
M INUTES OF M EETIN G  OF THE FEDERAL ADVISORY COUNCIL

September 19,1948
The third statutory meeting of the Federal Advisory Council for 1948 was convened in Room 375 of the Mayflower Hotel, Washington, D. C., on Sunday, September 19,1948, at 2:00 P.M., the President, Mr. Brown, in the Chair.

Present:
Charles E. Spencer, Jr. District No. 1W. Randolph Burgess District No. 2David E. Williams District No. 3John H. McCoy District No. 4Robert V. Fleming District No. 5J. T. Brown District No. 6Edward E. Brown District No. 7James H. Penick District No. 8Henry E. Atwood District No. 9James M. Kemper District No. 10J. E. Woods District No. 11Reno Odlin District No. 12Herbert V. Prochnow Secretary
A complete list of the items on the agenda for the meeting and the conclusions of the Council are to be found in the Confidential Memorandum to the Board of Governors from the Federal Advisory Council, which follows on pages 28, 2L>, 30 and 31, of these minutes.
The meeting adjourned at 5:45 P.M.

HERBERT V. PROCHNOWSecretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

September 20, 1948
At 10:30 A.M., the Federal Advisory Council reconvened in Room 375 of the M ay­

flower Hotel, Washington, D. C.
Present: Mr. Edward E. Brown, President; Messrs. Charles E. Spencer, Jr., W. Ran­dolph Burgess, David E Williams, John H. McCoy, Robert V. Fleming, J. T. Brown, James H. Penick, Henry E. Atwood, James M Kemper, J. E. Woods, Reno Odlin, and Herbert V. Prochnow, Secretary.
The Council reviewed its conclusions of the previous day regarding the items on the agenda and sent to the Secretary of the Board of Governors the Confidential Memorandum  which follows on pages 28, 29, 30 and 31, listing the agenda items with the conclusions reached by the Council. The Memorandum was delivered to the Secretary of the Board of Governors at 12:40 P.M. on September 20, 1948.
The meeting adjourned at 12:30 P.M.

HERBERT V. PROCHNOW 
Secretary.
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C ONFID ENTIAL
MEMORANDUM TO THE BOARD OF GOVERNORS FROM THE FEDERAL 

ADVISORY COUNCIL RELATIVE TO THE AGENDA FOR THE JOINT 
MEETING ON SEPTEMBER 21, 1948

1. The House Banking and Currency Committee has twice reported favorably and the House in the recent special session approved a proposal to restore the former ratio of required gold certificate reserves held by Federal Reserve Banks of 40 per cent against Federal Reserve notes and 35 per cent against Federal Reserve Bank deposits. In view of the possibility that this proposal may again be advanced in the Congress, the Board would like to know what the attitude of the Advisory Council would be toward it.
2. In the light of developments in the monetary and credit field since the Council met with the Board in April, what is the Council’s judgment as to the effectiveness of policies of restraint so far adopted and what would be the Council’s recommendations as to appropriate further action?
3. The use of Federal Reserve powers to raise reserve requirements.
4. The policy of supporting the government security market, especially in relation to sales by insurance companies.

Items two to four on the agenda, which are of the greatest importance, are so closely inter-related that the Council believes it best to consider them first and together.
Although there are many soft spots in the economy at present, the members of the Council feel that there is not as yet convincing evidence that the turn has been made, and that it is still the duty of the monetary authorities to take active measures to combat the inflationary trend.
On previous occasions the Council has emphasized that the primary causes of the inflation are largely outside the sphere of Federal Reserve policy, and include large government expenditures, especially for defense, foreign aid and veterans’ assistance; the support of farm prices at high levels; government guarantees for housing at excessive costs; and repeated wage increases which have not been accompanied by comparable increases in production.
Specifically in relation to the questions raised by the items two to four on the agenda, the following statements represent the views of the Council at the present time:
A. The Council believes the increases which have taken place in the rediscount rate and in the certificate rate have been particularly helpful toward reducing the demand for credit by making both bankers and borrowers aware of the dangers in the present situation. Further increases in the rediscount and cer­tificate rates should be considered if credit expansion continues.
B. It is too early to appraise the full effect of the recent increase in reserve re­quirements. The first effect has been to cause member banks to sell government securities to the Federal Reserve Banks. In view of the already large holdings of the Federal Reserve Banks, this action has raised the question in many peoples’ minds of the future level of government bond prices and the future ability of the Federal Reserve Banks to maintain pegged prices.
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Under present circumstances, of existing conservative lending policies by banks, the near absence of excess reserves, and Federal Reserve and Treasury policies of pegged prices for government securities, the Council reiterates its position that the increase of reserve requirements of banks is not a suitable instrument 
of credit control.

C. The Council is concerned with respect to the selling of government securities by insurance companies and other investors, in many cases to relend at higher rates. This selling is encouraged by pegged prices at a level which may offer the seller a profit as compared with the purchase price.
All the members of the Council feel that owing to the size of the debt and it- position in our whole economy, government bonds must be supported. A ma­jority of the Council favors presently maintaining the peg at par, but not at a premium, on the long term 2 ]/2 per cent bonds. A minority of the Council favors even greater flexibility.

D. In relation to item one on the agenda, apart from the tense international situ­ation, the Council favors in principle raising the required gold reserves from the present ratio. However, in view of the present international situation, the proper timing of an increase in required gold reserves is of the utmost importance and demands the most careful consideration. It is impossible that any legislative action will be taken before the organization of Congress in early 1949, and the Council will be glad to review this question later in the light of the situation then.
5. The gold policy of the Federal Reserve System and the Treasury, including the proce­dure with respect to gold exports and imports.

The Council desires to defer the discussion of this subject to a later date when it can be fully considered. In general, it believes that the movements of gold, includ­ing the transfer of gold by foreign central banks, should as far as practicable be removed from discretionary authority. The Council would be interested in knowing whether there have been occasions when licenses have been denied to foreign cen­tral banks for the transfer of gold. The Council also feels it would be desirable to examine our whole gold policy and the present legislation regarding gold, and it would welcome any data and information from the Board of Governors which would be helpful in such a study.
6. Policies of the Board of Governors in enforcing regulation of consumer credit.

Without discussing the necessity or desirability of the legislation on consumer credit, the regulations issued by the Board of Governors appear to the Council generally reasonable and fair and well received. Since the terms are similar to those already being followed by banks the effect on loans directly by banks to installment borrowers will be slight. Principal criticisms of the regulations now appear to come from dealers in furniture and used cars.

7. The Board of Governors would appreciate any further views and comments the Council may have regarding proposed Bank Holding Company legislation.
In connection with the proposed bank holding company legislation, the Council adopted the following resolution on May 20, 1947:
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RESOLUTION
The Council for the past few years has at almost every meeting discussed the holding company situation, the inadequacies of existing legislation, and proposals for additional legislation in connection with it.
(1) The Council believes that holding company legislation should be enacted at this time. Experience has shown that the present legislation is inadequate and that addi­tional legislation is urgently necessary.
(2) It approves the general approach to the holding company problem embodied in Senate Bill 829.
(3) It believes Senate Bill 829 should be amended—

(a) By adding to the declaration of policy and the standards for Federal Reserve Board, Comptroller of the Currency, and Federal Deposit Insurance Corporation action a more definite statement of objectives and standards. (A memorandum is attached which was the subject of discussion between the Board of Governors and the Federal Advisory Council which indicates the type of amendments in this regard which the Council believes necessary.) [The memorandum follows below.]
(b) By granting tax exemption to such holding companies as are required to divest themselves of non-banking assets. Simple justice requires that such tax exemption should be granted, and a precedent exists for it in the utility holding company legislation.
(c) By requiring a larger percentage than 10 per cent of the ownership of stock in two or more banks in order to create an automatic holding company relationship.
(d) By providing that incidental ownership of bank stocks in fiduciary capaci­ties such as executor, trustee under a will, etc., should not create an automatic holding company relationship.

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

* * * * *

MEMORANDUM
SUBMITTED IN CONNECTION WITH THE FOREGOING RESOLUTION

1. To reach and regulate any banking operation which, functioning in an area or with a structure larger than that permitted to independent banks, can or does, through the medium of concentrated control, jeopardize independent competitive banking at local or regional levels or place independent banks under the particular circumstances at a competitive disadvantage;
2. To confine the size and expanse of any such banking operation, regardless of its com­petitive or other aspects, within limits consistent with adequate and sound banking; and
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3. To control the magnitude and expanse of any such banking operation, regardless of all other considerations, to the end that, in the event of adverse general economic condi­tions, such an operation will not be subjected to any inordinate pressure arising from unwieldiness due solely to mere size and expanse which, in turn, may put an inordinate pressure on the nation’s banking structure.
# * * # *

On February 17, 1948, the Council adopted the following resolution regarding bank holding company legislation:
RESOLUTION

“The Federal Advisory Council has approved by resolution Bank Holding Company legislation. It believes that Senate Bill No. 829 with the amendments suggested by the Council in its resolution of May 20, 1947 should be passed by this session of the Congress and that action by the Congress should not be delayed.
“The Federal Advisory Council urges the Board of Governors of the Federal Reserve System to use its best efforts to secure the passage of the bill, with the amendments suggested by the Council and asks that this resolution be transmitted to the members of the Senate and House Banking and Currency Committees.”

* * * * *

The Council reaffirms the position it took on bank holding company legislation as expressed in the above resolutions, and favors the enactment of such legislation at the next session of the Congress.
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M INUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

September 20,1948
At 2:30 P.M., the Federal Advisory Council convened in the Board Room of the Federal Reserve Building, Washington, D. C., the President, Mr. Brown, in the Chair.
Present: Mr. Edward E. Brown, President; Messrs. Charles E. Spencer, Jr., W. Ran­dolph Burgess, David E. Williams, John H. McCoy, Robert V. Fleming, J. T. Brown, James H. Penick, Henry E. Atwood, James M. Kemper, J. E. Woods, Reno Odlin, and Herbert V. Prochnow, Secretary.
Dr. Woodlief Thomas, Director of the Division of Research and Statistics of the Fed­eral Reserve System discussed the subject, “Is Inflation Approaching an End?”
The meeting adjourned at 4:00 P.M.

