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BY-LAWS OF THE FEDERAL ADVISORY COUNCIL

ARTICLE L. OFFICERS

The officers of this Council shall be a President, First Vice Presifie?t, Second Vice
President, three Directors, a_Secretary %n?ll a? Associate Shecretar ,.all of whom, except
the Secretary and” Associate Secretary; shall also serve as the Executive Committee.

ARTICLE II. PRESIDENT AND VICE PRESIDENT

The duties of the President shall be such as usually pertain to the office; in his absence
the Vice President shall serve.

ARTICLE . SECRETARY AND ASSOCIATE SECRETARY

. The Secretary shall be a salarigd officer of the Council, and his duties and compensa-
tjon shaﬁl%e {lxedyb %e 8,ounfcﬁ‘. '?‘?w Assoclate gecreta Y %?I serve WIthOU{ co&n@en a-
88[}” Ce|)|<cept or remuneration for expenses incurred, and his duties shall be fixed by the

ARTICLE IV. EXECUTIVE COMMITTEE

The Executive Comm.iétee, as indigate,d in Arti&le | of éhe by-laws, shall consist of the
President, First Vice President, Second Vice President and the three Directors.

ARTICLE V. DUTIES OF THE EXECUTIVE COMMITTEE

It shall betme dFut of the Exec%twe Ccom |tte?]t%kee|9 in flo.se touch with ti]e Board
of Governors of the Federal Resgrve %tema with their eﬂg atlons an Pro u atlon?,
?n communicate the san]e to t emfe ers of the Council, and to suggest to the Councll,
rom time to time, special matters for consideration.

The Executive Committee shal| have the power. to fix the time and place of holdin
its regufar anoiJ special meettmgs an(! met ogs g? gfving not}ce t ereoafr.] P J

The Executive Committee shall have full power, as officers of the Council, to act for
the Councﬁ(%etween meetings o? t?]e %ouncn. P

Minutes of all meetings of the Executive Committee sha|l be kept and such minutes
}1 am r%medtlatey orwarded to eac% meml)ero tﬁe% (i

or digest thereof shall be i ouncil.
A majority of the Executive Committee shall constitute a.quorum, and action of the
Commltteé shXII Be y majority of mose present at any meetlﬂg.

ARTICLE VI. MEETINGS
. Reqular meetings of the Federal Advisory_Council shall be_held in the City of Wash-
|r}gto N ﬂm thlercf1 ?uﬁsdla of the m %t}qs ﬁfyFebruar.z, I\/Tax] Sgt;%tember, an(H\Iovem%er
of°each year, unless otherwise directed by the Executive Committee.

. Apreliminary meeting of the Federal Advisgry Council shall pe called by the Secretar
In acco?dance WII¥] mstruguons to be given ythg President o tHe Councny Y

. Special meetings m called at any time and place by the President or. the Exec-
utive Eommlttee a d?ﬁglp ecaﬁeda {ay l¥1e H]resallgen? upon >(/\/ntten request of any three
members of the Counci
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ARTICLE VII. ALTERNATES

rld] mﬁr% 8 Sc%f%ett&e lf?{e re re nt t| taﬁ}/stlr:Fc eral Reseg}/etDlst ict the
eale Nat oa |nt mee
ounm o 0| erlgt epa a
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ART ICLE M. AMENDMENTS
vote oli‘]eas%wa%rm{/ oq]?l){ebr%ecrpm fO the ene?'gl z}lt\(f\lll ory !)%rngrl special meeting by &

February 15, 1948
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 15, 1948

The first andorgamzatl onaj meetin gof the Federal AdV|sor¥CounC|I for theyear 1948
was convened In Room 932 of h Mayflower Hotel, Washington, D. C., on” Sunday,
February 15, 1948, at 2:20 P.M.

Present:
Walter S. Bucklin (Alternate for Mr. Charles E. Spencer, Jr.) District No. 1
W. Rando\ﬁ/h Burgess District No. 2
David E. Williams District No. 3
John H. McCoy District No. 4
Robert V. Fleming District No. 5
J. T. Brown District No. 6
Edward E. Brown District No. 7
James H. Penick District No. 8
Henry E. Atwood District No. 9
James M. Kemper District No. 10
J. E. Woods District No. 11
Reno Odlin _ District No. 12
Walter Lichtenstein Secretary

Absent:

Charles E. Spencer, Jr.

Dr. W. Randolph Burgess was elected Chairman pro tem and Mr. Walter Lichtenstein,
Secretary pro tem

The Secretary pro tem stated that communications had been. received from the twelve
Federa| Rese ve anks %erufymg to the election of their respective representatives on the
Counct fort e year 19

The following officers were nominated and unanimously elected:

Edward E. Brown, President

Charles E. Spencer Jr., First Vice President
Robert V. Fleming, Second Vice President
W. Rando\k/h Burgess Director

David E. Williams, Director

John H. McCoy, Director

Walter Lichtenstein, Secretary

Herbert V. Prochnow, Associate Secretary

On motion, gul made and seconded the salary of the dSecretarz/l was fixed a%$2 500,
which_has eenth %cretarys alary mgrevboust}/ ars, zw it was agreed that the Asso-
clate Secretary should serve Wlt out stipend e paid his expenses.

On motion, duly made and seconded, the Council adopted the existing by-laws as
amended, which are a part of these minutes.
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The meeting adjourned at 5:50 P.M.
WALTER LICHTENSTEIN
Secretary.
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REPORT OF THE SECRETARY OF THE FEDERAL ADVISORY COUNCIL

For the Year Ended December 31, 1947
Balance on hand

December 31, 1946........... $ 6,150.88 SAlAIBS...vvvevesisessenisssiin $ 2,500.00
Conference EXpenses............. 838.91

Printing and stationery.......... 226.50

Assessments— Postage, telephone and
12 Federal Reserve banks. . 4,200.00 telegrapn........evvecvvisnn 214.74
Balance on hand
December 31, 1947............ 6,570.73
$10,350.88 $10,350.88
Chicago, Illinois

February 1, 1948
To the Federal Advisory Council:

| have audited the books, vouchers, and accounts of the Secretary of the Federal
Advisory Council for the year ended December 31, 1947, and certify that'the above state-
ment agrees therewith.

Respectfully,

THE FIRST NATIONAL BANK OF CHICAGO,

(Signed) J. J. Buechner
Assistant Auditor
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 16, 1948
flowertl-ﬂote 0 \%Vfli\élhmtgt% FeBer%I Advisory Council reconvened in Room 932 of the May-
GRS SRR Ay Mt
|ams enr

Brown, Jam es
oods oOdIm W/ Pér ﬁlc tensteln, ecretar erbel‘t n&)
now séouate ecretary

Absent: Mr. Charles E. Spencer, Jr.
‘éhe Council ge%ewgd |t1concr fbe %oft e ewous da re ar m%th |tems on the

Al I%Sentt aes B Sting t mgeren dd ms w({ ! Memr?cr %?grr]n
PRl i S S
The meeting adjourned at 11:45 AM.

WALTER LICHTENSTEIN
Secretary.
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CONFIDENTIAL

O THE BOARD OF GOVERNORS FROM TH
VE TO THE AGENDA FOR THE J
EBRUARY 17, 1948

E FEDERAL
OINT MEET-

ON F
1 Adrscu |on entr tg the Treasury with respect to turning foreign funds
over o1 rope Jdlia,

he Fepe %‘ﬁ' REycﬁé"r?ﬁé”a Hg gt estateme te rof (t)h naaitrona %dvsor
arona ncrI

m arr he ropert m tes U é

encan woul es en & Confl-

aro eecoljF oreﬁ eposrtors |q esa%rk; ﬂaerr'funa W\her fican

angerous preceaent as 10 a Y. TOr€l n

rove
I'IGSP rlcfn ca % sen time IS EiS 0 IV
WE are |n d 16d internati nK
?netaribs Hi Pl Eaﬁhﬁhr

he Nation VISOry Louncl

2. The eff ct that gold imports are havrn he financial structure of this country, and
stepsw Ich mrgghdb gken {0 counte err In (honary |n¥luence Y

tems f ﬁnd 4 of the agenda are cIoseh{ relﬁted and the conclusions of the
ouncil'on’ these Items are 8|ven following Fftem

3. Jt IS estimate Tt t after the first qu % (arter of this 8aendar ear.. the Treas erI evaﬂ
Into.the, mar e or c rrent ex e ures a red fron moe
recerve f om axes] abeﬁ sec r| 1es. This ex%ess o men ma
o as mu as $2 ,on] ﬁeco uarter toe rwr g
a% 9( I|on dollars fer, an purc ases X
eaI eerve anks of, a 9 lonal. sec r 1es non -ban
om ban s needing reserves, will"add consi era yto an reServes,

he opinian. of the Councj measures. sho ado Ied to restrict the use
theseloa trona reserves orvr{urather expansion rw%ani cre

a.arr%u.s%e il et 'S; SRS poi

mvestors an

correspondin ){ Ig rver urr me sonn em er
ngerstan hE d[ |t|ona nmem er ban S.Wi
eral .Reservi Ban 9eera |sory ouncil joine

In a similar recommendatron on Decem er

S ————

¢. Or, should the F deral %pagsorgrkg L ommr%tseeer\sgsll ILhrrtreﬁ |{\0 r}]rarzlcrlrlnﬁaer f;

In an a[mc% ﬁr]r len
m}arke afte quar or an permr overnmen
Whatever ex ent may € necessary
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4. Should discount rates be increased further? If so, how much? What should be the
timing of such action?

}S]mc the last meeHn

S heen greatcg
vY]et er the“recent br
there are some evidences of this sort. “Unti
following broad credit policies.

% and swce the Board sent the Council its questions, there
ge In the economic situation. |t is too. early to determine
ak In commodity pn?esma¥ evelop into a recession but

the trend is Clearer we suggest the

A. gar\]r?\te Ithe Board and Treasury carry through the measures now in process,
.

1. That the reaﬁur continue to use trae surplus from tax receipts to redeﬂn
dent held ,}qte ederal Reserve an thﬁ anks, but proceeding gradually
and spreading the operation over 6 months.

2. That thefederal Reserve should not Withdrfuw but carrsy into_effect the
increase of 2 per cent in reserve requirements of Central Reserve City banks.

3. That the Treasury go forward with the special effort to sell savings bonds.

B. That further steps iP credit restraint be held in suspense until the trend be-
comes clearer, namely:
1. That there should be no further increase in discount rates.

2. Ihzﬁ reserve reé]uirements of Central Reserve City hanks should not be
urther increased.

b Tl St i it s, e ot o

rerseerge 5%7u{rng]e%gtr%menéat|on of December was made under
i et g e e
Iﬂ\eg/ %)a\ie racticaﬂly one ﬁnJ Trf orrowing from the eserve Baﬂ]y

Eoll ré’ s were at less than 1/10 1%;[% ¥thegaeatm. en
the Fe 1@fra serve ?/stlem had noahe uate Sabnl?s f ?vern ents to
%%ﬁetp Sitgftdqpﬁerelﬂneg. ts; today they have over 20 bilfion dollars. There are

C. That undte)re iSth ﬁrbditions and Joreseeable circumstances longer term Gov-
ernment bonds should be supported at par.

5. What measures are being taken hy banks to restrict credit under the A.B.A. voluntar
program andr what resu 95 are Be% gbtaslned? y

Megtings are r“)w in rol%ress in each ?hstnct unfd the auspices of the A.B.A. and
according to rego ts eearerslu ting In g fuller understanding of t e]pres?r]t
fltual%nb the banks an he[fu Ic_generally. .These pilot meefings will be R
owe r¥ ee&m{gs at’ ca eveaaﬂd n adv rtlsmgpogra . Referring to the
questiort asked It’should be note Fat the purposae f'the”A.B.A. program Is not
to, restrict credit™ but to assure the soundest and most productive use of credit
and to encourage savings.

6. Are there any argas in which loans being made by banks involve greater credit risks
than haveabe%n tF]e case #\ the perslod swqce ﬂme WXI‘P ’

9
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In answering this question, éhe Cou crLas umes that “areas” dges not refer to
geogra hical"areas. Increas sts igr%at%even oInts In the operation o

UsInesses, some slowrngS co ections, ed Inventories havefa
Iten ed to ma ecrgdrtr ks somewnhat greater |n cass The most doubtfu
0ans from a broad economic point of ‘view are t os made under Government

quaranty.

