individual
banks will probably sell Government securities to the Reserve Banks from
tine to time to maintain reserve positions, but banks generally will be under
no great pressure to obtailn reserves through thismechanisn. At this stage,
further currency and gold inflow appears to be a reasonable expectation for

the first halt of 1906.

Deposits and Total Money Supply: - Deposit changes at corarercial
banks during this year will comprise: (@} a reduction of 2.2 billion
dollars In war loan deposits carrying such deposits by the year-end to a
level of about half a billion; () an increase of nearly 3*5 billions iIn
adjusted demand deposits, and (¢) an increase of 1 billion, or more, in time
deposits.  In addition, time deposits at mutual savings banks and postal

savings will probably Increase about 1 billion dollars.

Altogether the picture presented iIs one of moderate expansion
in total money supply this year. A substantially larger expansion, honever,
IS In prospect in the money supply held by the public. This Increase will
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amount to around 5 billion dollars, or about one-third of last year"s
expansion in the public™s money supply. Tendencies likely to be encountered
In the first half of 19U8 may reduce this rate of increase; but some further
oonetary expansion seems possible In that period.

We thus confront the anomaly of prospective moderate business
recession combined with further monetary expansion resulting from private
credit expansion. Since economic recession may be accompanied by important
domward price adjustment in certain sectors, this continuing bank credit
and monetary expansion cannot be appropriately described as 1mmediately
inflationary. The resulting addition to the nation®s money and liquid asset
stocks, however, will be a source of inflationary pressures in the revival
that will ensue In due course; iIn fact, the existence of larger money and
liquid asset stocks may check recession and hasten and accelerate revival.

It is Iimportant to enphasise that the sources of prospective
credit expansion are not demands especially responsive to moderate increases
in short-term iInterest rates. Another point of emphasis is that the projected
bank credit and monetary expansion iIs reasonably conservative. It assunes
no general tendency for banks to expand holdings of Federal debt, and only
a moderate Increase of private debt and of municipal and State debt as a
source of bank assets. Because of discontinued pressure on bank reserve
positions from further debt retirement, tendencies iIn the direction of
further bank credit expansion through bank shifting from short to longer-term
Govermment securities may be stronger than expected. Another factor that
might accelerate monetary expansion would be a more ample availability than
now seems reasonable to anticipate of other types of bank assets.

Bank Earmings and Bank Capital: - Gro ss eamings of member banks
In 19U6 exceeded the previous high reached in 19U5* BExpenses, however, also
rose to new high levels with the result that the average retum after taxes
on stockholders®™ 1nvestment declined somewhat from the 10.9 per cent attained
In 19155 The average retum in 19U6 of 96 per cent was still the highest
peacetime level for member banks since 1920.

Banking developments in prospect will likely lower further the
level of bank profits on stockholders®™ investment in 19U7* Cross bank
eamings in 19u7 will equal or exceed eamings In 19U6 but expenses will
be higher, recoveries and profits on securities will be lorver, and losses
and charge-offs will probably rise. On balance, the outlook is for a
declire In the average retum on stockholders®™ investment, perhaps to a
level close to 8.5 per cent.

Banks have added substantially to capital through retained
eamings since prewar days and bank capital is new higher than ever before,
decent bank loan expension has reduced the ratio of capital to risk assets,
which had attained the highest levels since 19111 during ths war period;
in fact, the ratio at the end of last year was below levels that prevailed
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during most of the Thirties# During 19U7, the decline will continue but
will probably be arrested in 19U8. This development suggests that a bank
capital problem may be taking shape and that a growing nurber of banks
will be confronted In the next period of business expansion with a need to
strengthen their capital positions by the sale of additional stock.

Treasury Financef 19U7-19US

Fiscal developments will likely continue to exert a moderately
anti-inflationary influence, but the outlook for Treasury finance is still
very uncertain. It can be said with certainty, nevertheless, that by mid-
19U7 the period of large-scale retirement of marketable debt will be ower.
The Treasury balance at the end of June will be iIn the nighborhood of 2.5
billion dollars, including 1 billion of gold* or dose to a working minimum.
Accordingly, any future debt retirement will have to be out of current
budget surplus and from receipts from nonraarketable debt. Whatever the
actual budget for the fiscal year 19U7-19U8 may tum out to be, reductions
in the marketable debt during that year will hardly exceed 2.5 billion dollars
(which total represents an estimated amount of voluntary redemptions if all

maturing iIssues are refunded) as compared with about 21 billion dollars iIn
the fiscal year just closing.

This means that the debt management problem henceforth will be
one of refunding. Total maturities during the next fiscal year, not
counting Treasury bills, will amount to 36.5 billion dollars. Of this
nearly 7 billions will be iIn bonds, about U.5 billions In nates, and Just
over 25 billions in certificates. The way iIn which the refunding iIs
handled will be an Important element in determining the pattem of market
Interest rates and the shift In the ownership distribution of security
holdings.

Budget for the Fiscal Year 19U6-19U7: - BExpenditures for the
current fiscal year are estimated at 1;15> billion dollars and receipts at
U2.5 billions. The resulting surplus of 1 billion, together with about
8 billions from receipts on nonraarketable securities (over 2 billions of
which was iIn the fora of securities issued to the Intemational Fund and
Bak) and a reduction iIn the General Fund balance of nearly 12 billions

has permitted retirement of public marketable debt of around 21 billion
dollars.

Budget Outlook for the Fiscal Tear 19U7-19U8: - For 19U7-19U8,
the President”™s budget recommendations provided for an expenditure level
of 37.5 billion dollars. The House Committee on the Legislative Budget
wvoted that this total be reduced to 31.5 billion dollars and the corres-
ponding Senate Conmittee vote provided for a reduction to 33 billion
dollars. It is entirely improbable, however, that expenditure reductions
of anywhere near the size indicated will be enacted. As far as can be
figured, reductions which have been voted on to date provide for a cut
of Iittle more than 1 billion dollars, and will be offset by the additional
appropriation of UOO million dollars for aid to Greece and Turkey. The
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maximum cut that might be expected 1s, say, 2*6 billion dollars which
would include a cut In national defense expenditures of 1.6 billions.
However, these cuts are uncertain. The President®s budget for total
expenditures may well be reached; indeed, it might be exceeded.

The estimate of receipts involves a double uncertainty: first,
with respect to revenue legislation and second with respect to the level of
income upon which tax receipts depend. It may be assumed that reductions
in personal 1ncome tax rates will be enacted nvolving a revenue loss equal
t 20 per cent of income tax yield and that this reduction will becane
effective July 1. Also, i1t may be assuned that the statutory Increase iIn
payroll tax rates, scheduled for January 1, 19U8, will be again postponed.

IT the projected moderate recession of business is realised,
incore payments may decline from an annual rate of about 170 billion dollars
in the third quarter of this year to an annual rate of I52billions In the
first half of 19U8. On this basis net receipts of the Federal Govermment
may approximate 36.6 billion dollars. This 1is about 6 billion dollars
below receipts for the current fiscal year.

With expenditures of about 35.3 billion dollars and net receipts
of 36.6 billions we arrive at a budget surplus of 1.3 billion dollars for
the coning fiscal year. Broken down by quarters this reflects deficits of
three—quarters of a billion dollars each for the third and fourth quarters
of this calendar year, a budget surplus of nearly hbillions for the first
quarter of next year, and a renewed deficit of slightly more than 1 billion
for the second quarter of 19US.

FiscalDevelopments and Debt Retirement: - For this calendar
as a whole, the fiscal outlook is for budget balance or a veryslighit budget
deficit, the deficit for the second half of the calendar year of 1.5 billion
dollars about offsetting the surplus for the first half. Income from non-
oarketable debt and reduction in Treasury balances will be the source of
fuds for this year™s net retirement of public debt exceeding 8 billion
dollars.