HERBERT V. PROCHNOW
Secretary.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL  
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

September 21, 1948
At 10:40 A.M., a joint conference of the Federal Advisory Council and the Board of Governors of the Federal Reserve System was held in the Board Room of the Federal Reserve Building, Washington, D. C.
Present: Members of the Board of Governors of the Federal Reserve System:
Chairman Thomas B. McCabe; Governors Marriner S. Eccles, M. S. Szymczak, Ernest G. Draper, R. M. Evans, and James K. Vardaman, Jr.; also, Mr. Winfield W. Riefler, Assistant to the Chairman, and Mr. S. R. Carpenter, Secretary of the Board of Governors.
Present: Members of the Federal Advisory Council:
Mr. Edward E. Brown, President; Messrs. Charles E. Spencer, Jr., W. Randolph Burgess, David E. Williams, John H. McCoy, Robert V. Fleming, J. T. Brown, James H. Penick, Henry E. Atwood, James M. Kemper, J. E. Woods, Reno Odlin, and Herbert V. Prochnow, Secretary.
President Brown read the first four items on the agenda with the conclusions as given in the Confidential Memorandum to the Board of Governors from the Federal Advisory Council, as printed on pages 28, 29, 30 and 31, in these minutes.
Chairman McCabe then read the following statement relative to the various items on the agenda:

“Items 2-4, Points A, B, and C.—Concerning the economic situation, the Board’s general view coincides with that of the Council, namely, that despite soft spots in the economy at the present time, the outlook is on balance inflationary and that ‘it is the duty of the mone­tary authorities to take active measures to combat the inflationary trend.’ (President Brown asked Chairman McCabe’s permission to state that the Council did not make the specific comments which Chairman McCabe gave. President Brown read the following paragraph from the Council’s Confidential Memorandum: ‘Although there are many soft spots in the economy at present, the members of the Council feel that there is not as yet convincing evidence that the turn has been made, and that it is still the duty of the mone­tary authorities to take active measures to combat the inflationary trend.’) The Board continues to recognize that there are special factors outside the field of banking and credit that have promoted inflation. In addition to those listed by the Council, the Board would include high corporate profits and it would like to emphasize greatly the position created by the disappearance of the Federal surplus. This surplus during the past two years has been the most powerful anti-inflationary factor in the picture, but it has been offset by other factors, notably by the expansion of bank loans. In the absence of a budget surplus, an expansion of bank credit in the coming year similar to that of the past year would have much greater inflationary effects.
“The Board has considered the suggestion of the Council that the peg on the long-term 2y2 per cent bonds be maintained at par without a premium. The Board is in agreement with the majority of the Council that the long-term yield on Treasury bonds should be maintained for the foreseeable future at a 2]/2 per cent yield level, but believes that under present circumstances removal of the small premium would very probably have undesirable
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consequences. It may be that the establishment of support levels at exactly par last year would have been wiser, but removal of this small difference at the present time might undermine confidence in the whole support pattern.
“The Board notes that a minority of the Council is in favor of a more flexible policy with respect to the support program, and agrees that greater flexibility in the short-term market is a desirable objective. Increases in certificate rates and discount rates to date are begin­ning moves toward this objective which the System initiated.
“The Board has long recognized that the maintenance of support for the bond market has greatly limited the effectiveness of credit-control methods. It feels that recent increases in short-term rates have been helpful., particularly in inducing the banks and others to buy short-term securities to absorb excess reserves. In the presence of strong demands for credit, however, higher short-term rates cannot be relied upon as adequate in restricting credit expansion.
“The Board recognizes that increased reserve requirements with a complete peg in the Government securities market have less restraining effect than would otherwise be ex­pected. It wishes to call to the Council’s attention that one of the principal purposes of requesting Congress to give additional power to the Board to increase member bank reserve requirements was the need for absorbing additional reserves being created by the inflow of gold, by purchases of securities from non-bank holders, and by a possible return flow of currency. The current use of this authority will have the effect of increasing member bank reserve requirements by about 2 billion dollars. Since the System has purchased more than this amount of securities from non-bank holders during the past two months and will probably purchase substantial additional amounts in the immediate future, the higher requirements should not result in any net reduction in the earning assets of com­mercial banks. Although some banks will need to sell some Government securities in order to meet the change, the effect of the increase will be to prevent additional reserves which have become available from increasing the ability of banks to expand credit but not to reduce the lending capacity of the banks below previous levels.
“Item 1, Point D.—The Board has noted the Council’s position on raising the required gold reserves from the present ratio. Its own thinking on this matter has been fully ex­pressed in memoranda or testimony to the Banking and Currency Committees of the Congress.
“Item 5. There have been discussions between representatives of the System and of the Treasury regarding the United States gold policy, with particular reference to the possi­bility of relaxing or removing controls on the transfer of gold by or for foreign central banks. After extended discussions, however, it did not appear feasible for the Treasury to relinquish entirely its control over gold transactions, especially in view of the current unsettled international situation. The Board plans to review this problem from time to time and to hold further discussions with the Treasury when conditions warrant. To the extent possible, in the light of its confidential character, the Board will be glad to supply the Council with further information on the subject as a basis for future study and dis­cussion.”

* * * * *

On the question of the regulation of consumer credit, Chairman McCabe stated that the Board appreciated the views of the Council and wished to assure the members of the Council that if, at any time, they had suggestions as to policies that might be followed in regulating consumer credit, the Board would be pleased to consider them.
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Chairman McCabe also stated that in connection with rbank holding company legislation a series of conferences had been held by members of the Board, with representa­tives of bank holding companies and of the American Bankers Association, and he expected that additional conferences would be held with representatives of the Association of Reserve City Bankers and with the bank supervisors.
Mr. Williams asked whether the members of the Board had discussed with the heads of insurance companies the question of selling bonds from their portfolios, and Chairman McCabe reported that the matter had been discussed informally with individual heads of the insurance companies, but that it had not been discussed with insurance company heads as a group.
Dr. Burgess stated that in connection with the question of inflation, one of the major causes continues to be the expenditures for new capital goods.
President Brown read the conclusions of the Council relative to the gold policy of the Federal Reserve System and the Treasury, as given in the Confidential Memorandum  to the Board of Governors from the Federal Advisory Council, as printed on pages 28, 29, 30 and 31, of these minutes.
The President of the Council then read the agenda item regarding consumer credit, together with the conclusions of the Council as given in the Confidential Memorandum  mentioned above.
There was a brief discussion regarding Bank Holding Company legislation, the Council having expressed its opinion in the Confidential Memorandum previously mentioned.
The meeting adjourned at 12:55 P.M.

HERBERT V. PROCHNOW
Secretary.
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NOTE: This tran scrip t  of the S e cre ta ry 's  
notes i s  not to be regarded as complate 
or n e c e s sa r i ly  e n t ir e ly  accurate. The 
tra n sc r ip t  i s  fo r  the sole use of the 
members of the Federal Advisory Council

H. V. P.

The Secretary* s notes on the meeting of 
the Federal Advisory Council on September 19 , 
19^8, a t  2 :00 P. M. in Room 375 of the 
Mayflower Hotel, Washington, D. C. A ll  
members of the Federal Advisory Council 
were presen t.

THE HOUSE BANKING AND CURRENCY COMMITTEE HAS TWICE RE­
PORTED FAVORABLY AND THE HOUSE IN THE RECENT SPECIAL 
SESSION APPROVED A PROPOSAL TO RESTORE THE FORMER 
RATIO OF REQUIRED GOLD CERTIFICATE RESERVES HELD BY 
FEDERAL RESERVE BANKS OF 40 PER CENT AGAINST FEDERAL 
RESERVE NOTES AND 35 PER CENT AGAINST FEDERAL RESERVE 
BANK DEPOSITS. IN VIEW OF THE POSSIBILITY THAT THIS 
PROPOSAL MAY AGAIN BE ADVANCED IN THE CONGRESS, THE 
BOARD WOULD LIKE TO KNOW WHAT THE ATTITUDE OF THE 
ADVISORY COUNCIL WOULD BE TOWARD IT.

E. E . Brown reviews some of the changes that have taken 
place in banking since the l a s t  meeting of the Council in  A p r il  
1948. He mentions, p a r t i c u la r ly ,  the sp e c ia l  session  of Congress, 
the le g is la t io n  regarding reserve  requirements, and the recent 
action of the Board of Governors in in creasin g  the reserves  on demand 
and time d ep o sits .

Spencer asks whether there i s  pen alty  in the proposed 
leg is lation  i f  the gold re se rv e s  should decline below the required  
ratio*

E . E . Brown b e l ie v e s  the s itu a t io n  would go back to what 
it was p r io r  to the decrease in  the re se rv e s .  He exp la in s  that 
because of the payment now of the earnings of Federal Reserve banks 
to the Treasury that the p r a c t i c a l  e f f e c t  of the actio n  would be 
largely p sy ch o lo g ica l.

Fleming r a i s e s  the question of whether th is  proposed gold 
reserve l e g i s la t i o n  may not have some re la t io n sh ip  to the support of 
government bond p r ic e s .

Odlin b e l ie v e s  that i f  the gold reserve s  f e l l  to a point 
where they approached the requ ired  r a t io  or f e l l  below the req u ired  
ratio, l e g i s la t io n  would be introduced to lower the r a t io .

Burgess s t a te s  that he t e s t i f i e d  before Congressional 
hearings, as the President o f the American Bankers A sso c ia t io n , 
when the 'question  of changing the gold reserve r a t io  was up fo r  
consideration. The r e a l  argument i s  whether the proposed l e g i s l a t i o n  
would be a good in fluen ce  on the operation of the banking system.
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The policy  of the Treasury and Federal Reserve authorities has been 
one of being too la te  with too l i t t l e .  The Federal Reserve System 
is  not an ideal system, as i t  i s  operated by human beings. Consequent­
ly, he believes i t  would be a wholesome influence i f  the gold reserve 
requirements were ra ise d .

Penick asks what e f fe c t  the proposed le g is la t io n  would have 
on the bond market.

Burgess. We are dealing with an in fla tion ary  situation  and 
the brakes should be put on.

Fleming asks what the situation  would be i f  the savings 
bond holders should seek to redeem th e ir  bonds in large numbers.

Odlin says he thinks there is  a danger that persons who are 
uninformed may seek to redeem th e ir  bonds in large numbers, and there­
fore i t  i s  b e tte r  to keep the lower ra t io  of gold reserves.

Spencer thinks the penalty provision is  important. He would 
like to see the higher gold reserve s .

Odlin b e lie v e s  that ra is in g  the gold reserves would be 
desirable, but a c tu a l ly  he b e lieves  the ra t io  would be lowered in 
case of n e c e ss ity .

J .  T. Brown thinks i t  i s  desirable to ra ise  the gold 
reserve r a t io .