[t aﬁ)earst at recently ther has been a r su on of the [%ractrce b}/ riertarn Iare
tors re uestin thatt srt ry an urnrs the more detal n

t|on regar IH? e condit on o S than ﬁwv n to depositors nera T |s
matter Scy att e meetrng o eBo

fs it teCorhnuI on
Ewhrch trme dj errnﬁ VIEWS were exPresse members of t

e Councrl eoncernrng

e Imposition of a proRibition b re uat n upon banks giying such information
The B% wou c? ; ncr worﬁ)lot1 grscussgt rsgmatter ariarn and

appreciate | h
Vise t eB ard a t%{%t edesrrah éyo the s pervrsor encre?hﬁ; rhgarlr ggt%tg

ment I? sint ell’ resp eitrvejur ctions which WTO g%
d practlce of not mak mgra\{ar ableto arge EROSI'[O S Informati Was not given

to their depositors gen what,” | ctl t be take
SUPeryIsor agencresg and ¥ gconsrderatrons that S ou (9 mpt the super\ysory

agencies i any action that t ey might take.

Th Cnuncrl is of the unanrmoHs opinion that no request shouI!]d be ma ebly the
Fe eral Reserv 3 System or ot er su eryisory aBthorrtres to have ban efuse
Information to depositors and the Council would be even more opposed to a regu-

|lation intended to enforce such a request.

8. A further discussion of consumer credit.

The Council is opposed to legislation restoring controls over. consumer credit. It
feels the reEnt 8 owtﬂ h’e amount o? cor%]sumer credit is ¢ 'fﬂ y dye to the

Increase_in the su 0 ds such as automobiles customari on time pay-
f erd thge j) {ohlo ga restrarn 3

Pents |nhtﬁ Et?enrlrns require mangchn}]%anbe |e\r/%sg?tqgrea#grt shou he continue

gnt the voluntary CO graéron of Institutions extending consumer credit to
maintain conservative sta

9. The nk holding com bill hai been under consrderatron or |sgussron for several
mon ,E a ent arr enera a ree ent has.now een reacgW amon nter

the I
est rou avoring suc islation, a hill s presently In t eSenaPe
S e iy L

ection tn its consid ew days ago resu
|ts nlt) tcty an trpte cafe rwrtln tactr n.to date. V\{ furthgryactr n shoutl be
taken %/t e Council an the Boar Inre atron to this legisl

ation’
TheCoun%n reaffrrmstheposrtron |tftook on May 20,1947, in respect t? the holdin
com t urges the Board of Governors to continue to r?ress or Its enact-

ment at thrs sessron

hat is the attrtude of th% Board of Governors toward the listing of bank stocks on
terecognrze security exchanges?

The Council withdraws this item from the agenda.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

February 16,1948

eral Rbséiue BUIAING. PR DC. the Frobent M. Browm h gl e

W |arr§2 nt %nglnrceF dcr }; !\%esgrsov‘g]obgrres\/jelp WML{ h\:v lt%rfiwo? ?&%Alte aV|d
ooI(\{Is cI;ieyno Odlin, \Rygt’er%_ tensteln eéretar;y er eh roc
now somate ecretary.
Absent: Mr. Charles E. Spencer, Jr.

Woodlief Thomas, Director o the Division of Research and Statistics, spoke on
the sutgject “In?{atlon and Ba ek redit. P

The meeting adjourned at 3:45 P.M.

WALTER LICHTENSTEIN

Secretary.

Federal Reserve Bank of St. Louis



MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
February 17, 1948

Federa %slé)r\'% '\é'mﬂ’ﬁgFe\%?a%nné’%'ﬁ”ﬁ %Ourt]ﬁlel (Fgglrave%r%e%n %]Fogv%arl% ﬁ]ooghalrthe

harﬁ)re el\r4creE Esr%r nRaPnrg ur £ss aI%/er I|n Fev\}‘gr
ame dpﬁsle rj es%/P erJEW/oods terLl tensem

ecre ary, an OC HOW ssoclate ec etéry

R 8 (ﬁ”t Messrs Charles E. Spencer, Jr., Robert V. Fleming, John H. McCoy and

c.dﬁf\té"%% U B BRI N acting Wi he Councilth either A1 o7

The meeting adjourned at 10:25 A.M.

WALTER LICHTENSTEIN
Secretary.

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



F JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

February 17, 1948

o A e A S
€Serve oul dlng as INg tO

Present: Members of the Board of Governors of the Federal Reserve System:
Ch |rman Marriner S, Eacles Governors M, S, S ﬁj
W

EFEnetG Drap%r

Er ardaman rence Clayto %g éh nter, Secr ﬁ g

i i e e bl o

oar re &overnorso he era?sReserve ystem Qy tshe resrgento heEJ [peé] Sotates
Present Members of the Federal Advisory Council:

5 ard E. Brown, Pr |d t Mr ? l%rn Alterpate f IesE
enc wt(o ersHs %t\),\ert? Eenrck%eﬂ(r)% egs iavrd Irams
@ 5 ¥€en0 0 \'n/a tensteln ecr ary anc? ﬂer ert Proc
ssocrate ecretary

Absent: Mr. Charles E. Spencer, Jr.

The Pre ident.of the %ou cil read. tmfrrst item on thﬁ agend the ¢o Iusro
nr:r as given.in t rgr entia ora the oar VErnors r mt
era a¥ ounEa]s r| fed on Pa es gn hes m u resident rown
hen as % rman Ecc ythe mmien on i ques ion had béen made ythe
atrona visory ouncr

halrman celes reg ﬁd that the dBoard sun us mrsng\}or%vaI of the re om
e ari)n made |ona vrsﬁ]rg/ unc twoul e Iad

natern te 50 tron pro tronal’ visory ouncrl man cces
reporte invited proposa ut recerved none,

stafed that he I|eve Mr. Sproul had given an alternate pro

eSegeFar %h reas rzvon | er andp he al osu esper? t {WOU J)ng 1
og OH consu nks. concerned, artrcu arywrth

eserve hanks, before making a i naI ecision.

aus.rrs%r‘fré quncil s Jhe o de ot el h(')treaquOrﬁ s*éedggengs d%‘Be it
orr]re%ﬁerye%er%ss €re was a eng |scu53|on y mempers of the Cou the Boar

.Presrderﬁ Br:own ead Ehe fifth |te on thea enfia and.the 8onclusi0ns of the Council
as grven In t ntia Memoran um previously mentione

rman Eccle that the Board would like authority to raise reserye require-
ments IT necessar %% E er cer¥¥ HJF country banks, reserve cr%y% ?(% and
central reserve Cl bans respectrvel9
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President Brown read tfh(? se_v?nth item on the ag_enda and the conclusions of the
Council, as given in the Confidential Memorandum mentioned above.

. Chairman ccleé stated tha}] this item origjnated with the banks irhce they(Yv%r%_wrié-
mg to the Board and asking w| ?tt ey should do. The Chairman of the Boar Flev,e
th t|falﬁrge aepositor was entitled to such information, then the call reports should {nve
{0 theﬁub| the same information which tne large de 03|tor_r?ce|ved_. Here orteéi er

ain
nsurance companies requested that hanks give t e information submitte th
anks In thewégé)nhéen ﬁ'ﬂ orts to tﬁe Co ptroqfe_r he Cth Zn o%

t
h reP ?Pthe Currency. T airm
the Board stated that this definitely was not permissible.

The President of the Council F.e d thf eighth item of tr}]e anendda \?ith the conclusion
oféhe Council, as given in_the Confidential Memorandum fo the Board of Governorsfrom the
Federal Aavisory Council. There was a very brief discussion of this item.

The P_‘esident of the Coyncil read the ninth _icsem_of the agenda and the conclusion of
the Council as given in the atorementioned Confidential Memarandum.

Chairman Eccles sugaested that it would be helpful if the Council would pass a stron
Besolutqonﬁn su%)otr[ of t%% Bank Holdtmg Companyme. He suggested t?\at tRe resoﬁut?o
e sent to Senator Taft.

The meeting adjourned at 1:45 P.M.

WALTER LICHTENSTEIN
Secretary.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

February 17, 1048

P | A I B h
Federal ggerve mlgln r%shqug\;/tlg%ry C%unch r[gcrggllve e l\ﬁ]rt eFOV\(I)r? r?ﬁ?"’@h%ﬁrt ;

re n e e A% Brovwoblgrres\)jem mi andoi3 {Jnr Alte %E\l/tlef
f@e m|amrs J r\@oomcgé%o osj 5 ?—I Bnlc Henr E{W

B
lin, Wavlter IC tensteln ecretary, and erbert roc-
now ssomat ecretary

Absent: Mr. Charles E. Spencer, Jr.

130m d|scu33|oB }he Councn roved he following resolution relative ﬁo the
Bank % n?pﬁ il W|§h mstru ons to the Secretary to transmit the resolution
to the Secretary o Board of Governors:

RESOLUTION

1@?@%{& ﬁ(%n |e0/e { ﬂ\ ncg? r?\z% ap%gvlﬁd bgzresoltﬁmﬂ the Bank Holdin Compaﬁz

ouncil J] hts resolution o %y 84 %lguld bgeepaasn?qen%rtn%ﬁltss ssesg er? gg
ngress and that action by the Congress should not be delaye

ghe Fede”ﬂsé‘?t\é'iw ﬁgrr]tultougggsrtg%n%ogg%of G?v%rn%rﬁ of t eFederrTz]ie!n eserve

stem t
q/ %es%e &ounm n asks a é IS reso élon betransm|tte 0t ememgers
enaean House Banking and Currency Committees.

The meeting adjourned at 3:25 P.M.

WALTER LICHTENSTEIN
Secretary.
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NOTE: This transcript of the Secretary®s
notes 1s 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#

W. L.

The Secretary®s notes on the meeting of

the Federal Advisory Council on February
15, 19U8, at 2:20 p.m., iIn Room 932 of the

Mayflower Hotel., Washington, b. C.

All members of the Federal Advisory Council
were present.

Mr. W. Randolph Burgess was elected Chairman pro tem and
Mr. Walter Lichtensteiln, Secretary pro tem.

The Secretary stated that communications had been received
fron the twelve Federal Reserve Banks, certifying to the election of their
respective representatives on the Council for the year 19U8.

BY-LAVS

On motion duly made and seconded Articles 1 and 111 of the
by-lans were amended to read as follows:

Article 1. Officers

The officers of this Council shall be a President, First
Vice President, Second Vice President, three Directors, a Secretary
and an Associate Secretary, all of whom except the Secretary and
Associate Secretary, shall also serve as the Executive Comittee.

Article Il1l. Secretary and Associate Secretary

The Secretary shall be a salaried officer of the Council,
and his duties and compensation shall be fixed by the Council. The
Associate Secretary shall serve without compensation, except for
remuneration for expenses incurred, and his duties shall be fixed by

the Council.
The following officers were elected unanimously:

Mr. E. B. Brom, President

Mr. Charles E. Spencer, Jr., First Vice President
Mr. Robert V. Fleming, Second Vice President

Mr. Walter Lichtensteln, Secretary

Mr. Herbert V. Prochnow, Assoclate Secretary
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The following three members were elected directors to
serve on the Executive Committee together with Messrs* Broamn, bpencer,

and Fleming, members ex officio:

Mr. W. Randolph Burgess
Mr. David E. Williams
Mr. John H. McCoy

The salary of the Secretary was fixed at $2,500, as iIn
previous years, and i1t was agreed that the Associate Secretary should
serve without stipend but be paid his expenses.

The Council readopted the existing by-laws as amended which
will be printed and attached to the formal printed minutes.

The Secretary presented his financial report for the year 19h7,
copies of which had been previously sent to the members of the Council.
The report was approved and ordered placed on file. It will be printed
and attached to the formal printed minutes.

The mimeographed minutes of the meeting on November 16-18, 19U7,
and the printed minutes for the four meetings held in 19U7, copies of which
had been sent previously to the members of the Council, were approved.