During the First half of 191*3 there may be a surplus of receipts
close to 3 billions. Retirement of another 2 or 3 billions of marketable
debt might be possible from the expected budget surplus and a further
Increase In nonmarketable debt.

Our projection for changes in holdings of Federal debt by the
banking system for the calendar year 19U7 isa decline of about 5 billion
dollars, distributed — 3 billions to comercial banks and 2 billions to
federal Reserve Banks. This implies a decline in holdings of marketable
debt by nonbank investors during the year of more than 3 billions.
Probably iInsurance companies and mutual savings banks will Increase their
holdings somewhat, while under the Impact of full-employment followed by
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recession readjustments, business corporations, and to some extent
individuals,may decrease their holdings* [In all likelihood,the pattern
of change i1n holdings during the first half of 19U8 will be similar but

the site of the changes will be smaller because of a prospective low
volume of retirements.

Potentialities of Sharper Recessions - A sharper recession than
has been projected would have different fiscal repercussions than we have
outlined. The budget surplus assumed for the fiscal year 19b7-191% would
be converted into a deficit; marketable debt would increase rather than
undergo any further decline; holdings of Government securities by commercial
banks and Federal Reserve Banks would increase rather than decline; holdings
by corporations and individuals would fall off more sharply than projected;
and additional iInvestment by insurance companies and savings banks might be
larger than anticipated. In the event of more than moderate recession,
furthermore, bank loans would probably be reduced, but this might well be
more than offset by additional credit released from new bank financing of
the Government®s deficit. On balance, expansion in the momsy supply would
probably be greater than this report has indicated.

The foregoing projections of banking, monetary, and fiscal ten-
dencies for the period ahead are set forth to indicate the general pattern
of financial developments that might be expected on the showing of current
information and the potentialities iIndicated by projections of national
product and income. The projections are not to be considered as forecasts;
there are many possibilities for different results to emerge, rhile they are
based on assumptions that appear reasonable, It is important to keep in mind
that the period ahead promises to be one of rapid economic change. Many
unanticipated factors will undoubtedly influence the course of developments.
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(Provisional satlmates*

PROJECTED TREASURY FINANCES
Xn billions oT

dollars”/)

...... “T3FT———— — TSUB \ Calendar 1  KicSI"™ W
ifuly Jan. July Octe  Jwi# 1 Apr%
Dec.* June  Sept. Dec. *ar. ¥ June 1937 \ 1907 \ 19U6
Treasury cash balance, start of period 1U.0 3.1 2.5 %_? 1.7 3.1 Uj-O\ 25
Net receipts Tie.? 4.6 r. -~ ' 12.1 1.6 6.5 IS5 \ 36 6
Expenditures 1/ 18.9 22.6 9.6 e.u 8.2 9.1 Uo.6 1.5
Surplus or defioit - a A.U - 78 0 A.9 -1.1 - 71 g
Change in nonmarketable debt A.7 3//5.e A.o -1 / .1 / 5 : / 1 /\ 5
Retirement of marketable debt W/ -13.0 -8.1 - 38 / #* * - 6.3 -21.1
Net change in cash balance ¥ 109 - & - =6 - 2 A.0 - 6 - 1.h 115
Treasury cash balance, end of period 3.1 2.5 1.9 7/\.7 _6/5.7 6 5 1 7/\.7 2.5 _______________________
* Actual estimate

1/ Estimates are based on certain assumptions with regard to expenditures, tax legislation, and debt retirement policies;

(D expenditures for fiscal 19U8 are assumed reduced by 2.6 billion dollars fibto the President’s Budget, (2) personal
income tax rates are assumed reduced by 20 per cent beginning Jully 1, 19U7. re

->j

2/ Including net expenditures in trust account.

3/ Including 1.6 billion dollars of securities held by the International Monetary Fund and UOO million by the Inter-
national Bank.

h/ For the third quarter of 191i7, the reduction in marketable debt is assumed to equal voluntary cash redemptions,

notwithstanding full exchange offerings for maturing issues. For the fourth quarter of 19U7 the iIncrease allows
for some new financing. No marketable debt figures are shown for 19U8.

>/ The Treasury’s budgetary surplus or deficit plus changes iIn debt may not necessarily add to changes iIn the cash
balance due largely to estimated or actual differences iIn timing of receipts and expenditures.

6/ The balance for 19U8 will be lower or higher, depending on changes in marketable debt.

J/ Consisting of 200 million dollars in deposits with the Federal Reserve Banks, 500 million in war loan deposits and

1.0 billion of free gold of which 832 million gold transferred to the cash balance as a result of payments to the
International Monetary Fund.
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On May 20, 191*7, at XOIS A.H., the Federal Advisory
Council held a joint meeting with the Board of
Govermors of the Federal Reserve System in the Board
Room of the Federal Reserve Building.

All members of the Council were present except Mr.
Charles 3. Spencer, Jr., for whom Kr. Walter S.

Bucklin served as an altemate and Mr. W. Randolph
Burgess for whom Mr. John C. Traphagen servedas an

altemate.

The following members of the Board of Govermors were
presents Chairman Eccles; Govermors Szyrczak, Draper,
Svans and Clayton; also, Mr. Carpenter, Secretaiy of
the Board of Govermors. Mr. J. Leonard Towmnsend,
Assistant General Counsel, participated In the dis-
cussion during the period when bank holding company
legislation was being considered.

WHAT POLICIES SHOULD SS PURSUED BT AMERICAN COVMERCIAL BANKS IN MAKING
OR PARTICIPATING IN LOANS ON FOREIGN-OMNED GOLD? IT IS BELIEVED THAT

SUH LOANS SHOULD NOT BE MADE IF THEY APPEAR TO B3 SOUGHT FOR PRDO>IN-
SANTLY SPECULATIVE PURPOSES, AND THAT NT ANY CASE THEY SHOULD 3S LIMITED
PC AN INITIAL PERIOD OF 12 MONTHS, SUBJECT TO REMESAL, K ORDER TO PROVIDE

OPPORTUNITY FOR Pmiobic RO/I5/.  fHAT ARE THE VIEgGS CF THE COUNCIL?

S. S. Bromn state* the Council does not believo that Arerican
comercial banks should be restricted in making or participating in loans
on foreign-omned golld, erther in relation to the purposes for which the
loans are mads or the length of time for which the loans are extended. |If
the Federal Reserve banks have a right to make such loans, Arerican comseilv
cial banks should have the right. The fact that foreign central banks do
now show In their statements that the gold is pledged, is bad practice,
but 1t is no worse for the American commercial banks to make loans under
those conditions than for the Federal Reserve banks to make such loans.

In addition, one criticism that has been made of such loans iIs that any
country which borrows dollars on gold rather than selling the gold outright,
places itself In a position to profit from an increase in the dollar price
of gold. However, 1T we loan on gold, we give evidence of the fact that

© do not believe gold will be devalued.

Eccles. Foreign central banks are not likely to borrow from

private banks iInstead of the Federal Reserve banks unless the foreign
central banks wish to speculate or obtain a long term loan. The Federal
tosene banks extend no credit longer than ninety days and they do not
perait a continuation of the credit. Consequently, the foreign central
berks go to private Arerican banks, pay as high as 3 per cent interest,
*d borrow for as long as five years.
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Eccles says that a policy camittee, of which he ad are menoers,
may recomend that the Treasury issue no license for a gold loan longer

than 12 uonths or for renewals that would extend the loan I r than 12
months*  In addition, this committee may recomend that if a loan gypeal™s

1o be predominantly for speculative purposes, no license should be issued.
These recommendations apply to situations where gold is held in this country.
Any loans which the Federal Reserve banks make are for short terms.