Woods s ta te s  that psychological benefits might re su lt  by 
raising the gold reserve  r a t io ,  but i f  the ra t io  must be lowered 
again la t e r  to support the bond market, i t  may not be desirable now 
to increase the r a t io .  He b e lieves  that i f  bond prices f e l l  below 
par, many savings bond customers might be concerned about th e ir  bonds.

Atwood comments that the gold reserve ra t io  is  s<|newhat 
of a th e o re t ic a l  matter and would be lowered again i f  necessary. 
Consequently, he questions whether the^e is  any re a l  necessity  fo r  
raising the r a t io  now.

McCoy i s  in c lin ed  to believe that the higher gold reserve 
ratio might help government bonds.

Williams favo rs  the re sto ra t io n  of the former gold reserve
ratio.

Penick does not fav o r  the resto ratio n  of the former gold 
reserve r a t io .

Kemper b e l ie v e s  th is  matter i s  re la ted  to other economic 
and banking problems, and he thinks i t  i s  time to show some courage. 
Raising the gold reserve  r a t io  might tend to prevent the sale of 
government bonds. He does not believe the in f la t io n  has tapered o f f ,  
Komper thinks i t  "would be desirab le  to le t  the prices on long term
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government bonds drop. He be lieves the gold c e r t i f ic a te  reserve 
patio should be increased, i f  not to the former le v e l ,  then perhaps 
to ^0 per cent and 35 per cent.

Fleming. The b en efits  are e n t ire ly  psychological, and any
drop in the gold reserve 'ratio later would bo- bad psychology.

E. E. Brown. The ben efits  would be psychological, but 
Brown prefers d iscussin g  i t  a t  a time when i t  would be more pertinent, 
perhaps some time sh o rt ly  a f t e r  the next session of Congress begins.

Fleming. In a shooting war with Russia, we would not 
think of r a is in g  the gold reserve r a t io ,

IN ?THE LIGHT OF DEVELOPMENTS IN THE MONETARY AND CREDIT 
FIELD SINCE THE COUNCIL MET WITH THE BOARD IN APRIL, WHAT 
IS THE COUNCIL1 S JUDGMENT AS TO THE EFFECTIVENESS OF 
POLICIES OF RESTRAINT SO FAR ADOPTED AND WHAT WOULD 
BE THE COUNCIL1 S RECOMMENDATIONS AS TO APPROPRIATE 
FURTHER ACTION?

* * * * * * *
THE USE OF FEDERAL RESERVE POWERS TO RAISE RESERVE
REQUIREMENTS ._________________________________________

* * * * * * *

THE POLICY OF SUPPORTING THE GOVERNMENT SECURITY MARKET,
ESPECIALLY IN RELATION TO SALES BY INSURANCE COMPANIES,

E „ E . Brown s ta te s  the throe agenda items above are so 
closely re la te d  that i t  would be desirab le  to consider them at the 
same time.

Burgess, Some of us who were in Washington wfren these 
subjects were under d iscu ss io n  advocated a higher c e r t i f ic a t e  ra te  
and a higher discount r a t e .  The most s a t is fa c to r y  arrangement that 
could be worked out a t  the time on reserves was  ̂ per cent on demand 
deposits and one and on e-half per cent on time deposits. The higher 
certificate  ra te  and the higher discount rate  have helped banks to 
raise th e ir  ra te s  on lo an s . R aising the reserves has resu lted  in 
banks s e l l in g  government s e c u r i t ie s  to the Federal Reserve banks.
The whole matter has brought into focus the question of support 
prices. Much of the in f la t io n  today i s  in farm p rices , re a l  esta te  
and cap ita l goods p r o je c t s ,  and much of i t  i s  financed by the sale by 
insurance companies o f government s e c u r i t ie s .  A great deal more 
inflation is  r e s u l t in g  from the sa le s  of governments and relending 
of the funds by insurance companies than from bank c re d it .  There is  
perhaps not much advantage now in making another attack  on short term 
rates. The r e a l  question  i s  the support of government bond prices 
at these l e v e l s .  I t  i s  not d esirab le  to abandon a l l  support. However, 

bond p r ic es  f e l l ,  say to 99, the insurance companies would screen 
'heir loans more c a r e f u l ly .
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E . E , Brown asks the members of the Council to express 
their opinions reg ard in g  p r ic e  trends in  th e ir  respective  d i s t r i c t s ,
Ik states that some a g r ic u l t u r a l  p r ic e s  are down and that coal and 
oil prices are tending downward. He a lso  asks the members of the 
Council to exp ress  t h e i r  opinions on the demands fo r  c re d it  in th e ir  
districts. He s t a t e s  th a t  the demands fo r  c re d it  in h is d i s t r i c t  
for various c a p i t a l  p r o je c t s  are down.

W illiams says p r ic e s  are tending downward fo r  various pro­
ducts. Ho has not n o ticed  any p a r t ic u la r  decline in the demand fo r  
credit. Ho i s  in c l in e d  to b e lie v e  that various items in  the fed era l 
budget, such as those r e l a t i n g  to fo re ig n  a id , veterans* payments 
and defense ex p en d itu res , help to assure a continuance of the 
in flationary  tren d .

E . E . Brown. In  ex p ress in g  th e ir  opinions the members of 
the Council may w ish to  answer four question s: ( 1 )  Should the d i s ­
count rate be fu r th e r  r a i s e d ? ;  (2) Should reserve requirements be 
increased fu r t h e r ? ;  (3) Should there be a changc in  the support price 
of bonds?; and (4) What are your observations on the demand fo r  cred it 
in your d i s t r i c t ?

Odlin. The demand fo r  c re d it  has lessened on the P a c if ic  
Coast. The gain  in  loans has been in consumers* paper and in re a l  
estate. In te r e s t  r a t e s  have gone up and there have been no com­
plaints by custom ers. Odlin b e l ie v e s  we may have more of the in ­
flation d igested  than we may th in k . Some softening i s  being ex p er i­
enced in lumber p r ic e s  and in  plywood and doors. He asks whether 
the pressure of the insurance companies i s  not p a r t ly  due to the 
desire to in v e st  new funds.

B u rg ess . Yes, but the sa le  of governments is  an important 
factor in the s i tu a t io n ,

Odlin does not b e liev e  the rediscount rate needs to be 
tied so c lo s e ly  to the short-term  r a te .  He thinks i t  might be ra ised . 
He does not b e lie v e  r a i s in g  the reserves  had any re a l  b en efit ,  but 
thinks i t  merely t ra n s fe r r e d  bonds from the banks to the Federal 
Reserve banks. He says I t  would probably be impossible to get an 
agreement to drop the peg, and he c i t e s  Senator Taft*s comments in 
the hearings about how important the peg i s  considered by most 
People, I f  the peg d isap p ears , Odlin thinks there may be heavy se ll in g  
by "£n bond-holders. Any advantage in dropping the peg might be more 
than o ffse t  by nE" redemptions. He asks whether i t  would not be 
Possible fo r  the Open Market Committee of the Federal Reserve System 
to put the peg a t  par and charge a penalty , perhaps of one-fourth of 
°ne per cent, on purchases from in s t i tu t io n s ,

E. E. Brown, Rouse, manager of the System^ Open Market 
Account, has in d icated  th at he would not lik e  to be responsible for 
the market I f  the bonds were dropped to par.

Kemper. The matter should not be considered on a par 
0a3is . I t  i s  a matter of y ie ld .
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Spencer says the s itu a t io n  in t e x t i le s  and in shoes is  
spotty and there i s  some unemployment in his d i s t r i c t .  The tentative  
demand for loans i s  o f f .  R aising the reserves merely transferred 
bonds from the banks to the Federal Reserve System, He believes 
that the bonds need some support and that the peg could not be pulled 
entirely* Further r a is in g  of the reserves would not have any important 
effect except p o ss ib ly  to keep out any speculative loans. Spencer 
is inclined to believe  that the rediscount rate w i l l  be stea d ily  raised.

J.T.Brown. In the s ix th  d i s t r i c t  there has been no appre­
ciable increase in the demand fo r  bank c re d it ,  except seasonal c re d it ,  
dfoe prices of cottonseed and cottonseed o i l  are down. There should 
be some method by whi&h to stop the insurance companies or the non- 
bank holders from dumping th e ir  bonds on the market. A fter a l l ,  the 
Federa l  Reserve System i s  a bank organization and is  set up to service  
the banks and not p r ivate  industry . I f  something must be done in order 
to prevent the continuous dumping by non-bank holders, perhaps the peg 
could be kept on e l i g i b l e  bonds and the others be permitted to seek 
their own leve l*  J .  T. Brown does not favor any further increase in 
the reserve requirements. He does not think that the recent increase 
has had the e f f e c t  i t  was f e l t  i t  would have.

Woods. The compaign by banks to watch th e ir  cred its  was 
helpful and r a is in g  reserve  requirements was a lso  h e lp fu l, even though 
it vas only psychologica l*  The banks have placed themselves in b etter 
condition. Woods does not fa v o r  in creasin g  reserves more at the present 
tine. Be thinks re g u la t io n  "W” w i l l  be of assistance in r e s t r ic t in g  
credit. He does not b e lieve  i t  i s  desirab le  to remove the government 
bond peg, but he sees no reason to pay a premium.

Atwood. There i s  a d e f la t io n  in a g r ic u ltu ra l  prices and i t s  
offects are obvious. Bumper crops have helped to decrease farm p r ic e s .  
The prices of o lder houses are a lso  down somewhat. Atwood does not 
believe that higher re s e rv e s ,  or a higher rediscount ra te ,  are desirdie 
now. In connection with the pegging of bond p r ic e s ,  he does not think 
that "E" bonds would be so ld  in largo volume i f  the peg were lowered.
The demand fo r  loans i s  not up, except seaso n ally , and not seasonally  
as much as usua l.

McCoy. The shortage of a l l  kinds of labor in his d i s t r i c t  
is great. New co n stru ction  in  housing i s  heavy. There i s  only a small 
increase in bank lo an s . Banks are having d i f f i c u l t y  in h irin g  employee 
The volume of business o f the shoe industry  i s  down. The ra is in g  of 
bank reserves did not do any good, except that th is  action , together 
vith ra isin g  the red iscou nt ra te , helped increase the rates  on bank 
loans. He b e l ie v e s  the bonds should be kept at par.