A resolution was adopted authorising the Secretary to draw
upon each Federal Reserve Bank for $350.00 toward the secretarial and
incidental expenses of the Federal Advisory Council for the year 191*8.

There is attached hereto a memorandum listing the subjects
on the agenda together with the conclusions of the Council. This
memorandum was handed to the Secretary of the Board of Govermors on
February 16, 19U8.

A DISCUSSION OF RECENT RULINGS BY THE TREASURY WITH RESPECT TO TURNING
FOREIGN FUNDS OVER TO Tithi ALIENTKOPERTY CUSTODIAN#

BURGESS* The discussion of the Council in respect to this
item will be found in the attached memorandum previously referred to.
The National Advisory Council has made certain recommendations respective
to foreign funds deposited In this country. It is estimated that there
are about 36 billion of such funds in this country of which about billion
have been unfrozen, but the remainder amounting to about $1 billion is still
frozen. In so far as it develops that the frozen funds belong to enemy
nationals they should be turmed over to the Alien Property Custodian.
About 30 nationalities are involved. There is a feeling by some iIn this
country that foreign money deposited in this country should make 1ts
contribution to the Marshall Plan. The Treasury has issued a statement
that i1t is planned to i1ssue a ruling that no action will be taken with
respect to the billion which are actually invested productively in
this country, but that the other billion dollars of frozen funds shall
be turmed over to the Alien Property Custodian, who will notify the
govermments concermed. Much of this money bears no taint and is private
enterprise money, but some of It consists of funds which wftil& nominally
owed by neutral or allied nationals iIn reality iIs the property of citizens
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of enemy countries. Still other funds are those which had been sent over
here iIn order to evade taxes or other legislative action taken by the
govermments of such nationals. The procedure suggested by the Treasury
would mean a new relationship between the banks and customers. It is
generally understood that people coming to this country are subject to
our lans and the same should apply to the funds deposited In this country.
New Tork banks have entered a protest against the proposed ruling on the
ground that there iIs no reason why privately omed funds deposited in
banks in this country should be turmed back to foreign govermmentse

E. S. BROM pointed out that the difficulty is that some of
the people having ftinds in this country may have supported in their
own country some government hostile to the present one and they have
placed their funds iIn this country iIn order to find a safe haven for
them. For example, a Frenchman may have supported the Vichy Government
and a Belgian may have supported the King* He raises the question
whether this matter is really within the province of the Council™*

FLEMING asks what will be done 1th funds deposited here to
protect the Dutch loan.

BURGESS replied that the Dutch have not taken over any of the
funds of their nationals.

E. s. e fiN states his belief that 1t would set a bad example
and that 1t would aFfeet adversely Latin Arericans who have deposited
funds Inthis country.

Agreement was reached as to what answer should be made by the
Council, which is given iIn full in the attached memorandum.

THd EFFECT THAT GOLD IMPORTS AES HAVING ON THE FINANCIAL sTRUCTURE OF THIS
COUNTRY, ANO STEPS HICH MIGHT BK TAKAN TO COUNTERACT THEIR INFLATIONARY
INFLUENCE.

PENICK says that the importation of gold is tending to produce
an unsettling effect on inflation here and some effective action should®
be taken by the System to neutralize the effect of gold importations*
He points out that the gold required to cover deposits and Federal
Reserve notes had been reduced from JO per cent to B> per cent and it
might be desirable to raise the required gold reserves again#

E. E. BAQAN points out that at present there iIs a considerable
anount of gold In e System above the requirements and that the Wolcott
proposal does not have any effect. If gold began to flow out It might
have the effect of preventing the Federal reserve System from buying bonds
and notes from the banks. This i1s most unlikely to be the case In the
visible future*

BURCESS. IT the System were to let certificates and bonds run
off, 1t would neutralize the effect of the Importation of gold.
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E. E. BROMN suggested that this is really a part of the
following*questions all of which deal with the same problem.

BURGESS thinks 1t would be an advantage inagain requiring
large gold reserves because of the psychological effect.

E. E. BROW thinks that the Yolcott Bill is simply a notice
that we Intend to stay on the gold standard.

IT IS ESTIMATED "HAT AFTER THE FIHST QUARTER OF THIS CALENDAR YEAR,
TH 5 TREASURY WILL PAY INTO THE MARKET FOR CURRENT EXPENDITURES AND
DEBT RECEfPTION MORE THAN 1" "ILL RECEIVE FROM TAXES AND SALES OF
SBARIMES"." THIS TOfeSs OF "FA™MES™rw™ H MAY ~OUNT T6 AS AS
BILLION IN THE SECOND QUARTER, TOGETHER "-fllHA CONTINUED GOLD
INTLOY, HIGH MAY EQUAL HALF A BILLION DOLLAR3 A QUARTER, AND
TQROHASS 1Y T'S FEDERAL RESERVE BANKS OF ADDITIONAL SECURITIES
FROM NONBANK INVESTORS ANO FRO. BANKS NEEDING RESERVES, ~1HTaDD
CONSIDERABLY TO BANT RFeSERVFST

SHOULD DISCOUNT RATES BE INCREASED FURTHER? IF SO, HOfrMUCH?
MAT sHouLb BE THE TIMM) OF stxer ACTION?——————— —————————

BURGESS states that the reference of the Board of Govermors
to the Joing Resolution of December 31, 1900, does not take Into
account the fact that the present underlying conditions have changed.

£. BROTN states that Chairman Eccles suggested using
the whole seven billions to retire Govermment obligations and also
wished to raise reserve requirements. In other words, Chairman
Sccles wanted to use a meat axe.

PENICK states that he does not believe any action would be
advisable at the present time.

BURGESS believes the Treasury should continue in an orderly
manner to redeem debts held by banks. There iIs danger of overdoing

and for the time being the System ought to sit tight and see what the
immediate developments will be.

J. 7. BROWN Teels that the former Joint Statement of December
31, 190, including recommendations should be explained.

E. E. BRON stated that before February I he would have advised
an iIncrease 1In reserve requirements. He does not believe there is much
sense In the large differentiation of required reserves made by the banks
located iIn central reserve cities and reserve cities as contrasted with
country banks. Furthermore, the System still is able to iIncrease reserve
requirements In New York and Chicago. The private banking system might
be 1n serious difficulties 1If the 2-1/2*s went, let us say, to Q.

BOTOESS says that the market must be supported to a
b. do.. SriHn* th. pr...« b.«, 1 d M rth.hr.
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FL2MINQ is confident the Treasury will not allow long-term
bonds to go below par.

ODLIN says the banks have become much more cautious since the
break*

E. E. BRO3N feels that he would not have been averse in
December and January to a raise of reserve requirements in central
reserve cities to 30 per cent and others proportionally. Now,
however, such action would be unwise.

BURGESS states that Mr. Sproul has made a proposal regarding

reserve requirements. Burgess will send the members of the Council
copies of the speech.

E. S. BROMN sees little sense in the present distinction
existing between the reserve requirements in central reserve cities,
reserve cities, and country banks. However, he points out that an
account maintained by a department store in some distant city will be
withdrawn in times of pressure much sooner than that of a department
store located in the same city as the bank In question. He points
out at length the difference iIn the situation existing at the time
of the Joint Resolution of December 31, 19U0, and the present
situation. He believes that before any changes are made in reserve
requirements of member banks it would be well to await developments.

WOODS. The small banks iIn the country and at the *rass roots
have noticed the discussion that has been going on regarding the
maintenance of bond prices, and It has created uneasiness and hurt
morale. It must be remembered that even these small people have
become bond-minded. As money accumulated they bought bonds, and
consequently they are vitally interested iIn these problems. He has

no objections i1f bonds go to par but they ought not to be allowed
to go below that point.

ATWOOD points out that trusts have been selling long-term
and buying short-term bonds.

After some further discussion it was decided to combine the
answers to items 2, 3, and h of the agenda as they are closely
related. The conclusions of the Council on these items will be
found iIn the attached memorandum following item U.

WHAT MEASURES ARE BEING TAK™N BY BANKS TO RESTRICT CREDIT UNDER
T?n U X  VOLUNTARY PROGRAM*AND WHAT RESULTS ARft BSTjr* OBTAINED?

FLEMING reported that the meetings so far held have been very
satisfactory said similar reports were made by several other members
of the Council. However, nearly all the meetings held have been
so called "pilot meetings**

The answer of the Council to this question will be found in the
attached memorandum.
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ARE TH RE ANY AREAS IN WHICH LOANS BEING MADE BT BANKS INVOLVS GREATER
CREDIT RISKS THAN HAVC BB.IN THS casbr IN T3V PERICD SINCE THS WAR?———

The answer of the Council to this inquiry will be found iIn
the attached memorandum.

IT APPEARS THAT RECENTLY THERE HAS BE31 A RESUMPTION OF THS PRACTICE BY
(IRRTatn "LARGE DEPOSITORS OF REQUESTING THAT THE DEPOSITORY BANKS RURNISH
T MORR nFMATERb” INFORVATION REGARDING THE CONDITION OF TH& BANKS THAN IS
GIVEN TO DEPOSITORS GENERALLY. THIS MATTER WAS DISCUSSED AT THE MEETING OF
7H ;H»ARN COUNCIL ON MAT Hi, I”™W. AT TTICH TIL! DIW"ERING \AJY8S
w M EXPRESSED BY OF THE cOuMCIt cfefiNfeG liU on A
PROHIBITION ™Y LA? Pit REGULATION PPON BANKS GIVING SOCH INFOa:MTXOM7~IWS
BOARD VOULD APPRECIATE IT IF THE COUNCIL OTLD DISCUSS THIS MATTER AGAIN ”
~ND ADVIsT th , foAHU AS TO (1) THS DESIRABILITY OF TH3 SUPERVISORY AOSNCIES
JOININ t IN A STATBm-T TO BANKS IN 7H3IH fesfeCTIV5 JURISDICTIONS VTrfcH
VOULD s0QQsSt tKaT fojllk ABOIET A MACTICe! O~ WOT HAKIBG AVAILABIS fo
LARGE DitelTORS INFORMATION HIGH WAS NOT GIVEN TO THSIP. DSPOSITORS
GENERALLY; (2) WKAT. IF ART. OTHER ACTION MIGH"™ BS TAKSN 3Y THE SUPERVISORY
AOENCISS; AND (3) TOE CONSIDERATIONS THAT SHOULD PROMPT TH SUPERVISORY

AGENCIES IN ANY ACTION THAT THEY MIGHT TAKE?

E. B. BOMF points out that some banks may be carrying bonds above
thelr market value* Insurance companies may be becoming apprehensive In
situations where their local agents are depositing funds in small banks.

In the case of the First National Bank of Chicago, a nurber of the insurance
companies located In Hartford are stockholders as well as depositors and it
woulld be impossible to refuse information to a stockholder* It would
obviously create distrust i1f banks refused to give out Information.

BURGES3 says that this problem is one of bank management and there
should be no interference iIn such matters on the part of officials*

The answer of the Council to this Item gppears in the attached
memorandum.

A FURTHER DISCUSSION OF CONSUMER CREDIT.

The answer of the Council to this inquiry appears iIn the attached
memorandunm™

THS BANK HOLDING COMPANY BILL HAS BESN UNDER CONSIDERATION OR DISCUSSION

FOR SEVERAL \OrtfH™ APPARENTLY A FAIRLY GENERAL AGREEMENT HAS NO  BEEN
REAPED MONO TT*~ANTERSSTKD GROUP, FAVORING SUCH LEGISLATION, ANO A 3HL

is FRESENJTW HI THS S53ATS BANKING AND CURRENCY COUMITTBE. AN OBJECTION

to ItS iiOnN:>vtera¥ibr-a > MB ago resulted In ItS bsiBo le?t o
CA1i~DA!? wtfrfouf ACTION TO DAfk. <ttT FURTHER AdfION SHOULD D? fAK™fl BY

W e COUNCIL aKd tUT BOARD IN RELATION TO THIS LEGISLATOR?