B> 5. Broawn asks whether the Federal Reserve banks ever renew
the loans for successive periods so that they extend beyond a year.

Eccles lies he docs not believe there have been any cases

where the loans have extended beyond a year, although iIn case of
ree3 need, the Federal Reserve banks would consider a special situation.

E« E. Brom mentions that at the end of World ""ar 1, American

commercial banks made a loan, secured by gold, to a Russian general who
wes Fighting the Bolsheviks. This loan was made at the request of the

State Department.

Eccles states that the Board does not wish the Treasury to
Isste licenses so that Arerican comercial banks can make gold loans of a
type which the Board would not wish the Federal Reserve banks to make. He
does hot believe there i1s any real conflict between the views of the Board

ad the Council.

IT IS REPORTED THAT SOME AVERICAN COMMERCIAL BANKS HAVE PARTICIPATED IN
TRANSACTIONS IN GOLD AGAINST DOLLARS AT PREMIUM PRICES IN FOREIGN COUNTRIES.
IT IS BELIEVED, FROM THE STANDPOINT OF NATIONAL POLICY,THAT SUCH TRANS-
ACTIONS ARS UNDESIRABLE AND THAT AMERICAN COWERCIAL BANKS SHOULD BE REQUESTED

TO REFRAIN FROEFEBAGING IN THEM. DOES THE COUNCIL AGREE?

S. 5* Brown says that the Council believes that such transactions
in gold against dollars at premium prices in foreign countries may be
undesirable. However, the Council believes that no action of the Federal
Reserve banks to restrict these transactions should go further than a request
t refrain fro™ engaging In then. He coments that at the time of the
Bretton oods meeting, as Chairman Eccles will recall, same foreign goverm-
ments wanted the United States to agree to police all kinds of exchange
transactions, but the /marican delegates declined to agree. He mentions
cases Where American travellers In France exchange travellers* checks for
franca In the black market. Frenchmen who get these travellers* checks
are sometimes able to take than INto countries where gold IS obtainable or
whore they can retain the dollars. It is obviously impossible for Arerican
banks t police the action of all their custorers. E. E. Browmn thinks that
iIT the Federal Reserve banks asked American camercial banks to refrain from

engaging In these transactions, It would be adequate.

Eccles reports that the Board thought the Federal Reserve banks
ad the Treasury might issue a Joint statement to the effect that gold Is
quoted In many markets in the world above the United States price. Dollars
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are used Illegally in some of these foreign countries to bgg_ old, ad,

as a reault, these foreign countries arc limited in their ability to buy
aur goods and services. As a matter of fact, some of these countries may
even need to borrow more dollars from us. The Treasury and the Federal
Resernve banks *ould request Arerican camercial banks to refrain from using
their facilities to make such transactions possible.

E. S. Brom states that the Co>incil believes any action should
ke limited to a request.

IN VIE* OF THE CURRENT BUSINESS SITUATION, THE BOARD WOULD BE INTERESTED

IN RECEIVING INFORVATION FROM THE COUNCIL AS TO WHETHER BANKS GENERALLY
SEHECT A CONTINUING STRONG DEMAND FOR BUSINESS LOMNS, i*)H LCAN3 SECURED BY
REAL ESTATE, AND FOR CONSUMER CREDIT; WHAT EFFECTS THE INVENTORY AND PRICE
SITUATION ARF HAVING UPON THE LOAN POSITIONS AND POLICIES OF RANKS; AND
3H3MHR, IN THE VARIOUS DISTRICTS, THERE HAS BSSH ANY GENERAL TENDENCY FOR
BANKS TO FOLLOW MORS RESTRICTIVE LOAN POLICIES, FOR LOAN RATES TO RISE,OR
FOR BORROMERS TO REQUEST RENTALS OF LOANS MORE FREQUENTLY. IN ADDITION,

THE BOARD ~OULD BE GLAD TO HAVE ANY GENERAL VIBAS> WHICH THE COUNCIL 41GHT
71H TO EXPRESS.

E. 5. Brown states that the Council believes i1t best to state
s conclusions regarding this itess on the agenda in connection with the
specific questions which have bean raised as follows:

(A) Do banks expect a continuing strong demand for
business loans?

(@ The majority of the members of the Council
expect a continuing good demand for business
loans, but there were three members who
reported some leveling off in the demand.
Those who are extending term credits expect
a continuing strong demand. Soae large com-
panies that expected to finance their expan-
sion by stocks are unwilling t do 1t in the
present markets and may use bank credit,
including tem loans.

(B) ¢ banks expect a continuing strong deivand for loans
secured by real estate?

(b) A continuing strong denand for real estate loans
IS anticipated, but owing to the excessive cost
of new construction a lessened demand iIs expected
for loans for new buildings. Some of the dis-
tricts report little increase In the number of
real estate loans fooing INto barks because banka
believe the costs are too high. Many of these

loans are going Into Insurance companies.
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(© Do banks expect a continuing strong demand for
consumer credit?

(© All banks making such loans, as well as banks
extending credit to finance companies, are
experiencing a strong and increasing demand.

(O What effects are the inventory and price situations
having upon the loan positions and policies of banks?

(d In general, the members of the Council report
a more cautious approach to lending policies.
There are some lines of business In which
frozen situations appear to be developing.
Borrowers are requesting renewals of loans
more frequently because of large receivables
and inventories. The newer crop of bank
officers see frozen situations developing
and there is a possibility that these younger
men may not only be cautious but too res-
trictive iIn their loan policies.

(S Is there any tendency for loan rates to rise or

for borrowers to request renewals of loans more
frequently?

(e There has been no tendency for rates on national
names of the highest credit to rise above the
1-1/2 per cent rate which has prevailed, but
rates for loans to smaller concems and credits
not of the highest grade have tended to rise
somewhat. Hates on term loans In the last year
have perhaps increased about 1AX of 1 per cent.
Some banks that loaned at 1-1/4* per cent have
gone to 1-1/2 per cent, and some small banks
have raised rates iIn sxae cases as much as one
or two per cent. In Mr. Young’s talk yesterday,
he seemed to feel that commercial loans would
not go Into the banks In such great volure In
the period ahead, but the amount of real estate
loans going into banks might be rather large.
The Council informed Mr. Young that some bankers,
on the other hand, are iInclined to believe that
the situation will be reversed and that the
real estate loans going Into banks may not be
so large as he Indicated, but that the amount
of commercial loans may be larger. Ur. Young

stated that he would settle for a development
of that kind.
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TOULD IT BE ADVISABLE TO REDUCE THE PRESENT MARGIN REQUIREMENTS ON
SGORITT LOANS?

E. E. Brown states that this item was not on the agenda
originally submitted to the Board for this meeting. The Council believes
that a reduction In margin requirements is desirable at this time. The
stock market is In a deflationary phase* It is very thin and price fluc-
tuations are wide. There is iIn the opinion of the Council no danger that
a reduction In margins would have any dangerous inflationary effect, or
cause any considerable demand for credit, but it would operate to lessen
wide fluctuations in stock prices. The Council would not favor a reduction
In required margins below 50 per cent, but it believes the present 7$ per
cent requirement is too high. Brown adds that the Council realizes it is
difficult to select the right time to change margin requirements, but
that this difficulty is one of the problems the Board necessarily takes
on when it has control of margin requirements.