Penick says there i s  no slackening of the in f la t io n  in his 
district. “ Heavy cotton and r ic e  crops w i l l  create demands fo r  loans, 
especially in Arkansas. He b e l ie v e s  the question of supporting bond 
prices is  a p o l i t i c a l  question  and w i l l  not n e c e s sa r i ly  be se tt led  

bankers. The peg on bond p r ic e s  might be dropped e ig h t - th ir ty  
seconds to par, but not two p o in ts .  He thinks the Board of Governors 
j&d to act in connection w ith r a i s in g  the re se rv e s .  The Board asked 

more power and i t  got fo u r points on demand deposits and one and 
■^e-half points on time d e p o s its .  Having received additional power, 

Board f e l t  i t  had to a c t ,  and i t  may f e e l  i t  has to act again 
or>e the e le c t io n .
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Fleming b e lieves  with Penick that the bond peg is  somewhat 

f a p o l it ic a l  question now. He thinks the Board undoubtedly f e l t  
it had to ra ise  the re se rv e s ;  the Board asked fo r  ten points and got 
four and consequently had to take some action . The Board may f e e l
• mPelled to act to ra ise  the reserves again in order to meet the 
jLffuinent that they are not using th e ir  powers. He believes this 
administration w i l l  hold the bond peg and w i l l  not go belov par.
Fleming b elieves the support price  around par must be kept. He thinks 
the insurance companies have been responsible fo r  cred it expansion 
vith their sale of s e c u r i t ie s  and th e ir  term loans* There i s  s t i l l  
v^avy building in h is  d i s t r i c t .  Business loans are not up. There 
is a'weakness in cotton t e x t i l e s .  He would lik e  to see the Council 
suggest  ra is in g  the rediscount r a t e .  He favors supporting bond p r ic e s ,  
and he believes i f  the bonds go below par some holders w i l l  s e l l  
because they w i l l  a n t ic ip a te  a fu rth e r  d eclin e .

Kemper. The tenth d i s t r i c t  has the second biggest wheat 
crop and the la r g e s t  corn crop in h is to ry .  Prices may be down, but 
the total income w i l l  be up. He notices the p rices  of automobiles and 
farm equipment are h igher. There i s  very l i t t l e  resistance to the 
sale of older houses. Kemper does not advocate p u llin g  the bond peg 
entirely. He would not be in c lin e d  to drop i t  piecemeal, but he 
would favor a drop of perhaps f iv e  points overnight, which he b e lieves  
would dry up s e l l in g .  He thinks r a is in g  the reserve requirements i s  
futile as long as the bond peg i s  kept. Raising the reserves and the 
rediscount rate  helped the banks to increase th e ir  ra tes  on loans, 
but brought no r e a l  b e n e f it  to the economy.

Fleming thinks that dropping the bond price below par may 
lead to much s e l l in g .

Kemper adds th at  s a le s  of Buick, Pontiac, and Olds 
automobiles are down in  h is  d i s t r i c t ,  but th is  i s  due to a s te e l
shortage,

Fleming asks whether the r e a l  crux of the s itu atio n  is  not 
in the government support of farm p r ic e s .

£ .  E. Brown does not fa v o r  le t t in g  the price of long term 
bonds go below p ar. He thinks that r a is in g  the reserve requirements 
acted as somewhat of a check on the in f la t io n a r y  trend. Brown 
summarizes the view points of the Council as fo llo w s : The m ajority  of 
the Council fa v o rs  m aintaining the peg a t  par, or close to par, on 
the longer-term two and o n e-h a lf  per cent bonds; a strong minority 
favors dropping the peg but recogn izes that a l l  support cannot be 
Amoved; a l l  iremebers of the Council b e lieve  a fu rth er  r is e  in the 
reserve requirements would be undesirable now; a l l  members of the 
Council agree that the recen t ac tio n  r a is in g  reserves was hasty and 
r;°^ than n ecessary ; the increase  in the rediscount rate  was d esirab le , 
c*r<d a fu r t h e r ' in crease  in  the red iscount ra te  may be d es irab le , de­
pending on the course o f e v e n ts ,

McCoy a 3ks how the Board detei’nined the amount by which to 
f i s o  reserves and p o in ts  out th at the one and one-half per cent
increa3e on time deposits was la r g e r  percentage-wise than the increase
jTl demand d e p o s its .Digitized for FRASER 

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



-  7 -
E . E. Brown states that i t  probably was due to the fact 

that the excess reserves have been large ly  in the country banks which 
have substantia l savings deposits. The Board would probably not 
admit i t  p u b lic ly , but the substantial percentage-wise increase in 
reserves on time deposits may have been due to the desire of the 
Board to reach the excess reserves in the country banks. In connection 
with the question of the gold reserve ra t io ,  Brown believes that i t  
would be best to defer a f u l l  discussion until the new Congress 
organize s .

Penick points out that f ive  or s ix  members of the Council 
may g° the Council at the end of the current year.

Atwodd and Odlin state that they understand the Board or 
some other group has recommended that membership on the Council be 
rotated every three or four years.

Burgess says the thing which troubles him is  that the country 
is in one of i t s  g reatest  in f la t io n s .  He asks fchat is  being done to
meet i t ?

Spencer. To answer that question we would have to c r it ic ise  
the governments program.

Odlin. The question of the in flationary trend is  one that 
relates to f i s c a l  p o l ic y  and not e ss e n t ia l ly  to monetary policy.
The p ro b a b il it ie s  are that the government authorities w ill  not act.

E .Ea Brown s ta te s  that i t  is  a question of f i s c a l  policy and 
relates to the support of farm p rices , large expenditures for 
defense, fo re ig n  a id  and veterans assistance, as well as government 
guarantees fo r  housing at excessive  costs. In connection with the gold 
reserve r a t io ,  Brown asks how many favor ra ising  the ratio , not 
necessarily to the percentages indicated in the agenda item on this 
point. The vote shows that f iv e  favor ra is in g  the gold reserves, 
five are opposed and two are not voting,

Odlin thinks the Council might l i s t  increasing the gold 
reserve r a t io  as one of the desirable  steps to take in a complete 
program.

E «E. Brown. Apart from the tense international situation, how 
^ny members of the Council would favor ra is in g  the gold reserve 
ratio? a g reat m a jo rity  of the Council votes in favor of i t .  In 
view of the present in te rn atio n a l s ituation  the timing would have to 

ca re fu lly  watched. The Council i s  divided on the question as to 
whether i t  would be d esirab le  to do i t  new.
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Burgess states that one of tv, 
ld reserve ratio would be the ben^fi^ ?dvantages of raising t.hP 

they tend to act from political motives \ £ ffe 0t on the Board ^ow 
on the Board as the result of raising the * X PSyChol°sical effect w  good. From the standpoint of the pubm? = ? reserve ratio would 
c e n t  gold reserve against Federal Reserve havin6 a ^0 perpsychological effect. The position of then°tes would have a good jje protected. e American dollar should

E . E . Brown. No action coulri -t-ei 
d the international situation may chana» in ?'bef0re ear;Ly 1949 >

Council may state it would he glad^o refie“ t h o ° o ^ ^ iffle; light of conditions at that time. Question in the

THE GOLD POLICY OF THE FEDERAL RESERVE SYSTEM AW) THF
TREASURY, INCLUDING THE PROCEDURE WITH RESECT TO X )EXPORTS AND IMPORTS»_____________  TO GOLD

S. S. Brown aaks Burgess to comment on this item.
Bur go s s states that it is too early to permit American 

citizens to hold gold. If a foreign bank wishes to sell us gold, a 
license is necessary. Our authorities grant these licenses, but it 
should not be necessary to request permission. The Secretary of the 
Treasury now can buy and sell gold at any price he wishes. The buying 
and selling of gold should be automatic. The Gold Reserve Act of 193? 
should be amended.

E. E. Brown. The discretionary powers of the authorities 
over gold should be amended.

Burgess. The Council may state that it desires to defer the 
discussioiTdf^ETs subject to a later date when it can be^ul y o - 
plored. The Council may advise the B o a r d  that it is interest*^ ^
whole gold question and would like °omP^® f , ^  study of the question the Board of Governors which would bejelpful i n ^ s t  d y ^  ^  ^
There have been constant rumors b^ f B

gold price .
. inform the Board that it would

E .  E .  Brown. The Council m y The council may
liko to discuss the"~~que stion at a wcfsions when licenses
also ask the Board whether there ha ^ which desired to transf 
have been denisd to foreign central banks 
gold.

„ b0AM) of govebkors i» nw om a a  fkoim tio i.
POLICIES OF THE BOARD — — -------- -
OF CONSUMER CRED I T .---------------------- - - d t h a t

to g c  r t ^ v K V - T o S S f t . ' 0 “
.^.regulations have been we:them. Those handling 
^Ulngness to comply little effect.
hl*k the regulations will hav i<m|> wlth
tho3 Odlin understands fromjOw _ii probably have

3e c r e d i t s  t h a t  t h e  r e g u l
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E. E. B r o w n , Dealers in furniture and in used cars are 

opposed to the regulations. Manufacturers of new cars do not seem 
to 'believe the regulations will hurt their business.

Spencer asks how deliveries are being made on new cars.
E. E. Brown replies that cars selling over $3,000, except 

p e r h a p s  Cadillac, are being delivered almost immediately.
B u r g e s s . On the whole, the regulations are reasonable.

Council may report to the Board that criticisms are coming from 
d e a l e r s  in furniture and used cars, but in general those effected by 
the regulations believe they are reasonable.

THE BO A R D  OF GOVERNORS WOULD APPRECIATE ANY FURTHER VIEWS
A N D  COMMENTS THE COUNCIL MAY HAVE REGARDING PROPOSED BANK
H O L D I N G  C O MPANY LEGISLATION •

Odlin thinks the Council should reiterate its previous
position.

Kemper a g re e s ,

Odlin. We m a y  state we do not believe there is any change 
in the situation that has led the Council on previous occasions to 
urge action on the legislation.

E, E. B r o w n  points out that the Council adopted a resolution 
on May 20, 19^7, a n d  another resolution on February 17, 19^8, favoring 
the proposed b a n k  h o l d i n g  company legislation. The Council may 
call the a t t e n t i o n  of the Board to these resolutions and may reaffirm 
the position it t o o k  in its resolutions.

The m e e t i n g  ad j o u r n e d  at 5:^5 P. M.
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The Council convened at 10:30 A.M. on 
September 20, 19^8, in Room 375 of the 
Mayflower Hotel, Washington, D.C.
All members of the Council were present.