A lengthy discussion took place. The final answer of the Council
appears In the attached memorandum but 1t should be noted that originally
Mr. Odlin was asked to draft a resolution on this subject. It might also
be noted that such a resolution was drafted at a later meeting and will ke
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given In full In these minutes. A copy of the resolution was handed

by the Secretary of the Council to the Secretary of the Board of
Govermors*

WHAT IS THE ATTITUDE OF THE BOARD OF GOVERNORS TOWARD THE LISTING OF
BAMFTgCKS ON Tfe RgFfOOMIZSP SECURITY SXCHAKGSSt

The Council unanimously agreed to withdraw the 1tem from the
agenda.

The meeting adjourned at 5*50 p.m.
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The Council reconvened at 10:20 a.m. on
February 16, 19U8, in Room 932 of the
Mayflower Hotel, Washington, D. C.

All members were present except that Mr.
Walter S* Bucklin served as altermate for
Mr. Charles &. Spencer, Jr.

The Council approved the attached memorandum which It prepared
to be sent to the Board of Govermors relative to the agenda for the
Joint meeting of the Board and the Council on February IT, 19U8.

The memorandum was delivered to the Secretary of the Board of
Govermors at 11s58 a.m. on February 16, 19U8. It will be noted

that each 1tem of the agenda is listed with the coments of the
Council on the rtem.

The meeting adjourned at 11sU5S a.m.
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS
FROM THS
FEDERAL ADVISORY COUNCIL
RELATIVE TO THE AGENDA FOR THE JOINT MEETING
ON FEBRUARY 17, 19U8

1. A discussion of recent rulings by the Treasnry with
respect t tuming foreign funds over to the Alien

Property Custodian.

The Federal Advisory Council has noted the statement of the
National Advisory Council, of which the Chairman of the Board is a
member, to Senator Vandenberg. It feels that the pro 1 made by the
National Advisory Council, if adopted, would impair tradition that
foreign property in the United States is under the protection of
Arerican law and banking practice and would lessen the confidence
of foreign depositors iIn the safety of their funds when placed In
Arerican banks* This might prove a dangerous precedent as to the
treatment by foreign countries of Arerican capital which, at the
present time, IS being asked to invest abroad. If we are to maintain
a leading position in intemational banking, we should be very careful
In any action we take affecting foreign deposits. The Council therefore
believes that i1t would be Inadvisable to carry out the recomendation
of the National Advisory Councile

2* The effect that gold imports are having on the financial
structure of this country, and steps which might be
taken to counteract their inflationary influence.

Items 2, 3, and U of the agenda are closely related and the
conclusions of the Council on these 1tems are given following 1tem U.

3* It iIs estimated that after the First quarter of this
calendar year, the Treasury will pay into the market
for current expenditures and debt redemption more
than 1t will receive from taxes and sales of securi-
ties* This excess of payments, which may amount to
as much as $2 billion in the second quarter, together
with a continued gold inflov, which may equal half a
billion dollars a quarter, and purchases by the Fed-
eral Keserve Banks of additional securities from non-
bank investors and from banks needing resenves, will
add considerably to bank reserves.

In the opinion of the Council, what measures should be adopted
10 restrict the use of these additional reserves for further expansion

of bank creditt
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a. Should Congress grant authority to raise existing
reserve requirements (as distinguished from the
special reserve plan) of member banks and to
impose correspondingly higher reserve require-
ments on nonmember banks, with the understanding
that the additional reserves required of non-
member banks will be held with the Federal Reserve
Banks? The Federal Advisory Council joined in a
similar recommendation on December 31, 19U0.

bO Should the present policy with respect to support
of the Govermment securities market be maintained
regardless of further inflationary developments?

c. Or, should the Federal Open Market Committee
sell securities iIn the market in an amount suf-
ficient to absorb additional reserves which
will come into the market after the First quarter
and permit Govermment bonds to decline to what-
ever extent may be necessary?

U. Should discount rates be increased further? If so, how
much? What should be the timing of such action?

Since the last meeting and since the tioard sent the Council its
questions, there has been a great change In the economic situation®
It is too early to determine whether the recent break in commodity
prices may develop Into a recession but there are some evidences of
this sort# Until the trend iIs clearer we suggest the following broad
credit policies#

A#  That the Board and Treasury carry through the
measures now in process, namely:

1* That the Treasury continue to use the
surplus from tax receipts to redeem debt
held by the Federal Reserve and the
banks, but proceeding gradually and
spreading the operation over 6 months*

2. That the Federal Reserve should not with-
draw but carry into effect the iIncrease
of 2 per cent in reserve requirements of
Central Reserve City banks*

3. That the Treasury go forward with the
special effort to sell savings bonds*

B. That further steps iIn credit restraint be held iIn
suspense until the trend becomes clearer, narely:

1* That there should be no further iIncrease In
discount rates.

2. That reserve requirements of Central Reserve
City banks should not be further iIncreased#
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3. That the Board shouli not ask Congress for any
additional power over reserve requirements.
In this connection 1t should be pointed out
that the prewar Joint Kecoomendation of
December 31, 19 0, was made under entirely
different circunstances and does not apply
to the present situation. At that time the
banks had over 6 billion dollars of excess
reserves; today they have practically none
and are borrowing from the Reserve Banks*
Then bill rates were at less than 1710 of 1£;
today they are at 12. Then the Federal
Reserve System had no adequate holdings of
Sovemnents to sell to offset gold imports;
today they have over 20 billion dollars*
There are other vital differences*

C. That under existing conditions and foreseeable circumstances
longer term Coverrar.ait bonds shoulld be supported at par*

5. Shat measures are beinf” taken by banks to restrict credit
under the A.3.A. voluntary program and what results are
being obtained?

nestings are now In progress iIn each district under the auspices
of the ABA and according to all reports these are resulting iIn a fuller
understanding of the present situation by the banks and the public
gererally* These pilot meetings will be folloned by meetings at local
levels and an advertising program, deferring to the question asked It
should be noted that the purpose of the ABA program is not '‘to restrict
credit* but to assure the soundest and most productive use of credit and

10 encourage savings™

6. Are there any areas iIn which loans being made by banks
involve greater credit risks than have been the case
in the period since the war?

In answering this question, the Council assumes that "‘areas’ does
not refer to geographical areas. Increased costs, higher break-even
points In the operation of businesses, some slowing of collections,
and higher priced inventories have all tended to make credit risks
somewhat greater In many cases. The most doubtful loans from a
broad economic point of view are those made under Govermment guaranty.

7. It appears that recently there has been a resumption
of the practice by certain large depositors of re-
questing that the depository banks fumish them more
detailed information regarding the condition of the
banks than is given to depositors generally. Phis
matter was discussed at the meeting of the 3oard with
the Council on May Hi, 19k£, at which time differing
views were expressed by members of the Council con-
ceming the imposition of a prohibition by law or
regulation upon banks giving such information.
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Tho Board would appreciate it if the Council would
discuss this matter again and advise the Board as
to (1) the desirability of the supervisory agencies
joining in a statement to banks iIn their respective
Jurisdictions which woulld sug that banks

a practice of not making available to large depositors
information which was not given to their depositors
gererally; (@ what, it any, other action might be
taken by the supervisory agencies; and () the
considerations that should prompt the supervisory
agencies In any action that they might take.

The Council 5s of the unanimous opinion that no request should
be made by the Federal Reserve System or Other supervisory authorities to
have banks refuse Information to depositors and the Council woulld be even
more opposed to a regulation intended to enforce such a request.

8. A further discussion of consumer credit.

The Council is opposed to legislation restoring controls over
consurer credit. It feels the recent growth iIn the amount of consumer credit
iIs chiefly due to the iIncrease in the supply of goods such as automobiles
customarily sold on time payments. The banks and the finance companies are
generally following a restrained policy in the terms required. The Council
believes the effort should be continued to get the voluntary cooperation of
institutions extending consurer credit to maintain conservative standards.

9. The bank holding company bill has been under consideration
or discussion for several months. Apparently a fairly
general agreement has now been reached among the interested
groups favoring such legislation, and a bill is presently
in the Senate Banking and Currency Committee. An objection
to Its consideration a few days ago resulted In 1ts being
left on the calendar without action to date. Muat further
action should be taken by the Council and the Board in
relation to this legislation?

The Council reaffirms the position it took on May 20, 19U7> 1n
respect to the holding company bill. It urges the tfoard of Govermors to
cotinue to press for iIts enactment at this session.

10. What iIs the attitude of the Board of Govermors toward
the listing of bank stocks on the recognized security
exchanges ?

The Council withdraws this item from the agenda*
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The Council reconvened in the Board
Room of the Federal Reserve Building
at 2 p.m. on February 16, 19U8, to
hear Mr. Woodlief ihomaa, Director
of the Division of Research and
Statistics of the Federal Reserve
System.

All members of the Council were present
except Mr. Charles S. Spencer, Jr., for
whom Mr. Walter S. Bucklin served as
alternate.

Mr. Voodlief Thomas spoke to the Council on the subject of infla-
tion and bank credit which was the summary of a speech Mr. Thomas delivered
at the Minnesota Bankers Conference on February 13, 19U8. A copy of his
speech as well as certain statistics are herewith attached.

The meeting adjourned at 3:U5 p*m*

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



—1H-

INFLATION AND BANK CREDIT

Speech by Woodlief Thamas

at the Minnesota Bankers Conference
Minneapolis, Minnesota

Dinner, Friday, February 13, 19U8

Bankers have a special interest in inflation, which has been the
dominant economic force of recent , because banking and inflation are
both concermed with money. In m econamies, banks create the money
that makes inflation possible. This does not mean that bankers are to be
held responsible for inflation. Banks are not the instigators of our
present inflationary developments, but they are the instrurents of infla-
tion, and they can help to continue inflation or bring It t an end.

Basic causes of inflation were In war*- The basic reason why we
have been having, and may continue to have, inflation iIs that e
demand 1s In excess of the supply of goods available for purchase. The
origin of inflation lies in the wartime developments. These were partly
physical and partly monetary. In the absence of drastic countermeasures,
inflation is 1nevitable In war because resources are diverted from supply-
ing consumers” and producersl roods to supplying the materials of war, and
people are paid lar’t <*U J Ior producing goods and providing services
which they cannot purchase with their incomes. The shortages of consuver
goods, as well as widespread destruction and disarrangement of resources,
led to the accunulation of large deferred demands. At the sare time the
excess of incomes that could not be spent or invested resulted In the
building up of savings held In the form of liquid assets, 1.e., cash
balances and Govermment securities.

The wartime accumulations of liquid assets were the result of war
finance* They were the direct outgrowvth of the large GCovernment expenditures,
which had to be met as much as possible through taxation and through
borronJig from the savings of the people, and the remainder dbtained by
selling securities to banks* The Federal Reserve System by buying Govermment
securities supplied the commercial banks with needed reserves to meet
wartime currency demands and expand their holdings of Govermment securities*

The country” aggregate money supply, as measured by currency in
circulation and privately-held demand, time, and savings deposits, IS now
two and a half times as large as at the beginning of the defense progran—
about 170 billion dollars, compared with 66 billion in June 1900* In
addition, the general public, outside of banks, Insurance companies, ad
Govermment agencies, has increased i1ts holdings of Govermment securities
to about 90 billion dollars, or seven times as much as in June of 191%0.
These Govermment securities In the hands of the public are practically
the equivalent of money because they are readily convertible Into cash*
In sum total, this stock of purchasing power available to buy the current
output of goods and services amounts to about 260 billion dollars,
with a stock of about 80 billion In 19k0- more than a threefold increase.
The over-all physical volume of production of goods and services, so far
as 1t can be measured, is probably between a third and a hall larger than
in 19110. Prices on the average have risen by more than two-thirds. The
dollar value of the total national product is nearly two >vd a half times

the prewar maxaimum*
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Current Inflationary Developmenta due to Large-scale Spending

In the war period inflationary forces were preverted from express-
iIng themselves to some extent by the Imposition and maintenance of high
taxes, but more largely by allocations and price cottrols. At the ed of
the war these various restrictive measures were erther removed or reduced
in effectiveness. This action was premature, because under the conditions
existing, 1t was Impossible for demand and supply to be In balance, and the
mm sharp rise In prices was inevitable. But the public clearly

restrictions removed™

Offsetting the rapid postwar decline iIn Govermment expenditures,
consumer and bus?ness spending increased sharply. The over-all wolure
of current expenditures by all groups has been iIn excess of the available
supplies of and services because individuals and businesses have
not only u rising current incomes but have also dramn on past savings
and have borrowed to augment their buying porer. In the meantime produc-
tion has practically reached maximum capacity. The heavy demands and the
higher prices do not bring forth more production. Notwithstanding all of
the demands, there was little further gronth in the physical volure of
production during 19U7 and not much can be expected In 19U8.