Eccles. The Board has discussed this subject from time to
time. The stock “brokers are constantly agitating 1t. The Board feels
the present situation does not warrant a reduction In margin requirersantse
There are still too laay Inflationary elements iIn the situation, such as
the high cost of living. As a result of taking off all the controls last
year, many maladjustments have developed i1n our econony. Ee have had more
inflation during the last year than we have had In the previous five years.
The soore inflation we have, the more that will have to be liquidated.
The stock market now reflects what is looked upon as an i1nevitable future
adjustment In our economy. Profits cannot be kept up, and the wage level
i1Is more frozen than ever before. Companies that fail to set aside a part
of their profits to take losses on their inventories may become poor
credit risks. People of small means are cashing their savings bonds in
denominations of $25 to 1100, whereas people of larger means are not
cashing them. Stock market credit is only an incident in the whole picture.
The psychology of reducing margins now would be wrong. The public mi™ht
feel the Board of Governors was trying to support the inflation, or the
public might feel that the Board considered stock prices were low enough
nowv. Very little credit would probably be used.  However* anything that
adds to the total credit i1s bad. Some downward adjustment would be
iesirable. It is not the time now, eilther, to reduce taxes. The Board
has discussed the question of whether margins on bank lending should be
removed. The Board felt the margin on bank loans was desirable to make
effective the margin on brokers* loans. The time to change margin
requirements is when there is a re substantial deflationary trend <

Fitting remarks that the market has been going down for some
time and 1t 1s Ikin.

Scclea believes the thinness of the market has nothing to
do with margin requirements. The thinness of the market iIs based on the
demand and supply factors iIn relation to the economic situation.
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Fleming states that a number of those interested In securi-
ties are waiting until the market settles. He recognises that no tine
IS a good time to chance margin requirements, but he would dislike tO see
any hysteria develop because of a constantly declining market.

Eccles. There is practically no credit in the market to
liquidate, T2 corrections necessary in our economy will come with
insolvencies and unemployment. The farmers have become accustomed to
living in clover, and they will have to live in less clower.

E. E. Bromn. The govermment purchases for relief may be
desirable iIn the iInterest of world economic recovery, but these purchases
are a mgjor factor in the high cost of living.

Socles thinks the time for reducing margins may come sanewhat
later.

Bucklin believes i1t is a matter of the level of the margins.
A 50 per cent margin is still a high margin.

Ssymcsak asks whether the market needs any credit at all.
*hen the margin requirements were reduced to 75 per cent, very little
credit entered the market and even that soon left the market. (Towmnsed

enters the meeting.)

AT THE LAST KEETING IT WAS UNDERSTOOD THAT THE COUNCIL WOULD GIVE RURTHER
COH3132UnaN TO THE 5&DIB3 CmPANT BILL S. 82?7 AHD THAT AT THE NEXT
MEETING IT WOULD SUBSIT ITS VISIS WITH -155°CT TO THE PROPOSED LEGISLATION.

E. E. Brom states that the Council Is now In unanimous agree-
ment on 1ts recommendations regarding bank holding company legislation.
There were sixteen members on the Comittee of the Association of Reserve
City Bankers which prepared the report on bank holding company legislation
which was approved at the recent meeting at Swaspscott. OfF the sixteen
members of the Comittee, five are present members of the Council and six
are former members. Brown understands that all the holding companies
but Transamerica have agreed to the principles formulated at Sweapscott.

He also understands that the American Bankers Association will not take
any part in discussing the problen. However, for the First time there is
wide agreement among bankers QN the principles. Browmn says the council

is familiar with the holding company bill introduced in the Senate, S. 8%.
It understands this bill is shortly to be rewritten, and that the remritten
bill to be substituted for Senate bill 820 will follow the general lines
of that bill. Obviously, the Council can not approve a bill which It has
not yet seen and which has not been introduced. However, (1) i1t believes
that holding company legislation is desirable at this time; (@) i1t
approves the general approach to the holding company problem embodied In
Senate bill 629; and (3 i1t believes that the new bill should contain:
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A mors definite staterent of the objectives of the

bill and of standards for Federal Resernve Board action.
The incorporation in the bill of objectives and standards
along the lines suggested iIn the recent report of a
Committee of the Association of Reserve City Bankers
would met the Council®s approval. The three essential
goals of the legislation as formulated and approved at
the Swampscott meeting are:

1. to reach and regulate any banking operation which,
functioning In an area or with a structure larger
than that permitted to independent banks, can or
does, through the medium of concentrated control,
Jeopardize 1ndependent competitive banking at local
or regional levels or place iIndependent banks under
the particular circunstances at a competitive dis-

advantage;

2. 1o confine the size and geographical extent of any
such banking operation, regardless of 1ts conpetitive
or other aspects, within limits consistent with
adequate and sound banking; and

3* to control the magnitude and geographical extent of
any such banking operation, regardless of all other
considerations, to the end that, iIn the event of
adverse general economic conditions, such an opera-
tion will not be subjected to an inordinate pressure
arising from urwieldiness due solely to mere size
and expanse which, In tum, may put an Inordinate
pressure on the nation!s banking structure*

Simple justice requires that 1T holding companies are
required to divest themselves of non-banking assets,
they should be granted tax exemption in connection
with such divestment* A precedent exists for this iIn
the utility holding company legislation.

A larger percentage of ownership of stock In two or
more banks than 10 per cent should be required to auto-
matically create a holding company relationship.

Brown mentions that this point is not suggested by

the holding companies, but is suggested by those
bankers who do not wish to be considered part of a
holding company group because ten per cent or more of
thelr stock is held by some owner such as an insurance
company which may owmn ten per cent of the stock of two
or more banks.

There should be provisions that incidental ownership
of bank stocks iIn fiduciary capacities such as executor,
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trustee under_a will, etc., should not create a holding
company relationship.

?- 5. Bromn points out that there is more widespread agreement on the
egislation than ever before. He has talked with Wiggins and he believes
the Treasury night go along with the legislation. Honever, he does not

knov the viewpoint of the Federal Deposit Insurance Corporation.

Eccles states that the powers of the Board have not been

adequate to control the holding company situation. | West Coast
bankers have strongly urged Iegislation. The Board would not introduce

a bill that did not have widespread support.

E. s. Brown states that Odlin reports the West Coast i
bankers would go along with legislation along the lines Browmn has outlined.
He understands Senate bill 829 may not be rewritten but may be amended.

Sccles reports that the Board does not propose to introduce
another bill, 1IN earlier bill was found to apply to many situations iIn
ehich the Board had no interest. The present bill iIs actually the third
bill and Eccles does not wish to introduce a new bill as Congress may think
the Board did not know what 1t was all about in the previous bills. He
wishes to keep as ouch as possible of the present bill.

E. E. Brown thinks many bankers will insist on the points he
hes outlined as the Councills viewpoint.

Townsend states, iIn response to 2ccles* request for his
comment on the proposal contained In paragraph (@) of the Council®s state-
ment, that 1t i1s felt that, if authority is given to the Board to regulate
the expansion of bank holding companies, that authority should (1) parallel
as closely as possible the procedures that had been traditional in the
banking statutes, that is, the filing of an application and consideration
by the Board of the matters which under the present law must be considered
by the Comptroller of the Currency and the Board In connection with the
approval of the establishment of branches by banks, and (2) require, iIn
addition, consideration of the prohibitions against restraint of trade and
monopolly that had been in Federal statutes and which would confine bank
holding companies within the existing prohibitions of law as applied In the
field of commerce and industry. He says that the first point was covered
by the first part of paragraph 6(d) of the existing bill, which was taken
fran existing statutes, and which required that consideration be given to
the financial history and condition of the applicant and the banks concermed,
thelr prospects, the character of their management, and the convenience,
needs and welfare of the communities and the area concermed, and that the
second point was covered by the part of the paragraph which required con-
sideration of the national policies against restraint of trade and undue
concentration of economic power and in favor of the maintenance of com-
petition In the field of banking. With respect to the standards included
in the report ot the Reserve City Banters®™ Association, Townsend feels that
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1ift]ecould befdemonstrated di;at all of qne‘gﬁe s%aejdards werg :r;c!\ramled Wﬂjhg
scope of paragraph as contai in present bi wou

a part of the Board*s ﬂ?clnklng In considering any acquisition covered by
the section, and that, therefore, the problem is a question of the doice

of language!