The Council prepared and approved the attached 
confidential memorandum to "be sent to the Board of 
Governors relative to the agenda for the joint meeting 
of the Council and the Board on September 21, 19^8.
The m e m o r a n d u m  was delivered to the Secretary of the 
Bo a r d  of Governors at 12:40 P.M. on September 20, 19^8. 
It wi ll be noted that each item of the agenda is listed 
w i t h  the comments of the Council on the item.

The meeting adjourned at 12:30 P.M.
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CONFIDENTIAL
MEMORANDUM TO THE BOAiiD OF GOVERNORS 

FROIi THE 
FEDERAL ADVISORY COUNCIL 

RELATIVE TO THE AGENDA FOR THE JOINT MEETING 
ON SEPTEMBER 21, 19^8

1. The House Banking and Currency Committee has tv/ice re­
ported favorably and the House in the recent special 
session approved a proposal to restore the former 
ratio of required gold certificate reserves held by 
Federal Reserve Banks of 40 per cent against Federal 
Reserve notes and 35 per cent against Federal Reserve 
Bank deposits. In view of the possibility that this 
proposal may again be advanced in the Congress, the 
Board would like to know i.'hat the attitude of the 
Advisory Council would be toward it.

2. In the light of developments in the monetary and
credit field since the Council met with the Board in 
April, what is the Council1 s judgment as to the 
effectiveness of policies of restraint so far adopted 
and what would be the Council's recommendations as to 
appropriate further action?

3• The use of Federal reserve powers to raise reserve re­
quirements •

k* The policy of supporting the government security market, 
especially in relation to sales by insurance companies.

Items two to four on the agenda, which are of the greatest im­
portance, are so closely inter-related that the Council believes it best to 
consider them first and together.

Although there are many soft spots in the economy at present, the 
members of the Council feel that there is not as yet convincing evidence 
that the turn has been made, and that it is still the duty of the monetary 
authorities to take active measures to combat the inflationary trend.

On previous occasions the Council has emphasized that the primary 
causes of the inflation are largely outside the sphere of Federal Reserve 
policy, and include large government expenditures, especially for defense, 
foreign aid and veterans1 assistance; the support of farm prices at high 
levels; government guarantees for housing at excessive costs; and repeated 
ware increases which have not been accompanied by comparable increases in 
production.
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S p e c i f i c a l l y  in  r e l a t i o n  to the ques t ions  r a i s e d  by the items 
tv/o to four on the agenda, the  fo l low ing  s ta tem ents  r e p resen t  the views 
0f  the Council a t  the  p r e s e n t  t im e:

A* The Council believes the increases which have taken 
place in the rediscount rate and in the certificate 
rate have been particularly helpful toward reducing the 
demand for credit by making both bankers and borrowers 
aware of the dangers in the present situation. Further 
increases in the rediscount and certificate rates should 
be considered if credit expansion continues*

B* It is too early to appraise the full effect of the re­
cent increase in reserve requirements* The first 
effect has been to cause member banks to sell govern­
ment securities to the Federal Reserve Banks* In view 
of the already large holdings of the Federal Reserve 
Banlcs, this action has raised the question in many 
peoples1 minds of the future level of government bond 
prices and the future ability of the Federal Reserve 
Banks to maintain pegged prices*

Under present circumstances, of existing conservative 
lending policies by banks, the near absence of excess 
reserves, and Federal Reserve and Treasury policies 
of pegged prices for government securities, the 
Council reiterates its position that the increase of 
reserve requirements of banks is not a suitable instru­
ment of credit control.

C* The Council is concerned with respect to the selling 
of government securities by insurance companies and 
other investors, in many cases to relend at higher 
rates. This selling is encouraged by pegged prices at 
a level which may offer the seller a profit as com­
pared with the purchase price.

All the members of the Council feel that owing to the 
size of the debt and its position in our whole economy, 
government bonds must be supported. A majority of the 
Council favors presently maintaining the peg at par, 
but not at a premium, on the long term 2-1/2 per cent 
bonds* A minority of the Council favors even greater 
flexibility.

In relation to item one on the agenda, apart from the 
tense international situation, the Council favors in 
principle raising the required gold reserves from the 
present ratio. However, in view of the present
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international situation, the proper timing of an in­
crease in required gold reserves is of the utmost 
importance and demands the most careful considera­
tion. It is impossible that any legislative action 
will be taken before the organization of Congress in 
early 19h9 9 and the Council will be glad to review 
this question later in the light of the situation 
then.

5. The gold policy of the Federal Reserve System and the 
Treasury, including the procedure with respect to 
gold exports and imports.

The Council desires to defer the discussion of this subject to 
a later date when it can-be fully considered. In general, it believes 
that the movements of gold, including the transfer of gold by foreign 
central banks, should as far as practicable be removed from discretionary 
authority. The Council would be interested in knowing whether there have 
been occasions when licenses have been denied to foreign central banks 
for the transfer of gold. The Council also feels it would be desirable to 
examine our whole gold policy and the present legislation regarding gold, 
and it would welcome any data and information from the Eoard of Governors 
which would be helpful in such a study.

6. Policies of the Board of Governors in enforcing 
regulation of consumer credit.

j'ithout discussing the necessity or desirability of the legis­
lation on consumer credit, the regulations issued by the Board of Governors 
appear to the Council generally reasonable and fair and well received.
Since the terms are similar to those already being followed by banks the 
effect on loans directly by banks to installment borrowers will be slight. 
Principal criticisms of the regulations now appear to come from dealers in 
furniture and used cars.

7* The Board of Governors would appreciate any further 
views and comments the Council may have regarding 
proposed Bank Holding Company legislation.

In connection with proposed bank holding company legislation, 
the Council adopted the following resolution on May 20, 19h7:

RESOLUTION

The Council for the past few years has at almost every 
meeting- discussed the holding company situation, the inade­
quacies of existing legislation, and proposals for additional 
legislation in connection with it.
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(1) The Council believes that holding company legislation 
should be enacted at this time. Experience has shown that the 
present legislation is inadequate and that additional legisla­
tion is urgently necessary.

(2) It approves the general approach to the holding com­
pany problem embodied in Senate Bill 829*

(3) It believes Senate Bill 829 should be amended—

(a) By adding to the declaration of policy and 
the standards for Federal Reserve Board, Comptroller
of the Currency, and Federal Deposit Insurance Corpora­
tion action a more definite statement of objectives and 
standards. (A memorandum is attached which was the 
subject of discussion between the Board of Governors 
and the Federal Advisory Council which indicates the 
type of amendments in this regard which the Council be­
lieves necessary#) /The memorandum follows on the next
page.7

(b) By granting tax exemption to such holding 
companies as are required to divest themselves of non- 
bankin0 assets. Simple justice requires that such tax 
exemption should be granted, and a precedent exists for 
it in the utility holding company legislation.

(c) By requiring a larger percentage than 10 per 
cent of the ownership of stock in two or more banks in 
order to create an automatic holdin^ company relation­
ship.

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

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

- u -

MEMORANDUM

SUBMITTED Iii CONNECTION \>ITH 1H2 FOREGOING RESOLUTION

1* To reach and regulate any banking operation which, function­
ing in an area or with a structure larger than that permitted
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to independent banks, can or does, through the medium of 
concentrated control, jeopardize independent competitive 
banking at local or regional levels or place independent 
banks under the particular circumstances at a competitive 
disadvantage;

2. To confine the size and expanse of any such banking opera­
tion, regardless of its competitive or other aspects, 
within limits consistent rath adequate and sound banking;] 
and

3. To control the magnitude and expanse of any such banking 
operation, regardless of all other considerations, to the 
end that, in the event of adverse general economic condi­
tions, such an operation vd.ll not be subjected to an 
inordinate pressure arising from unwieldiness due solely 
to mere size and expanse which, in turn, may put an 
inordinate pressure on the nation*s banking structure*

On February 17, 19U8, the Council adopted the following resolu­
tion regarding bank holding company legislation:

RESOLUTION

"The Federal Advisory Council has approved by resolu­
tion Bank Holding Company legislation. It believes 
that Senate Bill No. 829 with the amendments suggested 
by the Council in its resolution of Uay 20, 19^7 
should be passed by this session of the Congress and 
that action by the Congress should not be delayed.

The Federal Advisory Council urges the Board of 
Governors of the Federal Iteserve System to use its 
best efforts to secure the passage ox the bill, with 
the amendments suggested by the Council and asks that 
this resolution be transmitted to the members of the 
Senate and House Banking and Currency Committees."

*x- •>;- -x- 7c

The Council reaffirms the position it took on bank holding com­
pany legislation as expressed in the above resolutions, and favors the 
enactment of such legislation at the next session of the Congress.
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The Council convened, in the Board Room 
of the Federal Reserve Building at 2:^0 P.M. 
on September 20, 1948, to hear Dr. Woodlief 
Thomas, Director of the Division of Research 
and Statistics of the Federal Reserve System.

All members of the Council were present. 
****************************** '

E. E. Brown presents Dr. Woodlief Thomas, who speaks 
on the subject, "Is Inflation Approaching an,End?". A 
copy of Dr. Thomas* remarks is attached.

The meeting adjourned at 4:00 P.M.
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gntfFTDENT IA L

IS INFLATION APPROACHING AN END?

After three years of conversion from a wartime economy, the economy 
of this country, as well as that of the world in general, is 
still dominated by the economic consequences of war. The vast 
diversion of resources into the economically wasteful a c t iv it ie s  
of war and the financing of these a c t iv i t ie s  resulted in a 
shortage of goods and a surplus of money which together have 
prevented the attainment of economic balance in the postwar 
world.

We are learning by experience what should be an economic truism; 
namely, in  a p r ice -co n tro lled  economy with f u l l  employment, 
money cannot be created fo r  producing goods and services that 
are not sold on the market without e ither a r ise  in prices 
or the adoption of measures to keep that money inactive*

This principle was not unrecognized in adopting methods of financing 
the war, and perhaps a l l  that was p o l i t i c a l ly  and economically 
possible a t  the time was done to prevent the undesirable conse­
quences o f  war finance both during the war and in the future.

I t  i s  evident from subsequent events that not enough was done.

Not only i s  the vast money supply created in the war being used 
with in cre a s in g  a c t i v i t y

But a lso  in d iv id u a ls ,  b u sin ess, banks, insurance companies, and 
others are f r e e l y  converting into money the Government 
s e c u r i t ie s  they accumulated during the war.

These uses of war accumulated l iq u id  asse ts  have been much smaller 
than they might have been — the in f la t io n  could have been much 
greater. I t  can s t i l l  be much greater.