The question that faces the country IS In a sense a sinple one*
Do we want to hold down consumption iIn order to be able to divert resources
for the time being to the expansion of productive capacity and to assisting
wartom countries In restoring their productive capacities, not to mention
the maintenance of a very large volune of Govermment expenditures for
national defense and for aid to veterans? It iIs not possible to satisfy
all of these existing effective demands at once. To attempt to do sO can
only lead to rising prices. Although the question is sinple, to decide
what to cut back and how to do 1t is a very conplex and difficult problem.
It cannot be solved without many sacrifices*

Rising prices cannot be relied upon to bring about a condition
of equilibrium that will end the Inflationary development and maintain
prosperous conditions. They have only led to the development of a self-
gererating spiral. Higher prices means higher profits and incores and -
pressures for higher wages, which are granted. Thus, the effects of the
high prices are broadly distributed anmong farmers, workers, and entrepre-
neurs, large and small* Spending can, therefore, be further iIncreased,
with resulting greater pressures on available supplies and further price
iIncreases. No particular group is to be blamed for this development.
High prices and high profits and pressures for wage increases are the
normal manifestations of inflationary forces iIn a free enterprise, comn-
petitive price system. Serious distortions iIn prices and incares have
resulted, but so far persons profiting by inflation have exceeded those
suffering by 1t. Therefore the spiral of rising prices and Incones has

continued™
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Financial Basis of Current Inflation

Govermment finance, which was_largely responsible for the wartime
process of monetary and income expansion, has been con“p_lete!¥ reversed In
Its effect during the postwar period. The Govermment is still spending
much more than In previous peacetime years but 1s now collecting iIn cash
more than It is payin%agut py a margin that is close to 10 billion dollars
a year. This excess been used to retire the public debt— to sone extent
securities held by businesses and individuals, but mostly those held by banks
and more recently almost entirely those held by the Federal Reserve Banks.
Thus bank deposits and bank reserves are being contracted. This iIs iIn effect
a povwertful anti—inflationaryJJrocess, but 1ts effect is being offset by other
developments. It may be said that although govermmental activities utilize
a large part of available manpower and resources of the country and thus
contribute to Inflationary forces, Government receipts are withdrawing funds
from the current flow of Income, and that governmmental transactions on
balance are exercising an anti-inflationary influence.

Individual consumers account for the bulk of current expenditures
for goods and services. Consumer expenditures are now at an annual rate
of about 170 billion dollars a year, two and a half times the prewar maximum.
Individuals also hold the bulk of the liquid assets accumulated during the
war. These holdings now aggregate 160 billion dollars. Cash balances, iIn
currency and deposits, exceed 100 billion or two and a half times prewar
amounts, while Government securities are six times prewar holdings. These
assets are widely distributed throughout the population; farmers, wage eamers,
professional people and small businessmen have shown especially large
increases. The half of the families with mediun-eilae incomes hold nearly
half of the liquid assets; most of these families before the war had little
or no such accumulations.

With the growing availability of consumer goods since the end of
the war, consumer expenditures have naturally expanded more rapidly than
have consumer iIncomes. As a result, personal savings, which during the war
were at the abnormal rate of 35 billion dollars a year, have declined to a
net amount of about 10 billion. It should be recognized, however, that this
volume of net current savings is not small as compared with prewar standards,
either in dollar amount or relative to personal incomes. Moreover, gross
savings are much larger, because withdrawals from past savings and borrowings,
which are deducted to obtain the figure of net savings, are much greater
than In prewar years. [In other words, there could be a further decline
in the current volume of personal saving and a corresponding increase iIn
consumer spending, even without an Increase in personal income.

More of personal savings are going into capital investment and
less into liquid assets than during the war, which means that they are
being used 1n a manner that contributes to, rather than works against,
Inflationary pressures. Individuals are buying more durable goods and
Investing more iIn housing than they did in the immediate prewar years»
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and are borrowing more for these and other purposes, as well as drawing
upon past savings* On the basis of data published by the Securities and
Exchange Commission, it may be estimated that individuals In the aggregate
invested about 5 billion dollars in housing during 197 and in the same
period increased their mortgage indebtedness by about h billion. Consumer
borrowing for other purposes increased by approximately 3 billion.

At the same time other individuals have been increasing their
savings iIn more liquid forms. It iIs estimated that individuals increased
their deposits in banks and shares iIn savings and loan associations by
U to 5 billion, savedabout 6-1/2 billion dollars in 19/ through increases
In Insurance and pension reserves, and added over 3 billion dollars to their
holdings of securities, notwithstanding liquidation of about a billion of
armed forces leave bonds. These amounts are generally smaller than in the
war years but some of them are double estimates for 19170.

It may be concluded that individuals are freely spending and investing
not only their current incomes but also thelr past savings and the proceeds
of borrowings, but at the same time on balance are still adding to their
holdings of liquid assets. Thus they continue to have large amounts to
spend and invest. There is no reason to conclude that these holdings are
becoming nore concentrated to any appreciable extent into the hands or a
few large owmners. They remain potentially a highly inflationary influence.

Business, which as a group accumullated liquid assets during the war,
because oflan excess of receipts over current disbursements, has been paying
out more than i1t has received In the postwar period. Business has drawn
domn 1ts wartime accumulations of liquid assets and increased iIts borrowings.
The excess of expenditures reflects large-scale capital expansion, generally
needed to fill iIn wartime deferments and to provide productive capacity
to meet expanding postwar demands. The present rate of private domestic
investment, including residential construction, is exceptionally large,
being about 13 per cent of the gross national product compared with a prewar
average of 11 per cent. Current expenditures are probably sufficient
for replacement and normal growth and to cover some of the wartime deficiency.
To attempt to make up all the wartime deficiency iIn a period such as this
would add to current inflationary pressures, intensify the boon, and
more difficult the subseguent readjustment.

According to information compiled by the Department of Commerce
and presented by Secretary Harriman to a Congressional comittee, cor-
porations In 19U7 expended about 1U-1/2 billion dollars on plant and
equipment, 7 billion on enlarging their inventories, and added roughly
5 billion to their trade recetvables. This aggregate of over 26 billion
was financed by approximately 15 billion dollars of retained profits and
additions to depreciation reServes, h billion of net new capital issues,
and 3-1/2 billjfon of bank loans, with some increase iIn other payables and
a small reduction in liquid assets.
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The decrease in liquid assets, i.e., bank deposits and Government
securities, of about a billion dollars was in contrast to a sharp decline
of 6-1/2 billions during 196, which had reflected reduction in tax liabil-
ities. To some extent the small decline is due to the fact that many of
the corporations holding large amounts of liquid assets do not need additional
funds, but it no doubt also reflects the need by corporations for larger
vorking balances. Corporate borrowings through new security issues were
much larger in 19U7 than in 19U6 and the increase in bank loans was about

the same in both years.

The conclusion that may be drawn from this analysis of the current
financial position of the three broad groups in the economy is of particular
significance from the standpoint of inflationary forces. Government,
although spending heavily, 1is nevertheless saving by drawing funds from the
public and paying off debt. Consumers are saving on balance but many of them
are drawing upon past savings and are also borrowing considerably in order
to maintain a high level of expenditures and capital iInvestment. Business
is borrowing heavily. It may be said that the anti-inflationary effectof
the Government surplus is being more than offset by the effect of business

and consumer borrowing.

The Role of Bank Credit in Inflation

The preceding analysis of current inflationary forces brings us
to the question of the role played by the banking system. It has been
pointed out that existing inflationary pressures are due to an excess of
over-all expenditures by the various groups in the economy over the avail-
able supplies of goods and services. The fact that there is an excess la
due in part to ability to draw on past savings and in part to expansion

in borrowing.

Bank credit has played an important part in postwar inflationary
developments. Our commercial banking system is fundamentally a mechanism
for allowing borrowers to obtain newly-created money, as well as to put to
use money that has been saved. As long as production can be expanded on
an economically sound basis, this creation of money through the banking
system is useful and desirable. When, however, the economy is producing
a maximum volume of goods and services, the only effect that further creation
of money through the banking system can have is to increase total demand

and thereby raise prices.

ka our banking system operates, the legal requirement that banks
oust hold cash reserves in some proportion of their deposits sets a limit
on the amount of credit which banks can create. The deposits themselves
are largely the result of loans and investments. Reserves are the heart
of commercial banking. Control over the total volume of commercial bank
credit is accomplished in this country by limitation on the availability
of reserves. The Federal Reserve System was created by the Congress as
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a public agency to administer such limitations and adjust them to the

needs of the economy. Before the Federal Reserve System, gold and a

rigidly limited note issue privilege were practically the only sources

of new reserves. Such a banking mechanism did not provide sufficient
flexibility or capacity for expansion and often resulted iIn serious monetary
panics of catastrophic nature. The Federal Reserve System was organized to
remedy this situation and was given power to create additional bank reserves.
At the same time it was given responsibility for regulating the supply of
reserves to the needs of the economy in order to avoid excessive inflationary
or deflationary developments.

The Reserve System has available three techniques of regulating
the supply of reserves: (1) making loans to member banks and varying the
rate of iInterest, i.e., the rediscount rate, at which these advances may
be made; (2) buying Or selling Government securities or certain types of
bills in the open market; and (3) adjusting the level of member bank reserve
requirements within statutory limitation.

Because of wartime developments, these techniques for influencing
the availability of bank reserves are not so effective as they once were.
During the war the Government had to sell a certain amount of securities
to finance the war. A3 many as possible were sold to nonbank investors but
the remainder had to be purchased by banks. The Federal Reserve System,
by buying securities in the market, supplied commercial banks with funds
needed to buy the additional Government securities. As a result commercial
banks expanded their holdings of Government securities from 16 billion to
90 billion dollars during the war period. After substantial debt retirement
during the past two years, these holdings are now about 70 billion dollars.
At the same time banks have been able to increase their loans. The
Government securities purchased were, in effect added to the previously

existing volume of bank assets.

Under present conditions banks can readily sell securities if
they want funds to expand loans. Since the demand for Government securi-
ties is limited, it is likely that the bulk of any sales will be purchased
by the Federal Reserve System. This results in an increase in bank
reserves, on the basis of which the banking system can expand loans to
more than six times the amount of reserves originally created. This, it
should be recognized, 1is a situation that is entirely new In monetary
history. It means that new reserves can be created at the initiative of
the banks, not in accordance with the decision of the Federal Reserve
authorities. In fact, insurance companies and other holders of Government
securities can also readily create reserves by selling securities on the
market in such volume that the Federal Reserve finds it necessary to buy
them In order to maintain an orderly and stable market.

Instruments of regulation available to the Federal Reserve authori-
ties are not adequate to deal with this situation. A higher discount rate
is not effective when banks do not need to borrow. The power that the
System has to raise reserve requirements of member banks is practically
exhausted. Finally, the System is not able to absorb reserves by selling

Government securities in a market where there are no buyers.
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Bank Credit Demand under Continued Inflation

Continued expansion of bank credit under present conditions "would
contribute to a further upward spiral of inflation. It is theoretically
possible, in view of the large holdings of bank deposits and other liquid
assets, fTor an inflationary spiral to continue even with no expansion in
bank credit and perhaps with some contraction of the total volume of bank
credit. The danger that restraint in credit expansion will bring on an
unwanted recession is much less to be feared than the effects of continued

expansion.

Unless there is some marked change in outlook, business, as well as
home owners and consumers, will want to continue to expand their borrowings
in order to finance Current expenditures. Prospective programs for addi-
tions to plant and equipment indicate a level of business demands that cannot
be financed out of funds available to them. It is also questionable whether
business will be willing or able to raise sufficient amounts through the
issuance of new securities. Demands for real estate loans also may continue
large not only to finance new construction but also to finance the purchase
-of existing homes at higher prices. Consumer credit will no doubt expand
further as increased supplies of durable goods become available, especially
if credit terras are relaxed. The abandonment of consumer credit regulation
has been followed by some easing of terms, which may proceed further under
the pressure of competition among sellers of durable goods and among lending

agencies.