S. E. Browmn remarks that the holding campanies believe the
swampscott proposals would restrict holding campany operations more than
the language of the present bill. Honever, the holding companies have
agreed to the Swampscott proposals allhough they opposed them for some tine.

Towmnsend. The bill requires the Board to consider each individual
situation and to determine whether monopoly Is being pranoted or whether
canpetition i1s being stimulated. With respect to tax exanption, the Board
favors it, but the Treasury will have to upon 1t. The Board might then
pass along to Congress the viewpoint of Treasury. With respect t the
Tigure of 10 per cent, it has long been unnecessary to own a majority of
the stock to control a bark. A company which oms 10 per cent or more of
the stocks of two or more banks may maintain it is not a holding
It only needs to write a letter requesting exemption which can be grarrted
unless, In fact, the company actually is a holding campany. Some companies
control on the basis of 10 per cent or less, and In sare Instances there iIs
actual control without the ownership of any stock. The Reserve City Bankers
gave no reason for wanting 20 per cent, but merely stated they would like
It as a 7aore convenient figure. The 10 per cent 1s one of the essential nusts
of the bill.

E. S. Bromn. The Council recognizes that the Board can bring
In an owner of bank stocks, and the burden iIs on the party brought In to
prove that he should be called exempt. It is entirely a question of the
sise of the net. The Council believes there are too oany situations where
banks woulld be caught 1n a 10 per cent net, and the banks do not wish t go
through the trouble of proving that they should be exenpt. The bigger the
sise of the holes iIn the net, the smaller the number that will be brought
In under the proposed Iegislation- The holding campanies know they are
brought in under the legislation, and they are not so concemed about this
figure. It iIs the independent banks who want a figure higher than 10 per
oait, as they do not wish to be brought In under the legislation.

Townsend. Any legislation that leaves out banks that should
be brought In is not good legislation.

s. £  Brown. It is not a question of leaving anyone aut, as
the Board could still bring iIn anyone.

Eccles. Any owner kows whether he i1s controlling a bark.
An Insurance company could state, perhaps by a formal statement of its
board of directors, that it was not controlling abank.

Odlin. The &est Coast |mlependerrt bankers have no dbjection
to the 10 per cent but other bankers have
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E. 5. Brom. Many banks over the country do not wish to
be subject to a dragnet unnecessarily. Holding campanies do not doject,
but Independent banks think they should not, under any condrtion, be

included. They do not wish to dragged 1n as a result of a figure as
lov as 10 per cent. In some cases, finance campanies have taken over banks

as Teeders for their business. This development should be prohibited, ad
this 1s not covered by the present legislation. Honever, Broamn believes it

would be by the Swampscott proposals.

Tomsend thinks the senators in the holding corpany states would
oppose the insertion of the phrase, "'geographical extent*, expressed in
points two and three of the essential goals of the Ieglslatlon as stated

In the Swampscott proposals.

E. S. Bronn replies that the holding conpanies in those states
have agreed to the goals as stated In the Swamnpscott proposals.

Eccles suggests that Towmnsend consider arending the bill to
include the Swampscott proposals as they may be more clearly stated than

the language used in the bill.

Townsend. The Board would have to analyze each case from tte
point of view of convenience, needs and soundness.

S. S. Bromn. The company expanding might be held t be soud
even though the expansion should not take place.

Sccles states he will discuss the bill further with Toansend.
He suggests usin® the language of the bill, but supplementing it with the
Swampscott proposals.

Odlin coments that he would dislike to see the bill bog down
because of semantics. He thinks the bill would not be injured by
remriting It t iInclude the Swampscott dbjectives. He also thinks danging
fran 10 per cent to 20 per cent is not an Insurmountable point. He would
prefer 10 per cent but perhaps an agreement could be reached on 15 per ocent.

Scslea says that he argued for 10 per cent and Townsend hed
favored15per cent. Any company omning 10 per cent is probably controlling,
but 1t might be difficult for us to prove 1t. As a practical matter 10
per cent constitutes control.

E. EM Brown states that holding company legislation is desir-
able from the public standpoint*

Ssymcaak thinks that the Board and the Council are in agree-
ment on all of the Council®s recommendations except the question of the

10 per cent or 20 €I cent.
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The Council reconvened iIn the Board Room of the
Federal Reserve Building at 2:U5 P.M. on May 20,
1917.

All members of the Council were present except 3.

Charles £. Spencer, Jr., for whom kr. Walter S.
Bucklin served as an altermate, and Ur. W. Randolph

Burgess for whom Hr. John C. Traphagen served as an
altemate.

BASK HOLDISG COMPANY LEGISLATION.

S. S. Brown asks whether the Council wishes to give the Bos
of Govermors a resolution on the holding company legislation as Eccles

hes suggested.

After discussing the matter, the Council approved the resolution
and memorandum which follow, together with the letter of transmittal from
President Bromn™

May 20, 19U7

Honorable Marriner S. Eccles,
Chairman,

Board of Govermors,

Federal Reserve System,
Washington 25, D. C.

Dear Chairman Eccles:

Transmitted herewith iIs resolution of the Federal
Advisory Council passed at its meeting today.

Very truly yours,
(Signed) Edward E. Brown

Edward S. Brom, President,
Federal Advisory Council.

Enclosures
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FEDERAL ADVISOR* COUNCIL
RESOLUTION

i The Council for the past few years has at almost every meeting
discussed the holding compa%/ situation, the inadequacies of existing
legislation, and proposals for additional legislation in connection with

18
(O The Council believes that holding legislation should
be enacted)at this time. BExperience has shown that % present legislation

IS Inadequate and that additional legislation i1s urgently necessary.

(@ It approves the general approach to the holding company problem
embodied iIn Senate Bill 829*

(@ It believes Senate Bill 829 should be amended -

(@ By adding to the declaration of policy ad the
standards for Federal Reserve Board, Comptroller of the
Currency, and Federal Deposit Insurance Corporation action
a more definite statement of objectives and standards. (A
memorandum Is attached which was the subject of discussion
between the Board of Govermors and the Federal Advisory Council
which indicates the type of amendrents in this regard which
the Council believes necessary.)

() By granting tax exemption to such holding companies
as are required to divest themselves of non-banking assets.
Simple justice requires that such tax exemption should be
granted, and a precedent exists for 1t in the utility holding

company legislation.

(© By requiring a larger percentage than 10 per cent
of the ownership of stock In two or more banks in order to
create an automatic holding company relationship.

(d) By providing that incidental ownership of bank
stocks 1n fiduciary capacities such as executor, trustee
under a will, etc.f should not create an automatic holding
company relationship.