The major question of economic p o licy  i s  —
Can the n ecessary  adjustments gradually  be made so as to leve l 
out and continue a high le v e l  of income and employment?

In view of the extent to which in f la t io n  has already gone, 
prospects fo r  piecemeal adjustments are not bright.

In any event removal o f e x is t in g  maladjustments cannot be made 
e a s ie r  by continuing to feed in f la t io n a ry  forces.

Are these maladjustments a lread y  so great that the inevitable 
adjustment i s  now imminent?

Or, are the pressures fo r  in f la t io n  s t i l l  so overwhelming that 
more vigorous r e s t r i c t i v e  measures w i l l  be needed to pre­
vent fu rth e r  creatio n  of d is to rt io n s  that would make the 
subsequent readjustment d isastrous?
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What is  the nature of factors  of in s ta b i l i t y  growing out of the 
in fla t io n ?

The test  i s  one that looks to the future, not to the past.
Merely high prices re la t iv e  to prewar or re la t iv e  to other 
goods i s  not a te st  of d isto rtio n  or maladjustment. The 
te s ts  are whether a given fac to r :

a . Contributes to or in i t ia t e s  a downturn in general
a c t i v i t y ,  or

b. Aggravates a decline i f  a decline occurs.

The following fa c to rs  operate toward in s ta b i l i t y  in varying degrees:

1 , High m il i ta ry  expenditures.

a. Any future reduction w i l l  have extensive
economic repercussions.

b. Even I f  m il i ta ry  expenditures remain high, they
w i l l  not n e c e ssa r i ly  be s ta b il iz in g .  Such ex­
penditures are d ictated  by considerations of 
n ation al se c u r ity ,  not by considerations of 
economic balance.

2 , Large export balance, financed to substantia l extent by
Government loans and grants.

L ik e ly  to be temporary, unless a remarkable state of 
balance i s  reached in the world economy,

3, Inventories have been b u i lt  up

No need fo r  fu rth er  large  scale accumulation of 
business Inventories

Consumer stocks are fa r  more adequate than e a r l ie r ,  
p a r t ic u la r ly  of durable goods purchases which 
are d e ferrab le

4, Crops are la rg e  and stocks more ample % Present le v e l  of
important crops i s  probably excessive on basis of 
prospective long-term foreign  and domestic requirements.

In any even t, the le v e l  of prices of farm products 
r e la t i v e  to other prices i s  no doubt untenable

5, Urgent accumulated demands are being increasingly
s a t i s f i e d  f o r :

Consumer nondurable goods generally , and

In other words: Must the inflationary bubble burst?
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Many consumer durable goods, except fo r  automobiles and 
r e f r ig e r a t o r s

Postwar business expansion plans are being completed

Expenditures fo r  expansion o f manufacturing already 
are d e c l in in g .  P ublic  u t i l i t i e s ,  r a i lro a d s ,  and 
some s p e c ia l  l in e s  such as o i l  production are 
continuing la rg e  expenditures.

The ra te  o f  expenditures fo r  producers1 durables i s  
e x c e p t io n a l ly  h igh, and, unless consumer Incomes 
and spending are  maintained or fu rth er increased, 
may be expected to d ec lin e

The r a t io  o f  such expenditures to GNP i s  cu rren tly
8 .3  per cen t, a r a te  s u b s t a n t ia l ly  above previous 
peacetime p erio d s .

j, E xcep tio n a lly  high demand and p rices  o f houses

a. P rices  and c o s ts  are  high r e la t i v e  to income of the
mass o f  b u yers . A lso  high r e l a t i v e  to prices of 
a l t e r n a t iv e  goods.

b. Very sharp r i s e  in  mortgage debt encouraged by:

( 1 )  Low down payments and in te r e s t  ra te s
(2) Government supports and guarantees
(3) High cu rren t incomes and general optimism

about t h e i r  con tin uation
(4) Turnover and re f in a n c in g  o f  old  houses

c. People fo rced  to buy houses because o f unwillingness
o f owners to ren t in  view o f rent controls and 
p r o f i t s  a v a i l a b le  from s e l l i n g  instead  of ren tin g .

8. Private debt i s  in c r e a s in g .  This w i l l  become p a r t ic u la r ly
important a f t e r  the downturn when i t  w i l l  be l iq u id a ted .

9. D istr ib u tio n  o f  income and l iq u id  a s s e t s  slow ly becoming
more concentrated . U ncertain  as to whether these changes 
have yet gone f a r  enough to b r in g  about a d ecline in 
spending.

'rrat are the continuing fo rc e s  o f  in f l a t io n a r y  pressure?

OveF-all demands fo r  goods and s e r v ic e s  are s t i l l  in excess 
of current output.

a. Consumer demands and buying power, notwithstanding 
s a t i s f a c t i o n  o f  some o f  the more urgent, are s t i l l  
very la r g e .

Large current incomes and su b s ta n t ia l  holdings of 
l iq u id  a s s e t s .Digitized for FRASER 
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b. Capital expenditures may be maintained by need to
Increase output, as well as by obsolescence of 
e x is t in g  plant in terms of new demands and 
economical processes.

c. Governmental expenditures are l ik e ly  to increase
and not be balanced by additional tax receipts.
Not only Federal expenditures for defense and 
in tern atio n a l purposes. Situation much less 
r e s t r i c t i v e  than i t  was la s t  year, when the 
Federal Government had a large surplus.

d. S u b stan tia l foreign  needs for American products.

Adequate financing availab le  to maintain exports.

2 . Productive f a c i l i t i e s  are being u tilized  to the limit and 
the p o s s ib i l i t i e s  fo r  further expansion are limited.

Absence of serious speculative excesses that may lead to 
widespread l iq u id a t io n .

Probably accumulating in  housing and commercial building, 
but doubtful whether yet at c r i t ic a l  stage.

4. R e la t iv e ly  unimpaired debt structure.

Consumers may fu rth er  expand short-term consumer debt.

Corporate debt not large  re la t iv e  to equity in comparison 
with past

Weakest phase i s  developing in housing.

5. Abundant c re d it  f a c i l i t i e s  and savings available for
investment

Liquid a s s e t s  in  banks or in low-yield investments 
very  la rg e

Demands fo r  borrowing are in excess of current savings, 
but c re d it  can be re a d ily  obtained from banking 
system

Can s e l l  Government s e c u r it ie s  read ily

Immediate prospects

Underlying fo rc e s  are such as to make r isk  for present one of 
continuing in f la t io n

Im position o f r e s t r a in t s  i s  e ssen tia l

Because of these underlying fo rces , e f fe c t iv e  restraints at 
th is  time are not l i k e l y  to bring on serious depression.
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Some recession in spending and perhaps in employment
may develop before maladjustments are s u f f ic ie n t ly  
corrected.

Could be checked by moderate action.

Continuation of in f la t io n  w i l l  n ecessita te  la te r  imposition 
of r e s t r a in ts  or, in any event, lead to more dangerous 
process o f adjustment — with widespread liq u id ation , 
bankruptcy, and unemployment.

What can be done?

Basic causes are war-created money supply, deferred demands, 
and accumulated shortages

Fundamental remedy i s  e ith er  reduction or immobilization 
of excess ive  buying power. Could be accomplished by:

1 * Taxation, budget surplus, and public 
debt retirement

2 . P rivate  debt retirement

3 . Holding o f savings in forms that do not
add to current expenditures

Increased production would help, i f  accompanied by 
more saving or debt retirem ent, but increased 
production means a lso  more income

I f  accomplished through cred it  expansion, 
i t  means expanded money supply

Credit i s  a s t r a te g ic  element in  the s itu atio n

I f  in f la t io n  continues, ad d it io n a l cred it  w i l l  no doubt 
be demanded by businesses and consumers

I f  ad d it io n a l c re d it  i s  not a v a i la b le ,  i t  i s  l ik e ly  
that in f la t io n  could not continue

D i f f i c u l t  to r e s t r i c t  c re d it  because of ready
a v a i l a b i l i t y  of funds to banks and other f in a n c ia l  
in s t i t u t io n s  through sa le  of Government se c u r it ie s
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Recent and prospective c red it  developments 

Factors a f fe c t in g  bank re se rv e s :

(in b i l l io n s  of d o llars) 
3rd quarter 12 

estimate months

Increased by
Gold inflow .3  1^9
F.R , purchases of Government

secu rit ie s_ ,R estr ic ted  bonds 2 ,5  5.2
Other .7  2 .0

Other fa c to rs  - net --  .7 

Decreased by

Treasury cash tran sactio n s .9 6 ,7

Other - net .2

Increase in  required re se rv e s  2 ,4  3 , 1

Bank deposits have expanded by 2 b i l l io n  in  quarter and by 1 , 5  
b i l l io n  in  past 12  months

Due in part to growth in  bank loans o f 1 - 1 / 4  b i l l io n  in quarter 
and to 6 b i l l i o n  in  year and to F, R. purchases of 
se c u r it ie s  from nonbank in v e s to rs ,  o f f s e t  by Treasury surplus 
used to r e t i r e  bank-held s e c u r i t ie s

Outlook i s  fo r  continued demand fo r  bank loans and other credit 
and fo r  continued s a le s  of s e c u r i t ie s  to Federal Reserve, 
but no Treasury surplus to exert  a drain .

A ll  c re d it  demands — commercial loan s, a g r ic u ltu ra l  loans, 
consumer c r e d i t ,  mortgage loan s, and new Issues of 
corporate and S ta te  and lo c a l  Government se c u r it ie s  — 
may average more than 2 b i l l io n  a month during rest  of 
th is  year .

Sales o f s e c u r i t ie s  by nonbank in vesto rs  have run as high 
as 1  b i l l i o n  a month re c e n t ly .

ati°nale of measures adopted to r e s t r i c t  c re d it  expansion

Voluntary measures by f in a n c ia l  in s t i tu t io n s

Method of ra t io n in g  or s e le c t io n  of c red it  r is k s  --  
e s s e n t ia l  fun ction  o f len d ers .

Some, but l im ite d ,  e f f e c t  in  reducing o v e r -a l l  expansion, 
which I s  the important r e s u lt  from general standpoint,

p
• Consumer c r e d it  c o n tr o ls ,  margin requirements, and 

l im ita t io n s  on mortgage lending.
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Directly restrict certain types of lending, subject to 

vide fluctuations*

Increase in short-term interest rates

Designed to encourage investors to hold these securities  
rather than s e l l  to Federal Reserve or to purchase 
them from Federal Reserve with any available  funds.