It may be roughly estimated that continuation of the present level
of activity, with a further rise in prices, may result in the demand for
as much as 20 billion dollars of borrowing by businesses, farmers, and
individuals during 19U6. OFf this amount, not much more than half might be
obtained from financial institutions other than banks. [Individuals will
have funds to lend, but will they lend it, or will they increase their
expenditures and thus drive up prices? |If banks are called upon to lend
the balance needed, new money will be (Created and further inflation will

thus be financed.

Bank lending where soundly based is necessary for the maintenance
of production. It is not to be expected that banks should stop making
loans. 1t would be practically impossible for maturing loans to be paid
off without some new loans being made to other borrowers. It should be
recognized, however, that over-all expansion in the total volume of bank
credit, especially when production cannot be increased, only enables the
new borrowers to bid against someone else for a limited supply of goods.
It results in rising prices and not in increased output. It adds to the
total supply of money and continues to be an inflationary factor.

Banks can readily obtain funds to increase their loans. The inflow
of gold from other countries, which amounted to about 3 billion dollars last
year and is currently at a rate of about 2 billion dollars a year, will
supply enough reserves to permit an expansion of 10 billion dollars or more
in bank credit. In addition, banks can obtain additional funds by selling

demiment securities.
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What Can Be Done to Check Inflationary Credit Expansion?

It Is not the purpose of this paper to present a comprehensive
program for stopping inflation. There are many measures that may be adopted
in many fields. [Inflationary forces may sooner or later lead to the develop-
ment of their own correctives. The danger, however, is that the longer the
spiral of inflation continues, the more severe the subsequent and inevitable
collapse is likely to be. A downturn following a period of expanding loans
to businesses and individuals can be particularly disastrous, because credit
liquidation will accelerate the rapidity of the decline. This will also
endanger the safety of banks and other financial institutions.

Limiting the discussion of anti-inflationary measures to the field
of credit, there are various lines of action that may be followed*

Pemit Government securities prices to decline.— The first possi-
bility that has been suggested by a number of people is for the Federal
Reserve System to stop buying Government securities and endeavor to sell
securities where necessary to restrict the supply of reserves. This would
mean abandonment by the System of its policy of stabilizing the Government
securities market and a return to the earlier policy of regulating the
supply of bank reserves. This would mean that the System would buy only
such Government securities as are needed to maintain reserves at some desired
level and would sell securities if necessary to contract reserves or to
offset other factors that may be added to reserves, such as the gold inflow.
It would mean that prices of Government bonds and therefore the level of
interest rates would be determined by the elements of supply and demand
that operate outside of the Federal Reserve System. The resulting changes
in interest rates would be counted upon to exercise an influence toward
restricting demand when it is In excess of the available supply of funds
in the market and perhaps encourage borrowing when the supply of savings

exceeds the demands of iInvestors.

One of the principal difficulties of following this line of action
is that in view of the present great magnitude of the public debt there
can be no orderly Government security market without active Federal Reserve
participation. The normal shifting of funds among banks and other investors
involves a tremendous volume of transactions almost every day. Large-scale
and continuous Federal Reserve open market operations are essential for
the maintenance of an orderly and stable market for Government securities
and are a necessary adjunct of the Treasury program for managing the huge
public debt. The Federal Reserve System has been buying securities
amounting to hundreds of millions of dollars a week and purchases and sales
in a single day often exceed a hundred million. The Federal Reserve System
is the only agency with the power and resources sufficient to provide the

support that this vast market requires.

It is sometimes suggested that complete abandonment of market
support is unnecessary but that a gradual decline in bond prices and rise
in interest rates might be permitted. Some moves in this direction have
already been taken. One has to face the question, however, as to whether
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any moderate movement can be sufficiently effective. Would a small rise

in Interest rates, with a decline in bond prices of one or two points

below par, stop banks from selling securities if they wanted funds to make
loans? Or, would it simply bring about a similar rise in other interest
rates and a continuation of lending? A danger of attempting such a policy
is that holders of Government bonds in anticipation of further declines

in prices would sell large amounts which the System would have to purchase.
In this event, more reserves would be created than if confidence in the
stability of Government bond prices was maintained.

With respect to the view that the bond market should be permitted
to find its own level without support from the Federal Reserve System, |1
should like to quote from the recent statement by Allan Sproul, President
of the Federal Reserve Bank of New Yorks

"1t might still be argued, 1 suppose, that abandoning our
support of the Government security market could be encompassed
within our modest program and that only moderate declines in
security prices would occur, that Government securities would
reach a enaturall level, and that everything would then be much
better. With markets as delicately balanced as our contacts and
experience indicate the present markets to be, 1 cannot agree
with this opinion or judgment. Without our support, under present
conditions, almost any sale of Government bonds undertaken for
whatever purpose (laudable or otherwise) would be likely to find
an almost "bottomless market®" on the first day support was withdrawn.
A rapid descent in prices going far beyond any question of the
Government®s credit (which is high) or relative interest rates
would be aost likely. Uncertainty would almost surely persist for
a considerable timeafter such a development, the Government®s
necessary refunding operations would be made very difficult, and
private security markets would be seriously affected. In such
circumstances, there could easily be a flight of "cashl out of
both markets, and price changes so erratic as to make new financing
almost impossible for some time, with what ramifications 1 do not
like to contemplate. In the face of a Federal debt of over 250
billion dollars, in all sorts of forms held by all sorts of holders,
and with a high consumption high employment economy, in which there
are already severe stresses and strains, we can"t treat the
Government security market as we might a million issue of the
XYZ corporation. I am not a believer in more and more Government
controls, certainly, but this is one control which I would not
want to try to let go, voluntarily, under present circumstances.”

Modest use of existing powers.— The second possible line of
action in the present situation is tOr the System authorities to exercise
such modest restraints as they can with existing powers and within the
limits of their responsibility for maintaining an orderly and stable
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Government bond market. Policies have been directed toward this end.
Interest rates on short-term Government securities have been permitted

to rise and this has, for the present at any rate, effectively stopped
the practice of selling short-term Government securities to the Federal
Reserve and purchasing long-term securities. It may also have encouraged
banks and others to invest available funds in short-term Government
securities rather than seek other loans or investments. As a result the
Federal Reserve System has been able to reduce some of its holdings of
Treasury bills and certificates and thereby absorb available reserves.

The most effective instrument for reducing bank deposits and
reserves has been the Treasury cash surplus. For several months now the
Treasury has used all of its available surplus to retire securities held
by the Federal Reserve Banks. [In this manner not only are deposits withdrawn
from commercial banks but bank reserves are eliminated through the reduction
of the total amount of Reserve Bank credit. It is true that the reserves
absorbed have been to a considerable extent replaced by Federal Reserve
purchases of securities sold by banks needing to maintain theilr reserve
positions, but the fact that banks have been forced to sell securities
for this purpose puts them under some pressure and discourages their

seeking new loans.

These pressures are particularly heavy at present. During the
first quarter of this year the Treasury is obtaining a surplus of something
like 5 or 6 billion dollars of cash receipts iIn excess of disbursements.
These funds reduce bank deposits, and, since most of then go directly into
the Reserve Banks, they also reduce bank reserves. The Treasury is using
a large part of this surplus to retire maturing bills and certificates
held by the Federal Reserve Banks, and thus the funds are not paid back
into the market. Banks, iIn order to maintain their reserve positions,
will find it necessary to liquidate a considerable amount of Government
securities, which will be largely bought by the Federal Reserve System.
This pressure on banks, however, is offset by many factors, including
gold imports, return flow of currency, and use of excess reserves. It
is also being considerably alleviated by large-scale sales of Government
securities by insurance companies and other investors. |In the absence
of other buyers these securities are purchased gy the Federal Reserve

System.

Continued use of this instrument depends upon the existence of
surplus in the Federal Government budget. For seasonal reasons, even
when there is a surplus in the total budget, most of it comes in the first
quarter of the calendar year. During the second quarter of this year the
Treasury is likely to be paying out a billion and a half to 2 billion
dollars more than it will be receiving. This will draw funds from the
Treasury deposits with Federal Reserve Banks and return them to the
reserves of commercial banks. These reserves could be absorbed iIf the
Federal Reserve System were able to sell Government securities in the
market, but its ability to do this will depend upon the willingness of
banks to buy Government securities rather than to make loans with the

additional funds they will have available.
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During the last half of the year the Treasury will probably have
little, if any, cash surplus, and should there be a reduction in tax rates
there will be no surplus and perhaps some deficit. The System will,
therefore, have little ammunition with which to offset a gold inflow or
otherwise prevent continued inflationary credit expansion.

Increase in reserve requirements.— The third possible line of
action iIs to obtain from Congress additional authority to increase the
reserve requirements of commercial banks. The grant of authority of this
nature has been recommended by the Federal Reserve Board to Congress, and
the President has suggested to Congress that it give careful consideration
to the Boardils proposal. In requesting additional authority to increase
reserve requirements, the Board endeavored to sweeten the pill somewhat
for the banks by suggesting that they be permitted to hold short-term
Government securities as reserves. The purpose of this particular proposal
is to permit banks to retain a large part of the Government securities
which they purchased during the war but to prevent them from disposing
of such securities in order to obtain reserves for further expansion in

bank credit.

Restraint by banks.— The fourth possible line of action is the
exercise of restraint by individual banks in making loans. The bank
supervisory agencies have issued a statement urging

"that banks curtail all loans either to individuals or to
businesses for speculation in real estate, commodities, or
securities. They should guard against the over-extension of
consumer credit and should not relax the terms of instalment
financing. As far as possible extension of bank credit under
existing conditions should be confined to financing that will
help production rather than merely increase consumer demand."

These authorities also strongly urged

"directors to see that their banks follow these policies and
maintain adequate capital in relation to risk assets.”

The program of the American Bankers Association to encourage self-
restraint by banks is a constructive step in the right direction. To
the extent that banks refrain from expanding their loans or are able to
bring about some contraction, potential inflationary forces will be
reduced. Under any measure of credit restraint, whether it be by limiting
the supply of reserves available to banks in general or by voluntary
action on the part of the banks, the individual bank will have to decide
what loans are made and what are refused. The problem may be somewhat
simpler for a banker when he has no funds to lend and knows he will have
trouble liquidating some other asset in order to expand loans than is the
case when he has a large volume of Government securities any part of which
he can readily sell to acquire another asset which is more profitable or
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otherwise more desirable. The latter is the position of most banks today.
TFf they do exercise restraint they will have to set up some sort of standards

to guide them in their loan policies.

These standards may be the customary ones relating to credit
standing of the individual borrower. The banks may decide to exercise
greater selectivit3sin making loans* Such a course is highly desirable
from many standpoints; it would reduce somewhat the total volume of loans
being made and would also leave banks in a strong position in case of an
eventual business recession. If, however, the demand for good loans of
high quality is great enough, there could still be over-all credit expansion
under such a policy. This expansion would add to inflationary pressures.

Another set of standards which might be adopted by banks would
relate to the maintenance of a high degree of liquidity. |If a bank finds
that in order to expand its loans it has to reduce its liquid assets below
some desired level, then it may decide to restrict further loan expansion.
This would be sound policy for banks which have had rapid increases in
deposits and wish to be iIn a position to meet large withdrawals. Main-
tenance of a substantial amount of cash assets or short-term Government
securities would also be desirable in the case of those banks with bond
portfolios valued on their books at above current market prices.

A third set of standards which banks might watch would be the
ratios of bank capital to assets. The ratio of capital to total assets
has declined sharply in the past two decades, but this has been accompanied
by an increase in cash and Government securities. To the extent that
further loan expansion is offset by a decrease in Government securities,
there would be little change in this particular ratio and thus it would
not be a check on loan expansion. The more significant ratio is that of
capital to risk assets, excluding cash and all Government securities.
That ratio rose from between 15 and 20 per cent in the 1920*s to around
25 per cent or more from 193U to 19U6. It has declined sharply in the
past two years and is now close to 21 per cent for all member banks. Any
further iIncrease in risk assets will bring the ratio back down to the
level of the 1920*s. This is a situation which might give banks some concern.