The Council urges the Board to submit amendrents in accordance
with these suggestions and to press for the enactment of the bill as so

Ay 20, 19U7
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To reach and_regulate any banking operation which, functioning in
an area or with a structure | r than that permitted t© indepen-
dent banka, can or does, through the medium of concentrated control,
{ Ise independent competitive banking at local or regioal

evels or place independent banks under particular cirocunstances
at a competitive disadvantage;

To confine the sise and expanse of any such banking goeration, regard-

less of 1ts competitive or other aspects, within limits consistant
with adequate and sound banking; and

To control the magnitude and expanse of any such banking gperation,
regardless of all other considerations, t the ed that, In the evenit
of adverse general economic conditions, such an operation will not be
subjected to an 1nordinate pressure arising fran uwieldiness due

solely to mere siae and expanse which, In tim, may put an nordinate
pressure on the nation’s banking structure.
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Association of Reserve City Bankers
Report on Bank Holding :o&parr~ Legislation
Introductory Comnents

At a meeting in Chicago last September, your Coraaittee decided
to Inquire into the "Bank Holding Companyl situation. In the course of
its inquiry your Committee has made it clear that it was merely exploring
this matter on behalf of the Association with the ultimate aim of
reporting its findings and conclusions to the Association so that the
Membership might be currently advised and thus be able to form a considered
opinion on the subject. Furthermore, your Committee has not undertaken to
promote legislation, to propagandise any particular type of legislation
or to edit any proposed legislation.

Without going into detail, it may be fairly said that this report
is an objective analysis of the composite thinking of many men active
in the ’Holding Companyl field, of many bankers not immediately connected
with “Holding Company* operations and of many individual unit bankers
operating in the same field as ’Holding Companies*.

Underllying Issues

At the threshold we face two underlying issues of national policy,
the answers to which control to a great degree anyone*s initial thinking
on ’holding company”’ legislation. These issues (assumed by many as
settled, but qiestioned by not a few as lacking affirmative determination)
are (1) are bank holding company operations, either within or beyond the
state limits, to be prohibited or unrestricted or permissive under
regulatory controls and (2) is branch banking by nationalbanks to remain
subject to the pleasure of the respective states and confined, where
permitted, within geographical limits prescribed in the respective state

laws?

Any early cousaon agreement on these issues, a prerequisite to
unanimity of thinking in respect of bank holding company legislation, is
not to be expected. These issues persist from the historical controversy
between unit banking, on the one hand, and holding company, branch and
chain banking, on the other hand - spiced with all the traditions of the
dual-banking system. There has been no federal affirmative legislation
resolving in any final sense these questions of national policy.

It should be noted that bank holding companies grew up entirely
without benefit of either national or state banking legislation and,
relying on the general corporation laws of the respective states, moved
into banking operations denied to both national and state banks. The
Banking Acts of 1933 and 1935 gave them a legal status under federal
law - predicated on regulatory controls. There iIs a broad sentiment that
*uch controls have proved inadequate. The question, what to do in respect
of bank holding companies, has again come to a head.
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It should also be noted that the national banking system,

S0l Drosch banking” SySten:. pranarily Throgh the. et proccss of
ing” , primari Ve process

placing nationaln%anks on a F|c§arity w%/ﬂw state banks 1In statgs where branch
banking Is permitted. This also falls far short of any affirmative final
determination of national policy In respect of branch banking by national
banks In non-perraissive states or across state lines on sore regional
basis or even on a national basis. This issue will acquire great importance
if holding companies, encouraged possibly by a continuing gap in federal or
state legislation, should in appreciable degree acquire banks within any
particular state or region in wnich branch banking iIs not permitted to
independent national banks and state banks. On the other had, to the
extent that any bank holding company legislation levels off inequalities,
t a like extent does this issue of branch banking becore less urgent.

The banking fratemity has not, iIn spite of much discussion, coe
to grips with these two iIssues. The Arerican Bankers Association, honever,
in 1ts so-called Boston Resolution, passed in 1937, pronounced rtself as
opposed in principle to banking beyond state lines, erther directly or
indirectly* The scope of the Boston Resolution, and its inport 0 far as
Association policy in respect of “holding company* legislation iIs concermed,
iIs presently under review by the Association.

In connection with “holding campany* operations In states where
branch banking i1s permitted, another related underlying question crogs
U, to-wit, to what extent can branch banking by a national bank within such
a state be restricted. Present federal legislation provides merely that
such a national bank rwith the approval of the Carptroller of the Currency”
may establish and operate branches within the prescriptions of the state
lav and a state non-member iInsured bank shall not establish such branches
"unless it shall have the prior written consent of the Federal Deposit
Insurance Corporation*. This issue would, It sears, resolhve i1t=lf, at
least temporarily, iIn the light of principles reflected In any holding

copary*  legislation.

The above issues are recited primarily to indicate the divergence
of viewpoints underlying the approach to bank holding company legislation.
Quite obviously, a discussion of these issues is not timely and falls
beyond the scope of this report. It would seem more useful and advisable,
acting on the present status of federal and state legislation in the light
of conflict iIn banking thinking on this subject, to adopt certain assunptions
In respect of these issues and to proceed on these assunptions to a con-
sideration of sound *“holding company* legislation. Any other course
invites indefinite delay and a consequent continuing void in thecontrol of
the scope and practices of bank holding companies which potentially, iIn
twum, can prejudice the position of Independent banking and aggravate the
issue of branch banking by national and state banks - not only In states
where branch banking is not now permitted but also even beyond statelines.
It 1s, of course, quite conceivable that state banks may ultimately,
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through reciprocal state legislation, engage iIn branch banking even
beyond state lines. In fact, such would seem to be an inevitable campanion
development In the event national banks should as a matter of national

banking policy be allowed tooperate branches beyond state lines.

In the following discussion of bank holding company legislation,

therefore, we, as apparently have a preponderance of those with whom we
have talked, assume that national policy is currently fixed as follows:

() bank holding company operations, eirther within or beyond state limits,
should be permissive under regulatory controls, () branch banking by
national banks should not extend beyond the geographical limits prescribed
in the laws of such respective states as permit branch banking, and @ ) any
extension of branch banking by national banks, within the limits prescribed
In the respective state laws, should remain without change, 1.e., subject
to Bthe approval of the Comptroller of the Currency.

After all, unless the time iIs ripe to abandon the traditional
concept that American banking is to be competitive between ind
banks operating as units or with branches within state limits where permitted,
there iIs not much violence In these assunptions. To be sure,the recognition
of this concept In connection with bank holding company legislation will,
at least inferentially, reaffirm it at this time without a review on the
oerits whether it is not too restrictive iIn the light of our present national
ecomany. It seems more practical, nevertheless, to go forward with legis-
lation which will bring bank holding company operations down more nearly
on a par with current Independent bank operations and leave the extension
of branch banking by national and state banks to the future.

Committee Findings
Without inferring unanimity, it may be 3aid confidently that there
IS a substantial preponderance of CCMON thinking In respect of bank
holding conpany legislation, as follows:

1. It i1s advisable to move forward with bank holding
company legislation at this tine.

2. Any such legislation, generally speaking, should
contain a minimum of discretionary power in the enforcing

agency -

3. The enforcement of the law may logically be lodged
in the Board of Govermors of the Federal Reserve System.

U. There should not be any so-called 8death sentence”
provision.

5. There should not be any blanket '“freeze” provision.

6 . The creation of new or the extension of existing
"holding companiese= should be permissive, but the granting
or withholding of permission should, so far as practicable,
hinge on definite statutory norms - any advarse action of the
enforcing agency to be reviewable in the courts.
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7. Bank holding companies should be United to the
business of banking and other activities generally accepted
as incidental to the banking business.

8 . Existing “holding companies®™ should be protected
against undue sacrifice or harsh consequences in respect of
any divorcement of their presently held non-banking assets
or interests. In other words, such divorcemant should not
be forced under conditions precluding a disposition at fair
value and should be accorded appropriate tax relief.