E f fe c t  i s  shown by sharp decline in Federal Reserve
holdings and increase in  bank and other holdings 
of short-term Government secu rit ies  in past year

B i l l s  - Total -3 ,2
F. R. -7 ,4
Other +3.2

May a lso  have some r e s t r i c t i v e  e f fe c t  on borrowers

4# Increase in  reserve  requirements

Two purposes

a .  Absorb reserve s  created by gold inflow and
purchases of se c u r it ie s  from nonbank investors

b# Make i t  necessary  fo r  banks to reduce holdings of 
Government s e c u r i t ie s ,  thereby reducing l iq u id ity  
and discouraging loan expansion

Key to current c re d it  s i tu a t io n  i s  in sa les  of Government secu rit ies  
to Federal R eserve, e s p e c ia l ly  nonbank sa les  of re s tr ic ted  bonds.

Provides a d d it io n a l reserve s  to banks, as well as new funds to 
borrowers

Might not be too se r io u s ,  i f  banks would use a l l  of new funds to 
buy short-term  s e c u r i t ie s  from Federal Reserve

Hardly to be expected in  face of ac tive  loan demand

Reduction in F ed era l Reserve support prices on bonds has 
been suggested

Of questionable e f fe c t iv e n e s s ,  as long as other borrowers 
are w i l l i n g  to pay more

More ser io u s question , however, re la te s  to possible 
rep ercussion s o f such action
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On September 2 1 ,  1948, at 10:40 A.M., the 
Federal Advisory Council held a jo int 
meeting with the Board of Governors of the 
Federal Reserve System in the Board Room 
of the Federal Reserve Build ing.

A l l  members of the Council were present.

The fo llow in g members of the Board of 
Governors were present: Chairman McCabe;
Governors E c c le s ,  Szymczak, Draper, Evans 
and Vardaman; a lso  Mr. R ie f le r ,  A ssistan t 
to the Chairman and Mr. Carpenter, Secretary 
of the Board o f Governors.

THE HOUSE BANKING AND CURRENCY COMMITTEE HAS TWICE REPORTED 
FAVORABLY AND THE HOUSE IN THE RECENT SPECIAL SESSION APPROVED 
A PROPOSAL TO RESTORE THE FORMER RATIO OF REQUIRED GOLD CERTI­
FICATE RESERVES HELD BY FEDERAL RESERVE BANKS OF 4 0 PER CENT 
AGAINST FEDERAL RESERVE NOTES AND 35 PER CENT AGAINST FEDERAL 
RESERVE BANK DEPOSITS. IN VIEW OF THE POSSIBILITY THAT THIS 
PROPOSAL MAY AGAIN BE ADVANCED IN THE CONGRESS, THE BOARD 
WOULD LIKE TO KNOW WHAT THE ATTITUDE OF THE ADVISORY COUNCIL 
WOULD BE TOWARD IT . ......................... ........

* * * * * *

IN THE LIGHT OF DEVELOPMENTS IN THE MONETARY AND CREDIT FIELD 
SINCE THE COUNCIL MET WITH THE BOARD IN APRIL, WHAT IS THE 
COUNCIL'S JUDGMENT AS TO THE EFFECTIVENESS OF POLICIES OF RE­
STRAINT SO FAR ADOPTED AND WHAT WOULD BE THE COUNCIL'S RECOM­
MENDATIONS AS TO APPROPRIATE FURTHER A C T I O N ? _______

* * * * * *
THE USB OF FEDERAL RESERVE POWERS TO RAISE RESERVE REQUIREMENTS.

* * * * * *
THE POLICY OF SUPPORTING THE GOVERNMENT SECURITY MARKET,
ESPECIALLY IN RELATION TO SALES BY INSURANCE COMPANIES.

* * * * * *

E. E. Brown reads the f i r s t  four items on the agenda, as given 
above, and the ansv#rs which the Council had prepared and submitted 
in its co n fid en tia l memorandum to the Board dated September 2 1 ,  1948. 
This confidential memorandum w i l l  be found e a r l i e r  in these minutes, 
r̂ovn adds that i t  i s  d i f f i c u l t  to appraise the e f fe c t  of the recent 

increase in re s e rv e s ,  as the in crease  has not yet become e f fe c t iv e  in 
the member banks. Many banks w i l l  draw down th e ir  correspondent 

Da,nk balances, and the e f f e c t  may be more widespread than the increase 
ift the reserves would in d ic a te .  With the banks holding large blocks 
J? government s e c u r i t i e s ,  the dilemma of the s itu a t io n  is  that any 
attempt to increase  re s e rv e s  r e s u l t s  in  the sa le  by banks of bonds at 
jigged prices. Consequently, banks w i l l  continue to make loans they 
think are sound and in  the best in t e r e s t s  of th e ir  communities. A ll 
Probers of the Council f e e l  that the bond market must be supported.Digitized for FRASER 
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A considerable m ajority fe e ls  that the price on the long-term bonds 
should be kept at par, not above par, A minority feels that a drop 
of a point or more would discourage se llin g  by the insurance companies. 
A majority b elieves that i f  par i s  broken i t  may cause large bond 
sales and may, through ignorance, even lead to large redemptions of 
E ’s. In connection with the question of ra ising  the gold reserve 
ratio, the Council be lieves  that in more normal times i t  would be a 
desirable development. However, i f  the matter were to be voted on 
today under present conditions, the majority of the Council would 
oppose i t .  The Council w i l l  be glad to review this question after the 
organization of the new Congress early  in 19^9* and in the light of 
the international s itu atio n  at that time,

McCabe. The Board i s  gratefu l for the Council*s consideration 
of these su b jects . McCabe then reads the following statement
relative to the items on the agenda:

2-4. ABC Concerning the economic situation, the Board's general 
view coincides with that of the Council, namely, that despite soft 
spots in the economy at the present time, the outlook is  on balance 
in flationary and that " i t  i s  the duty of the monetary authorities to 
take active measures to combat the in flation ary  trend." (E. E. Brown 
at this point asks McCabe#s permission to state that the Council did 
not make the s p e c i f ic  comments which McCabe has given. Brown reads 
the following paragraph from the Council*s confidential memorandum: 

"Although there are many so ft  spots in the dconomy at present, the 
members of the Council f e e l  that there is  not as yet convincing 
evidence that the turn has been made, and that i t  is  s t i l l  the duty 
of the monetary a u th o r it ie s  to take active measures to combat the in­
flationary trend ." Draper says that he believes this is  a very fine 
d istin ction .) The Board continues to recognize that there are special 
factors outside the f i e l d  of banking and credit that have promoted in­
flation. In addition  to those l i s t e d  by the Council, the Board would 
include high corporate p ro f it s  and i t  would like  to emphasize greatly 
the position created by the disappearance of the Federal surplus.
This surplus during the past two years has been the most powerful 
an ti- in fla t io n ary  fa c to r  in the p icture, but i t  has been offset by 
other fa c to r s ,  notably  by the expansion of bank loans. In the absence 
of a budget su rp lu s, an expansion of bank credit in the coming year 
similar to that o f the past year would have much greater inflationary 
effects.

The Board has considered the suggestion of the Council that the 
Peg on the long-term 2 - 1/ 2  per cent bonds be maintained at par with­
out a premium. The Board i s  in  agreement with the majority of the 
Council that the long-term y ie ld  on Treasury bonds should be main­
tained for the fo reseeab le  future at a 2 - 1/2 per cent yield level, 
hut believes that under present circumstances removal of the small 
Premium would very probably have undesirable consequences. It may be 
that the establishm ent of support le v e ls  at exactly par last year 
would have been w ise r ,  but removal of th is small difference at the 
Present time might undermine confidence in the whole support pattern.

The Board notes that a minority of the Council is  in favor of a 
m°re f le x ib le  p o licy  with respect to the support program, and agrees 
that greater f l e x i b i l i t y  in the short-term market is  a desirableDigitized for FRASER 
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o b j e c t i v e .  Increases in c e r t i f ic a t e  rates and discount rates to date 
are beginning moves toward th is  objective which the System initiated.

The Board has long recognized that the maintenance of support 
for the bond market has g reatly  limited the effectiveness of credit- 
c o n t r o l  methods. I t  f e e l s  that recent increases in short-term rates 
>isve been h elp fu l,  p a r t ic u la r ly  in inducing the banks and others to 
v,uy short-term s e c u r it ie s  to absorb excess reserves. In the presence 
0f* strong demands fo r  c r e d it ,  however, higher short-term rates cannot 
be relied upon as adequate in r e s t r ic t in g  credit expansion.

The Board recognizes that Increased reserve requirements with a 
complete peg in the Government se cu rit ie s  market have less restrain­
ing e f f e c t  than would otherwise be expected. I t  wishes to call to 

Council's a tten tio n  that one of the principal purposes of request­
ing Congress to give ad d it io n a l power to the Board to increase member 
bank reserve requirements was the need for absorbing additional re­
serves being created by the inflow of gold, by purchases of securities 
from nonbank ho lders, and by a possible return flow of currency. The 
current use of th is  au th o r ity  w i l l  have the e ffect  of increasing 
member bank reserve  requirements by about 2 b i l l io n  dollars. Since 
the System has purchased more than th is amount of securities from 
nonbank holders during the past two months and w il l  probably purchase 
substantial ad d it io n a l amounts in  the immediate future, the higher 
requirements should not r e s u lt  in any net reduction in the earning 
assets of commercial banks. Although some banks w il l  need to se ll 
some Government s e c u r i t ie s  in  order to meet the change, the effect of 
the increase w i l l  be to prevent additional reserves which have become 
available from in cre a s in g  the a b i l i t y  of banks to expand credit but 
not to reduce the lending capacity  of the banks below previous levels.

l.D The Board has noted the Councilfs position on raising the 
required gold re se rv e s  from the present ra t io .  I ts  own thinking on 
this matter has been f u l l y  expressed In memoranda or testimony to the 
Banking and Currency Committees of the Congress.

5. There have been d iscu ssion s between representatives of the 
System and of the Treasury regarding the United States gold policy, 
with p articu lar re fe ren ce  to the p o s s ib i l i t y  of relaxing or removing 
controls on the t r a n s fe r  o f gold by or for foreign central banks.
After extended d is c u ss io n s ,  however, i t  did not appear feasible for 
the Treasury to r e l in q u is h  e n t i r e ly  I t s  control over gold transactions, 
especially in view of the current unsettled international situation.
-he Board plans to review  th is  problem from time to time and to hold 
further d iscussions w ith  the Treasury when conditions warrant. To 
the extent p o ss ib le ,  in  the l ig h t  of i t s  confidential character, the 
koarcl w ill  be glad to supply the Council with further information on 
'-he subject as a b a s is  fo r  fu ture  study and discussion.