In summary, it may be said that continuation of the current infla-
tionary spiral can be facilitated by further expansion in bank loans or
might be checked by restraint on bank lending. In the event of further
Inflation there will continue to be a growing demand for bank loans. Banks
are obtaining additional funds through the gold inflow or they can readily
create reserves as a basis for further credit expansion by selling some of
their large holdings of Government securities to the Federal Reserve System.

All existing powers are being used by the Federal Reserve and
Treasury authorities to limit the supply of available reserves, short of
abandoning support of the Government bond market. Under existing powers,
however, definitive limitations could beeeffected only by abandoning
support of the Government bond market. This would probably have results
far more disastrous than would be necessary if the end were reached by
some other means. The Board has proposed to Congress the grant of additional
powers that would permit the adoption of somewhat more restrictive policies
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without completely abandoning support of Government bonds* In any event,
and particularly in the absence of effective general restrictions, responsi-
bility rests with individual banks as to further credit expansion and the
nature of loans that will be granted or refused.

Further credit expansion will augment the difficulties of the sub-
sequent inevitable adjustment both for the economy as a whole and for the

banks. If there is a large volume of credit to be liquidated at declining
prices, the decline will be accentuated. If credits do not need to be
liquidated, then the recession can be limited. |In view of the still sub-

stantial unsatisfied demands and uninvested savings, an early downturn
might correct the situation without disastrous consequences.
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February 11, 19U8

Principal Factors Affecting Bank Reserves and
Reserve Bank Credit
December 31, 19U7 to March 31, 19U8

(In Millions
of Dollars)

Factors decreasing available reserves:

Treasury cash transactions— excess of receipts
over expenditures U,200
(including voluntary retirement of maturing market-
able securities held by others than the Federal
Reserve, as well as current redemptions of non-
marketable issues and market purchases by Treasury
of securities for trust accounts, but excluding
retirement of Federal Reserve holdings)

Calls on war loan accounts, corresponding to sales of

savings bonds and notes through those accounts 1,500
Making a total drain from Treasury transactions of 5,700
Increase in required reserves of member banks 150
(Increase In reserve requirements at central reserve
city banks minus decrease In required reserves
resulting from decline in deposits)
Other factors 150
Total 6,000

Factors making reserves available:

Increase in gold stock of about 500
Decrease in currency in circulation of 800
Decrease In excess reserves of 900
Total 2,200
Federal heserve System will need to purchase iIn the market
to maintain bank reserves a net amount of *3,800
Of which 1t appears that purchases from nonbank investors
may be as much as *2,000
Leaving purchases from banks of about *1,800
Deduct calls on war loan deposits that might not be made ***800
*1,000

* From Dec. 31 to Feb. 11, Federal Reserve holdings of Government
securities declined by $I,700 million, reflecting nearly S2,U00
million of retirements and about $650 million of purchases. Net
purchases from nonbank iInvestors have probably exceeded a billion
dollars, iIndicating net sales to commercial banks. Thus substantial

Digiize ,purchases from banks will need to be made in the next six weeks.

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



—28-

Factors Affecting Bank Reserves and Federal Reserve Credit
March 31 to June 30, 19U8

(In millions
of dollars)

Factors iIncreasing reserves

Treasury transactions 2,000
(Excluding retirement of securities held by Federal

Reserve but including other public debt transactions
by Treasury)

Gold acquisitions 500

Total 2,500

Factors reducing available reserves
Required reserves— increase 500

Federal Reserve sales of Government securities needed to
prevent increase in available reserves 2,000

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



-20-

The Federal Advisory Council reconvened 1in
the Board Room of the Federal Reserve Building
at 10:10 A_M. on February 17, 19U8.

All members of the Council were present except
Messrs. Charles E. Spencer, Jr., Robert V.
Fleming, John H. McCoy, and Reno Odlin. Mr.
Walter S. Bucklin was present as alternate for
Mr. Charles E. Spencer, Jr.

A discussion took place regarding the next meeting of the Council
as the date at which the meeting would normally be held conflicts with
certain bankers* meetings and would, therefore, be inconvenient for a
number of members of the Council. It was decided to ask the Board to
agree that the joint meeting of the Board be held either on April 27cr
May 25. In the former case this would mean that the Council would
actually reconvene on April 25 and in the latter case on May 23.

The meeting adjourned at 10:25 A_M.
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The Federal Advisory Council reconvened in the
Board Room of the Federal Reserve Building at

10:30 a.m. for a joint meeting of the Board of
Governors of the Federal Reserve System*

All members of the Council were present except

Mr, Charles E. Spencer, Jr., for whom Mr, Walter

S. Bucklin served as alternate. The following
members of the Board of Governors were present:
Chairman Eccles; Governors Szymczak, Draper,

Evans, Vardaman, and Clayton; also, Mr. Carpenter,
Secretary of the Board of Governors; also, Mr.
Thomas B. McCabe, whose name has been submitted

for confirmation to the Senate as member and Chair-
man of the Board of Governors of the Federal
Reserve SyBtem by the President of the United States.

A DISCUSSION OF RECENT RULINGS BY THE TREASURY WITH RSSPSCT TO TURNING
/ORiailSH FAKDS OVER to fraS ALfch® WoTtsRT? CTATODlanT

E.S. 3ROM read the above item of the agenda and asked the
Chairman why the recommendation in question had been made by the National

Advisory Council.

SCCLES replied that the Board was unanimous in its approval of
the recommendation made by the National Advisory Council, but would have
been glad to have had an alternate solution to the problem. The National
Advisory Council invited proposals but received none. People did not like
what was bein" proposed but no one came forth with an alternative.
Accounts had been blocked during the War and the governmental authorities
wished to be certain that no enemy interests were involved before funds
were released. Ix depositors received certification from their own govern-
ment, Ffunds were released. It is estimated that at present there are still
here about *6 to *7 hundred million (half of which is French) from countries
who are to participate in the Marshall Plan. Some of this is in reality
owned by citizens of enemy countries; other funds are here in order to be
effectively concealed assets from the governments of the owners. Eccles
feels we should not be a party to helping people conceal assets from
governments to whom we are going to give funds from this country. These
citizens are hiding dollar assets from their countries which need these
dollars badly. The point of view of the Federal Advisory Council is one
which would be in order under normal conditions but we are faced with an

acute situation.

BURGESS asks whether any representatives from the banks concerned

were hearcT.

ECCLES says Messrs. McCloy and Black appeared before the National
Advisory Council but had no plan to present.
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BURGESS replied that Mr, Sproul had given to the Secretary of
the Treasury an alternative procedure for handling this matter in a way
to insure that justice was done to the holders of foreign assets in this

country.

ECCLES seems to have had no knowledge of Sproulls suggestion. It
must also be remembered that there is a political angle to this as Congress
is concerned that the American taxpayer should not be compelled to pay
until the European funds available here have been exhausted.

SZYHCZAK said ho had never heard of Sproul*s suggestion..

BURGESS suggested that in this matter it would be helpful if the
Board would consult with the banks concerned, and particularly with the
Federal Reserve Banks, before making final decision.

SZYMCZAK states that he believes the Federal Advisory Council
should take up the matter with the N.A.C.

ECCLES states that he thinks the Council might make its suggestions
directly 10 the Senate or give it to the Board who can pass it on to
Senator Vandenberg. He believes nothing would be gained now by giving it
to the N.A.C. as it could not be expected that this body would reverse
itself after having handed its conclusions to Senator Vandenberg. As a
matter of fact, so far all the N.A.C. has done has been to ask the
Vandenberg Committee whether it agrees with the proposal.

SZYHCZAK says of course there are not only the blocked funds but
there are also funds belonging to citizens concerned with the European
Relief Program who have free funds in this country.

BURQ3SS states that this is a banking matter and he thought there-
fore the Board might review the whole situation.

E. E. BROWN says that outside of the New York banks the main
interest centerr on Latin American funds which have come to this country

to avoid confiscation for political reasons.

[ICGLDS repeats that this is a special situation as American tax-
payers are being asked to contribute billions to European countries whose
governments are seeking funds here while the citizens of these countries
are permitted to withhold funds from their governments. He agrees that
under normal conditions there would be no reason for such a plan as proposed
by the N.A.C., but at present Dutch or French citizens should not be helped
to evade exchange regulations promulgated by their own governments.

E. E. BROWN says this would be in order if it did not have reper-
cussions iIn Latin America.
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THS EFFECT THAT GOLD IMPORTS ARE HAVING ON THE FINANCIAL STRUCTURE OF THIS
MtFImgTAMTt state vttfit MIOHTFgQAKEK to cotjMiAYf tHELR IbKASST
INFLUENCE.

IT IS ESTIMATED THAT AFTER THE FIRST QUARTER OF THIS CALENDAR YEAR, THE
TREtA&IfcY M i x  “Ha INtO "fte MARKET FOR dURREAT EXPENDITURES AND DEBT RE-
DEMPTION vo-15 THAN IT “KILL RSCStVE FROM FIttS XfoQ SALES OF SSbURIFIES.

THIS EXCESS OF PAYMENTS, -WHICH MAY AMOUNT TO AS MUCH AS %2 BILLION IK THE
second B arter, together with a continued gold*inflo%, which may equal half
A BILLtON DOLLmRI a QUARTER, AND PURCHASES BY TtfE FEDERAL RESERVE BANXS OF"
ADDTFIONAL SECURITIES FROM NON~2K =NVESTORS AND FROM BANKS NE3DING RESERVES,
wtLL AD?) CONSIDERA3LY TO BANK RESERVES.

IN THE OPINION OF THE COUNCIL, 7GUT MEASURES SHOULD BE ADOPTED TO
RESTRICT TH3 USE 0? THESE ADDITIONAL RESERVES FOR FURTHER EXPANSION OF BANK

CREDITS

A. SHOULD CONGRESS GRANT AUTHORITY TO RAISE EXISTING RESERVE
REQUIREMENTS (AS DISTINGUISHED FROM THE SPECIAL RESERVE
PLAN) OF MEMBER BANKS AND TO IMPOSE CORRESPONDINGLY HIGHER
RESERVE REQUIREMENTS ON NONMEMBER BANKS, WITH THE UNDER-
STANDING THAT THE ADDITIONAL RESERVES REQUIRED OF NONM3/.BER
BANKS WILL BE HELD tffiTH THE FEDERAL RESERVE BANKS? THE
FEDERAL ADVISORY COUNCIL JOINED IK A SIMILAR RECOMMENDATION
ON DECEMBER 31, 19UO0.

B. SHouLD TIVZ PRESENT POL®ICY WITH RESPECT TO SUPPORT OF THE
GOVERNMENT SECURITIES MARKET BE MAINTAINED REGARDLESS OF
FURTHER INFLATIONARY DEVELOPMENTS?

C. OR, SHOULD THE FEDERAL OPEN MARKET COMMITTEE SELL SECURITIES
IN THE MARKET IN AN AMOUNT SUFFICIENT TO ABSORB ADDITIONAL
RESERVES SFHICK 7JJLL COME INTO THE MARKET AFTER THE FIRST
QUARTER AND PERMIT GOV>BNMENT BONDS TO DECLINE TO WHATEVER
EXTENT MAY BE NECESSARY?

SHOULD DISCOUNT RATES BE INCREASED FURTHER? IF SO, HOW MUCH? ?*HAT SHOULD
M*™¥HE TTMING O™ ~ICFi AMEON?

E. E. BROV?N presents the Council’s reply on items 2, 3, and U as
given in the memorandum attached. He believes that the break of February it
represents a definite change in trend but there can not be any certainty
about this for another 30 to 60 days. This break may result in reduced
consumer buying especially on the part of farmers. |If there should be such
a result, there is certainly to be a cut-back in capital expenditures.

We are faced with a nervous situation in the Government bond market as
many are considering the liquidation of their bond holdings. Mr. Woods
is from a small city in Texas and he might be able to tell more about the
repercussions iIn those areas and Mr. J. T. Brown has stated that people in
his district have ceased buying bonds. There isn’t any question but that
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people generally are very cautious because of the danger of a permanent
change of trend. The members of the Council feel that the break that has
taken place may be a serious one and if it does not go too far will on the
whole have good effects.