9. As to “coverage*, i.e., the of operations to be
encompassed by the legislation in the light of its dbjectives,
It is evident that a coverage, sufficiently inclusive and exclu-
sive at the sane time, cannot be arrived at exclusively on an
~automatic” basis, i1.e., by legislative definition or formula
alone, and requires also resort, iIn greater or less degree, to
"adninistrative* determination, i.e., quasi-judicial poners
In the enforcing agency.

10 . the “automatic* coverage should not be In the nature
of a drag—*iet - but should be related to the dbjectives of

the legislation.

11. Percentages of deposits or banking offices In a
particular area are not satisfactory norms of *automatic*

coverage.

12. The objectives of the legislation should be precisely
stated and those objectives should becore the statutory
nonss controlling the exercise of discretionary poser lodged

In the enforcing agency.

13. The mechanical requirements of the legislation do
not offer any questions of serious or insurmountable nature.

Cosmittee Coments

The obvious problem is how to reduce the concepts, listed above,
to a workable piece of legislation - more particularly, how to avoid
an excess of indefinite discretionary power in the enforcing agency and
yet provide a mechanism which will with certainty encompass such opera-
tions and only such operations as lie within the intended scope of the
legislation. This query pertains primarily to the question of initial
coverage but also, of course, bears on other discretionary powers, such
as the creation of n<?w or the extension of existing "holding companies”
and the application of controls by the enforcing agency under the law. The
only answer seems to lie in a legislative specification of the law"s objec-
tives - expressed not in abstract or abstruse generalizations but as far
as possible in understandably precise statements. The starting point of
any attempt at such a specification is, obviously, a determination of the

goals of the legislation.
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Essential goals of the legislation should. It SEEMS, be

1* to reach and regulate any banking operation which,
functioning In an area or with a structure larger

than that permitted to independent banks, can or
does, through the medium of concentrated control,
jJeopardise i1ndependent competitive banking at local
or regional levels or place independent banks under
the particular circunstances at a competitive dis-

advantage;

2 . to confine the size and geographical extent of any
such banking operation, regardless of i1ts competitive
or other aspects, within limits consistent with adequate

and sound banking; and

3* to control the magnitude and geographical extent of
any such banking operation, regardless of all other
considerations, to the end that, In the event of
adverse general economic conditions, such an opera-
tion will not be subjected to an Inordinate pressure
arising from unwieldiness due solely to mere SIZ&
and expanse which, iIn tum, may put an inordinate
pressure on the nation®s banking structure*

If, among possible others, these be the goals and they be expressly
adopted as the <objectives* of the legislation, they would ssesi to provide
reasonably precise statutory norms, for the exercise of discretionary
porers delegated to the enforcing agency* Moreover, they would S8aN to
provide norms under which the 1N agency could %roperly be granted
discretionary power to relieve any “holding company* the requirenents
and controls of the law to the extent that their application is unneeded
in the light of the nature and degree of the conflict with the respective

objectives of the law.

Finally, a word as to “coverage*. The legislation should be
designed as far as possible to reach only operations which, through the
medium of the exercise of concentrated control, COME into conflict with
oc8 or more of the objectives of the legislation. The intangibles in this
equation are, Tfirst, what is control and, secondly, under what circum-
stances is the exercise of such control to be presumed or to be proved
as existing in TactT Obviously, MEIE ownership without actual exercise
is less likely to create situations leading to conflict with
the objectives of the law than is an actual exercise of control with a
slight degree of or even without ownership. An initial coverage, suffi-
ciently exclusive and inclusive, appears to require a combination of an
*automatic* and an “administrative* coverage*

of control

The “automatic* coverage would rest on a legislative formula

providing that a specified percentage of stock ownership in each of two
or more banks, directly or indirectly, would constitute a holding company

operation. Just what this percentage of stock ownership should be has
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beon a subject of much discussion. If too low a percentage iIs adopted
itwill initially tag as “holding companies®™ Innuverable i1ncidental

stock holdings In two or more banks by individuals, corporations, ad
trustees, which are totally unrelated to any “holding campany™ operation.
Moreover, It seems unrealistic to fix a low percentage by way of a drag-
net and then provide that such percentage of ownership In two or more
banks makes i1t a “holding campany® unless the enforcing agency declares,
at 1ts o pleasure, that i1t is not a “holding company®. From discussions
on this subject during our exploration, the preponderant thought seems to
be that, for the purpose of the “automatic™ coverage, the percentage of
stock ownership should be fixed at, say, twenty per cent in two or iore
banks - on the theory that twenty percent omership as a practical matter
oay be deemed to reflect or at least approach a dominant ownership and
also that 1t reflects the minimum of ownership sought by anyone who intends
in fact to exercise control. Twenty per cent ownership seems also to be
a happy breaking point between the “automatic™ coverage and the “adninis-
trative” coverage. IT a particular “automatic holding company™ does not
conflict with the objectives of the law, it could be declared by the
enforcing agency to be an "exempt™ holding company ad, as such, be auto-
matically, by statutory provision, relieved from the requirements ad
controls of the law - subject to revocation of its “exanpt” status for
cause. To eliminate temporary technical violations, the enforcing agency
coulld by general order anticipatorily “exenmpt* any future iIncidental
"automatic holding company*, subject to later determination whether its
operations are in conflict with the objectives of the law.

The *admninistrative* coverage would authorise the enforcing
agency, under a quasi-judical poner, to declare on the basis of evidence
produced before it that a particular operation, whatsoever the degree of
omership, iIs a "holding company®™ operation in that there exists In
fact a concentrated control of two or more banks and canes in conflict
with the objectives of the law— any such declaration to be revienable
in the courts and to be sustained 1T supported by substantial evidence.

It would seem that this dual “automatic™ and ladministrative*
coverage should encompass with certainty any “holding companyl operation
worthy of the name.

In conclusion, we repeat that this report primarily is merely
our appraisal and analysis of various viewpoints expressed to us during
the course of our exploration plus an attempt to reduce them to an
acceptable common denominator. We started with no preconceived notions
and finish with no unalterable personal convictions. [If our discussions
with others and this report tend to focus the thinking on the subject or
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to reconcile in some degree conflicting viewpoints, they will have
served a useful purpose.

Respectfully submitted,

Willian F. Kurt*, Chairman
Harold v. Amberg
Julian B. Baird
Daniel W. Bell
Keehn W. Berry
Edward E. Brown

R. Burgess
Quy 1™»erson
Charles T. Fisher, Jr.
Robert V. Fleming
Robert M. Hanes
James M* Kemper
¥. A. Kitchell
Charlles E. Spencer, Jr.
0. M. Wallace
H. Lane Toung

Approved by the Association, Committee on Federal Relationships -
Kay Hi, 197. Association of Reserve City Bankers.
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geaorandum to the Members of the May 22, 19U7
federal Advisory Council:

Leonard Townsend called me up yesterday, May 21, and said:

1. That the Board was willi makethetestofan
automatic holding company relationship ofF stock ownership
In o or more banks Instead of 10*.

2* That as to objectives, the Board, after a good deal
of discussion, was willing to add to sub-section (d) of Sec. 6
of the Bill a clause reading as follows:

“provided, however, that nothing herein contained shall
be construed to authorise the approval of any
acquisition subject to paragraphs A, B or C of this
section where, regardless of i1ts conpetitive or other
aspects, the effect of such acquisition may be to
expand the sise and extent of a bank holding company
system beyond limits consistent with adeguate and
sound banking.*

and asked my opinion as to whether this would be satisfactory. | asked
and obtained his permission to discuss the Section with Harold Arberyg,
who had been active on the Reserve City coaraittee, and also with Julian
Baird and Cameron Thomson, to see whether it would meet their views.