SCCLES agrees that it is desirable to have some recession at this
time and perhaps it ought to be helped along in the interests of the
country as a whole. The greater the debts structure expands under present
inflated prices the greater will be the evil effects of later adjustments.
It is Important not to have another round of wage increases and increased
costs. IT this were to happen people would get deeper into debt, and later
adjus traents TOuld be made more severe. A recent survey made by fcGraw-Hill
shows that capital expenditure in 191*8 may be almost as great as they were
in 19U7* and this will only be possible if done in part with bank credit
or in part with funds saved during the ftar by corporations and others. The
Federal Reserve System has been buying securities to sustain the market.
This is a very inflationary practice coming from the central banking system
and forces an easy money situation. By that practice, debts are being converted
into currency. The Treasury should use excess funds to retire Government
debt held in the portfolios of the Federal Reserve Banks but not any held
by private banks. He does not agree that the process should be a gradual
one but such pressure as can be exerted- and it is a very mild pressure after
all- should be used in the first quarter. It has been suggested to the
Taft Committee that any further controls might be postponed until after the
first quarter. It now appears that banks might buy for about *1,800,000,000
if there are no withdrawals this quarter from war loan deposit accounts.

The Open Market Committee has suggested to the Treasury not to reach any
decision this quarter as to whether there should be a withdrawal made from
war Bloan deposit accounts. Even if you carry over into the second quarter

a reduction of war loan deposit accounts a very easy money situation will

be left. The banks will have in the second quarter probably about $2 billion
of excess reserves so will be in a position to make loans or purchase
Government securities. IT the purchases of securities are made from the
Federal Reserve System, this would help to sterilise gold imports.

PSNICK feels that the shock in December was such that banks have
become very cautious, and

ODLIN feels not only the banks but the public has been scared.

ECCLES believes the psychology changes very quickly and the present
dose of delation is not very great. Excess reserves are likely to be
very large during the last three quarters of this year so that banks should

buy bills freely.

2. £« BROWN. |If you get an increase of reserve requirements banks
would begin to sell long-term bonds and buy bills in their place. Cor-
porationo have now been selling long-term bonds.
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ECCLES says most of the sales have been made by savings banks
and insurance companies. He thinks if there should be large excess
reserves, banks would begin to make U per cent real estate loans. |If a
recession takes place no harm will result from credit being withdrawn.

SZYITCZAK wants to know why bank—held debts should be retired.

BURQKSS says there isn’t much difference and it is merely another
step in the process.

S. E. BROWN points out that the experience of the First National Bank
of Chicago in savings accounts seems to indicate that people are beginning
to postpone purchases.

ECCLES says a 20 per cent adjustment in building and cost of building
would not be abnormal. Turning to the topic of discount rates, he does
not expect there will be any increase and he hopes he can get the certi-
ficate rate to 1-lA P®er cent, but as long as banks are not under greater
pressure than at present this will be impossible.

E. E. BROWN thinks the people are so jittery that it is not desirable
to make any change at present.

ECCLES says the Open Market Committee had recommended to the Treasury
not to make any change at present though some weeks ago it had suggested
going up to 1-1/\\ per cent and it may still be decided to do this for
the April 1 certificates. It is regrettable that 1-1A 0N certificates
and a discount rate of 1-1/2 had not been attained earlier. |If excess
reserves become large, banks may again go into long-term bonds and it
should be pointed out that recently there were slightly less bonds on the
market than there was deoand.

BURGESS thinks that the recession did this, but

ECCLES says it is due to this prospect of excess reserves increasing.
Banks should be kept from going into long-tem bonds, and if the spread
between short and long-term bonds is small enough they will buy short-term

bonds.

WHAT MEASURES ARE BEING TAKEN BT BANKS TO RESTRICT CREDIT UNDER THE A.B.A.
VOLUNFrARfr PROGRAM i1SD MAT RESULTS ARE BEING OBTAINED?"

E. E. BROWN. It IS too early to say what the effect of the A.B.A*
prprra Haft W#n# There is a feeling that credit should be used for pro-
ductive purposes. This is due to a feeling that the inflation bubble M y
burst, and there are other reasons which cannot be measured.

FLEMING says most meetings so far have been "pilot™ meetings and
members OT ihe Council who attended, feel they have been very successful.
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It is difficult to say at this time what the ultimate effect will be.
Congressmen are hearing from their constituents that they are fearing a

restriction of credit.

ODLIN thinks the meetings are having an excellent effect.

PSNICK attended the meeting iIn Kansas City which he thought went
off very well and was attended by top level bankers.

SZYMCZAK asked whether the public has bean informed of the results
of the discussion at these meetings.

FLKMINO replies that the press has been well briefed and results,
except Tn Chicago, were good.

ECCLSS wants authority to be allowed to raise reserve requirements,
if necessary, to 25 per cent, 30 per cent, and 35 per cent for country
banks, for banks located in reserve cities, and for banks located in central
reserve cities, respectively. This would mean about $10 billion dollars
at the maximum and for at least a year even if inflation started up rates

would be prevented from becoming too soft.

ABE THERE ANY AREAS IN WHICH LOANS BEING MADS BY BANKS INVOLVE GREATER
CREDIT RISKS THAN HAVE BKEN TH5 CASE IS THE PERIOD SINCE THE 3AR?

E. S. BROWN points out that the chances are banks will have greater
losses than in recent years. Obviously loans are moredangerous. It is
certainly sore dangerous to lend on 3 dollar than on 1 dollar wheat.

IT APPEARS THAT RECENTLY THERE HAS BEF2J A RESUMPTION OF THE PRACTICE BY
CERTAIN URGE DEPOSITORS OF REVESTING THAT THE DEPOSITOR! BANKS FURNISH
Was more _ubiAttEi) HfStSH6il REditSTSalwe 66ndHion of We  banks than
gTyras~T6"DifttejKoas aaimiur. THS kagfcft sas blsftossSD if uffi
OF THE BOARD V7IfH ftifc COONg!tL OK EAT lu, IfrhS, AT AHICH TitME DIFFERING
VIST"S SERE EXPRESSED BY M3CBSRS OF THE COUNCIL CONCERNING THE IMPOSITION
OF A PROHIBITION BT LATF OR REGULATION UPON BANKS GIVING SUCH INFORMATION.
THE BOARD" -COLD APPRECIATE 1T IF THE COUNCIL SOULD DISCUSS THIS MATTER
AGAIN AND ADVISE THE BOARD AS TO (1) THE DESIRABILItl OF THE SUPERVISOR!
S6aj(il.-3 JoihtuG In a"sTaVemen"t fo baKks in Melr respective jurisdic*iok3
v/6(n.D stoooE&T FFIAF "Bane- adopt a {ractice of not kaklng available to
LAHGE, DiPOSITONS TiINFbFFFIATIO™ SHICH WAS NOT GIVEN TO THSIR DEPOSITORS
glfosfrALF.# INHWKT . ~01F Aiff. OFHSR ACttON UIQHT BB TAKEN BY THE SUPERVISOR!
AGSNCIESt AHD (3) TOE tifoNStDERATIONS THAT SHOULD PROMPT THE SUPEKVISORY

ft AIt! AFIrION THAT TKET MIGHT TAK37
E. E. BROWN says this will mean the banks will be deterred from
investing freely in long—tena bonds* He asked how did the whole matter

originate.
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BCCLES replies that the whole thing originated with the banks
since they were writing iIn and asking what they should do# This might
becare serious IT deflation continues and the Govermment no longer supports
the bond market. This iIs one of the reasons why the basis of valuation
In examinations was changed. IT a large depositor is entitled to such
information, then the call reports should give to the public the same
information which the big depositor gets. But this would change the whole
basis of the form of examination developed IN*38. He points out that iIn
some cases certain Insurance conpanies have actually asked that the bank
repeat the Information given to the Canptroller of the Currency and included
in his confidential report. This certainly iIs not pemmissible.

A FURTHSR DISCUSSION OF CONSUMER CREDIT.

BURGESS says there ought to be some pressure applied on
=tores and similar institutions. The banks have done a good jab iIn regard
to restriction of consurer credit.

THS BANK HOLDING COMPORT BILL HAS BESM UNDER CONSIDERATION OR DISCUSSION
FOR S3TERAL MONT&. APPARENTLY A FAIRLY GKNRRHL AGREEVENT HAS HOT BE®D
RSACHED AISOND THE INTSSSSTED GROUPS FAVORING SUCH LEGISLATION, AND A BILL
IS PSESEN+LT IN THE SENATE BANKING AND CURRSHCY COMMITTED AN OBJECTION
TO its QOteftSRAMOJj A FEW DA*S AGO RIISULTED IN ITS BKBiG LSFT ON THS
CALENDAR WITHOUT ACTION TO DATS. MAT IBSFHSJ ACTION SHOULD BE TAKEN BT
TH5 COUNCIL AND THS BOARD IS RELATION TO THIS LSGISLATTON?

E. 5.BROM. The whole matter seems to be stymied at present. The
Treasury is apparently indifferent and the Marshall Plan and the tax pro-

gram are blocking the road.

ECCLES. The bill is on the calendar and the acosulttees are all In
favor of the bill and this iIs especially true of Senators Tobey and Briefer.
Lawyers from the System have briefed the assistants of Tobey and Bricker
and are making an effort to have the bill called up. It all depends on
Taft. It iIs understood that he is willing to have the bill care up but
may not push it. The opposition canes from an Important group on the \est
Coast and 1t has the support of Senators Downey and McCarran. A little
push might do the job. Independent banks In the West and Minnesota are
behind the bill. If the Council would pass a strong resolution In support
of the bill 1t might be sent on to Senator Taft and If merbers then urged
him to do something about the bill, the bill would pass 1f Taft made any
real effort. Wolcott has assured him there will be no difficulty in the

House.
s. E. BROFN raises the question about the date of the next meeting

and 1t to hold the joint meeting of the Council and the Board
on April 27 which means that the Council rtself will meet on Sunday,

April 25.
The meeting adjourned at IsUS
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The Federal Advisory Council reconvened
in the Board Room of the Federal Reserve
Building on February 17, 1908, at 2:50 P.M.

All members of }he Council were pres%rt
except Mr. Charles E. Spencer, Jr., r
whom Mr. Walter S. Bucklin served as
altemate. Hr. Fleming was present at
e early gﬁgtbg;oﬁeﬂngeurl% leaving at
3:05 P.M. re Holding Company
Bill was discussed. E

5. B. BROMW brings up the matter of the changes In reserve require-
ments suggested by Govermor Eccles. He said that before the break he would

have been iIn favor of the Board having power to go up to 2, 30 and 35 per
cent, respectively, for the three classes of banks. 1T the present break

continues there ought to be no reguest made for any change. Time rates
should remain as at present.

BPRG.SSS Teels that with *20 billion of govermments In the Fed there
IS no need to change reserve requirements.

B> S. BROWN says he feels there iIs no justification for a 6 per
cent spread between the reserve requirements of central reserve and reserve

city banks.

BOROESS5 says all the change would mean is transferring 5 billion
of govermments from the banks to the Fed. While this might have same
tendency toward having the banks restrict credit, it has the disadvantage
of further iIncreasing holdings of govermment by Federal Reserve Banks,
which already have too many. It was moved by Mr. Willians, seconded by
Mr. Penick, to refer the matter to the Executive Comittee with power to
act. The motion was carried unanimously.

S. £. BrRowN iIntroduced the following resolution referring to the
Holding Company bill with instructions to the Secretary to hand the
resolution to the Secretary of the Board for such action as had been
proposed earlier by Governor Sccles. The resolution which was unanimously

adopted read as follows:

"The Federal Advisory Council has approved by resolution
Bank Holding Company legislation. It believes that Senate
3111 No. 829 with the amendments suggested by the Council
in its resolution of Hay 20, 19h7, should be passed at this
session of the Congress and that action by the Congress
should not be delayed.

"The Federal Advisory Council urges the Board of Govermors
of the Federal Reserve System to use Its best efforts to
secure the passage of the bill, with the amendrents suggested
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by the Council and asks that this resolution be transmitted
to the raenbers of the Senate and House Banking and Currency
Committees#M

The meeting adjourned at 3:2$% P.M.
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