Personally, 1 would be satisfied with the addition of this Section
as meeting the suggestions contained in the Council’s resolution. Harold
Aaberg thought 1t would satisfy the spirit of the Reserve City report,
and both Thomson and Baird, after consulting their lawyers, said that
while they did not care for it they were willing to take 1t for their
companies and to recommend 1ts acceptance to the other campanies with
whom they had been associated.

I called Tomsend back today and stated that the proposed amendment
wes satisfactory to me personally but that | of course could not comit
the other members of the Federal Advisory Council although 1 hoped they
would allso regard it as satisfactory, that Harold Amberg had stated it
wes satisfactory to him as one of the authors of the report of the
Comittee on Federal Relationships of the Association of Resene City
Bankers and that he believed it would be satisfactory to the majority
if not all of the comittee, but that he could not comit them, and that
it was satisfactory to the First Bank Stock and the Northwest Bancorporation,
but that “r. Thomson and Mr. Baird had made it clear that while they would
m Its acceptance to the other holding companies they could not

i ;

This is for your Information and until some definite action is
taken by the Federal Reserve Board, please regard it as confidential.

E. E. Brown
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AMENDMENTS TO S. 829 WHICH ARE RECOMMENDED
BY THE BOARD

Amend Section 3 as follows;
Change the figure 10" appearing on page 2, line 20, to the
figure "15".
Insert the following after the comma on page 2, line 21i:

"or any company which is a bank and which directly or in-
directly owns, controls, or holds with power to vote

per centum or more of the voting shares of one or more
other banks,"

Change the figure nlOn appearing on page 4, line 8, to the
figure 7157~
Add new subsection (F) as follows:

"() For the purposes of this section there shall be
excluded from consideration all voting shares of banks or
other companies acquired or held by a bank in a Ffiduciary
capacity, except where such voting®"shares are acquired or
held for the benefit of all or a majority of the persons
beneficially interested in such bank or except where the
Board, after notice and opportunity for hearing, finds that
such acquisition or holding is being employed as a device
for avoiding the provisions of this Act.”

Amend Section 5 as follows:

v

Add the words '"banking or' on page 7, at the end of line
Add the following after the comma on page 7, line 14;

"or engage in the business of furnishing managerial, audit-
ing, supervisory, purchasing and other similar services
solely to such bank holding company and its subsidiaries,
or in the business of procuring and servicing solely for
such bank holding company and its subsidiaries investments
and paper eligible for bank investment, cr in the business
of liquidating assets acquired from such bank holding com-
pany and its subsidiaries,"

After the word "subsidiaries™ and before the semicolon on page 7

line 22, add the following: "or with the prior approval of the Board
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Add new subsection (d) as follows:

"(d) Nor shall the prohibitions of this section apply
to voting shares or other securities or obligations which
are held or acquired by a bank in a fiduciary capacity or
which are otherwise lawfully owned by such bank on the ef-
fective date of this Act; nor shall the prohibitions in
this section apply to investment securities of the kinds
and amounts eligible for investment by national banks under
the provisions of Section 5136 of the Revised Statutes. |If,
while such bank or bank holding company owns or controls
such shares, securities or other obligations, the Board,
after notice and opportunity for hearing, determines that
the ownership or control of such shares, securities or obli-
gations 1is being employed as a device for avoiding the pro-
visions of this Act, it may by order require such bank or
bank holding, company to dispose of all or any part thereof

forthwith.n

Amend section 6 as follows:

Change the figure ”10M on page 8, line 10, to the figure '"15".
Insert the following after the period on page 8, line 15:

"Provided, however, that nothing herein contained shall be
construed to apply to the acquisition by a bank holding com-
pany of any additions! voting shares -of a bank in any case
where such bank holding company, prior to such acquisition,
owmned a majority of the voting shares thereof."

Add the following to subsection (d) on page 9:

"Provided, however, that nothing herein contained shall be
construed to authorize the approval of any acquisition sub-
ject to paragraphs (@), (b), or (¢) of this section where,
regardless of its competitive or other aspects, the effect
of such acquisition may be to expand the size and extent of
a bank holding company system beyond limits consistent with
acequate and sound banking. The factors stated in this sec-
tion shall likewise be considered by the Board, the Comp-
troller of the Currency or the Federal Deposit Insurance
Corporation in determining whether to approve an application
of any bank, which is a part of a bank holding company system,
to establish a branch or branches of such bank.™

toend Section 7 as follows:
Add the following after the period on page 9, line 23:

“Provided, however, that any bank may, with the prior approval
of the Board, accept such capital stock as a security for debts

Digitized forPr@vA@USly ccntracted."

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



- 3-

Change the figure '"10" to the figure "20" on page 10, line 12.
Add the following sentence after the period on page 10, line 13:
"Noninterest-bearing deposits to the credit of a bank shall

not be deemed to be a loan or advance to the bank of deposit,
nor shall the giving of immediate credit to a bank upon un-
collected items received in the ordinary course of business

be deemed to be a loan or advance to the depositing bank.”

;&nd Section 9 as follows:
Substitute the word "book” for the word nparM appearing on page

12 line 8.

Strike the words ™"and to eliminate losses and depreciation from
the assets of such banks,'™ appearing on page 12, lines 17 and 18, and
substitute the followings

"and, with the permission of the Board, to increase the capital

or surplus of its subsidiary banks and to eliminate losses

and depreciation and to remove undesirable assets from the
assets of such banks,”

Arend Section 13 as Tfollows:

Change the figure .80 f appearing on page 21, line 20, to the
figure n9r.

Amend paragraph (g) by adding before the quotation marks appearing
o page 22, line 19, the following: M, or any subsidiary thereof as
defined in said Act.”

Add new paragraph at the end of line 19 on page 22 as follows:

M(h) Subsection (b) of Section 2 of the Banking Act of
1933, as amended, 1is amended by adding the following para-
graphs :
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""(4) which owns or controls, directly or indirect-
ly, either a majority of the shares of capital stock of
a member bank or more than 50 per centum of the number of
shares voted for the election of directors of any one
bank at the preceding election, or controls in any manner

the election of a majority of the directors of any one
bank; or /

,M(6) for the benefit of whose shareholders or members

all or substantially all of the capital stock of a member
bank is held by trustees."”
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May 29, 19u7

To the Members of the
Federal Advisory Council:

Following receipt of the mimeographed arendments sumitted by the
Federal Resenve Board, 1 talked over the phone today with Leonard Touserd,

He said:

1 . That an amendment to provide tax exemption in case of comulsory

divestments of non-banking assets would be Introduced ad s now In

the process of being cleared with the Treasury;

2. That an additional amendment would be Introduced at the suggestion

of the Treasury which would regquire the Canptroller of the Qurrency,

the Federal Reserve Board or the F.D.1.C. In granting goplications

for branches to a bank which was owed by a holding company, even if

it was the only bank owned by the holding conpany, to take Into accountt

the sare factors iIn the new subsection (d) of Section 6 *

I called Tomnsend* s attention to what 1 regarded as an arbiguity
in the amendment adding a new subsection (d) to Section 5, iIn that it might
by mmplication affect a bank which was not a holding company ad give the
Federal Reserve Board power over the disposition of non-banking assets which
might have been taken for debts previously contracted or otherwise lavfully
acquired. He said there was no intention to do this and offered t add
after the word "‘bank” In the third line of the proposed avendrent, the words,
"Which is a holding company.” This would straighten the matter out as far
& | an concermed. It might not, however, satisfy certain banks which are
holding canpanies, such as the Trust Company of Georgia.
Towmnsend told me that the Council*s resolution erther had been or

would be formally filed and made of record In the Semate Comittee* s

hearings, and that the resolution of the Association of Resenve City Bakers

wes already filed.
E. E Bromn
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