* * * * * *

fjn the question o f  consumer c re d it  regu lation , McCabe states i t  uas 
*peed that the Board 1 s comments should be substantia lly  as follows: 
,irie Board ap p rec ia tes  the views of the Council on this matter and 
^ 3hea to assure the members o f the Council that i f  at any time they 
;iave suggestions as to the p o l ic ie s  that might be followed in con­
ation with the re g u la t io n  o f consumer instalment credit or questionsDigitized for FRASER 
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with r e s p e c t  to the p o l i c i e s  adopted by the Board in this f i e l d ,  the 
Board w i l l  be v e ry  g lad  to have the Council submit them# McCabe con­
tinues by s t a t in g  th a t  in  connection with bank holding company le g is ­
lation a s e r ie s  o f  co n feren ces have been held with representatives of 
bank holding companies and o f the American Bankers Association, The 
Board expects to hold more conferences with representatives of the A sso c ia t io n  o f R eserve  C ity  Bankers and of the bank supervisors. The 
discussions w ith  the bank h o ld in g  company representatives brought 
forth some s u g g e s t io n s .  McCabe fu rth e r  reports that he discussed the 
Board's r e p ly  on the pegging o f bond prices with Allan Sproul, and 
Sproul agrees e n t i r e l y  w ith  the B o ard 's  statement. The Board does 
not b e lieve  th at  the support program should be changed at present.
The members o f  the Board b e l ie v e  that even a small change in price 
would be u n d es ira b le  now.

Williams ask s  whether the members of the Board have discussed
with the insurance company heads the question of se l l in g  bonds,

McCabe r e p o r ts  th a t  they have discussed the matter with in­
dividual heads o f  in suran ce companies as they may have met them in­
formally, but they have not d iscu ssed  the matter with the insurance 
company heads as a group. He rep o rts  that there is  a difference of 
opinion among insurance company executives on the subject of support­
ing government bonds, and th at few, i f  any, of the insurance people 
like Park in son 's  v iew s.

Odlin s t a t e s  th a t  E c c le s  w i l l  not agree with his (Odlin1 s) views, 
but that he does not l i k e  the comments regarding "high corporate 
profits" mentioned in  the f i r s t  paragraph of the Board's statement 
read by McCabe. Odlin b e l ie v e s  that these p ro fits  are transitory, 
and he thinks i t  i s  unwise fo r  a government agency to imply that they 
are one of the bad fa c t o r s  in  the present s itu ation .

McCabe. The Council in  i t s  memorandum did not l i s t  corporate 
profits as one o f  the causes o f in f la t io n ,  and the Board fe lt  they 
should be in c lud ed .

E c c le s . A p u b lic  agency l ik e  the Board could not ignore corpor­
ate p ro f it s .  Corporate p r o f i t s  have been used by labor as a reason 
for demanding in creased  wages, and as an argument for maintaining 
that increased wages could be paid .

Fleming. Has the Board made any study of whether depreciation 
reserves are adequate, and whether p ro f it s  are as large as they arc
said to be?

McCabe. That i s  the number one question at_every comptrollers' 
convention. Most b u sin ess  men would agree with Fleming that the de­
preciation re s e rv e s  are not adequate.

E cc les . The excess  p r o f i t s  tax and wage controls should not 
have been rep ea led .

Spencer. Under the excess  p ro f it s  tax , expenses were often per­
mitted to in crease  without c a r e fu l ly  screening them.
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e: E . Brown states that politically the excess profits tax and 
^ntrols cannot be reinstated.

Odlin does not l ik e  the im plication that corporate profits are 
£>xcess^ h i g h .

Burgess, In l i s t i n g  the causes of in f la t io n , and dealing with 
the comments of E cc les  on p r o f i t s ,  two other factors might be given:
/i) b u s i n e s s  p ric in g  p o l ic ie s ;  and ( 2 )  large programs of capital ex- 
Lesion. Bank terra loans are not now increasing. In connection with 
t̂her loans by banks, i t  Is d i f f i c u l t  to see where these loans could 

screened  fu rth e r .  The vulnerable place is  in the capital goods 
expenditures. Insurance company money is  going into new capital ven­
tures. The insurance companies are using new funds from policy 
Aiders, but they are a ls o  s e l l in g  government bonds to obtain funds 
for capital ventures. New c re d it  i s  thus created for the borrowing 
companies and the money then fin d s i t s  way into the banking system.

McCabe asks whether the insurance companies would police them­
selves on loans as the banks have done.

Burgess s ta te s  that i f  the insurance companies are offered a 
premium, they s e l l  more f r e e l y .  I f  they have to take a loss in se l l­
ing securities, they w i l l  be more re luctan t to s e l l .  He believes the 
sale of government s e c u r i t i e s  by insurance companies, and the lending 
of the funds fo r  new c a p i t a l  ven tures, would be materially lessened 
if the insurance companies had to take a loss in se llin g  governments. 
3urgess thinks the market expects that sooner or later the support 
price w ill be broken. He agrees  with the Increases in the rediscount 
and certificate  r a t e s ,  but not with the increase in reserves. In con­
nection with the re se rv e  requirements we may be milking a dry cow,

Eccles. Burgess has pointed out that the insurance companies 
3ell governments and use the funds in  new cap ita l ventures, but i t  is 
necessary also  to point out that when the money goes into the banks it 
is subject to m ultip le  expansion . The reserve requirements are in­

creased to take up t h is  money.
Burgess. The bank c r e d it  expansion we have had is  the expansion 

necessary to take care o f  an economy th is  s iz e .  "When banks get excess 
funds, they buy governments.

McCabe wishes to ex p lo re  fu rth e r  the matter of pegging bond 
prices. He s ta te s  that the sm aller  banks tremble at any change dovn- 

in the support l e v e l .  He a sk s ,  "What i s  the support level 
-e-lred by those th at w ish to drop i t ? "  Those that want to stop the 
^8 insurance companies from s e l l i n g  governments seem to favor going 
;° a support l e v e l  o f  95. He says that an investment counselor of 

concern recommended s e l l i n g  out long**term government bonds, even 
'a loss of 1  1/2  p o in ts ,  and buying short-term governments and 

01l,aon stock.

Vitr — asks  whether the Board has t r ie d  to talk  over the matter
4 " the insurance company heads.

<irirt r e p l ie s  th a t  the insurance company heads are an indepen*
^°t, and he wonders whether i t  would be desirable.Digitized for FRASER 
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Fleming. They are a cross section of Anerica and they certainly 
would not want a boom and bust situation . He believes they mi, ht 
r e c o g n iz e  the r e a l  stake they have in our economy. Fleming asks vhat 
effect the dropping of the peg would have with the present foreign 
situation.

E . E . Brown points out that the support price of some of the 
shorter issues i s  a point or so above par.

S c c le s . We have a one year 1  1/4 per cent rate and a 2 1/2 per 
cen t  long-term r a t e ,  and so we have two pegs. I t  would not serve the 
purpose of in f la t io n a ry  control to say that we are going to buy only 
X 1 / V s  and 2 1/2  ' s and le t  the re st  go. I t  is  not certain bonds 
that we are supporting, but a pattern of rates from 2 1/2 per cent on 
the long-term bonds to 1  1/4  per cent on the short-term securities.
We believe there should be more f l e x i b i l i t y  on the short-term securi­
ties, and u n t i l  that happens you cannot get away from premiums on the 
intermediates.

Burgess s ta te s  that you cannot stop the in flation  without hurting 
someone. The monetary au th o r it ie s  have th is matter in their lap, and 
this is  the place where something can be done. History may say in 
this in f la t io n a ry  s i tu a t io n  that the Treasury and the Federal Reserve 
authorities adopted measures that were too late vith  too l i t t l e .

McCabe. You a lso  have to consider what the market might have 
been without support.

Szymczak. Would you l e t  the market seek i t s  own level?

Burgess. No.

McCabe. E x a c t ly  what does a f le x ib le  market mean?

Szymczak assumes i t  means dropping a l i t t l e  and supporting, and 
dropping a l i t t l e  and supporting.

E. E. Brown. The m ajo rity  of the Council feels that the longer- 
term bonds cannot be allowed to go below par, and the market must be 
supported. He does not b e lieve  that i f  you have to cut off the dog’ s 
tail you should do i t  a h a l f  inch at a time.

THE GOLD POLICY OF THE FEDERAL RESERVE SYSTEM AND THE TREASURY,
INCLUDING THE PROCEDURE WITH RESPECT TO GOLD EXPORTS AND IMPORTS.

S. E. Brown s t a te s  in  connection with th is agenda item that the 
-ouncil wishes to d e fer  the d iscussion  of the subject to a later date 
vhen i t  can be f u l l y  considered. In general, i t  believes that the 
movements of gold , in c lu d in g  the tran sfer  of gold by foreign central 
banks, should as f a r  as p racticab le  be removed from discretionary 
authority. The Council would be interested  in knowing whether there 
have been occasions when l ic e n se s  have been denied to foreign central 
hanks for the t r a n s fe r  of gold. The Council also fee ls  i t  would be 
desirable to examine our whole gold policy and the present legislation 
regarding gold, and i t  would welcome any data and information from the 
°̂&rd of Governors which would be helpful in such a study.Digitized for FRASER 
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Szymczak reports that there have been no cases where foreign 
governments have been refused licen ses , but persuasion was used In 
three cases: China, Argentina, and Jugoslavia. The right to refuse 
a license probably had something to do with the a b ility  to persuade.

POLICIES OF THE BOARD OF GOVERNORS IN ENFORCING REGULATION
OF CONSUMER CREDIT.______ _________________________________

E. E. Brown says that without discussing the necessity or de­
sirability of the le g is la t io n  on consumer credit, the regulations 
issued by the Board of Governors appear to the Council generally 
reasonable and f a i r  and w ell received. Since the terms are similar 
to those a lready being followed by banks, the e ffect on loans 
directly b y  banks to installm ent borrowers w ill  be slight. Principal 
criticisms of the regu latio n s now appear to come from dealers in 
furniture and used c a rs .

McCabe reports that Evans has done a creditable job on the 
regulations.

Evans says that suggestions w i l l  be welcome in connection with 
the regulations.

J .  T. Brown asks what w i l l  be done on the policing.

Evans. We expect to see that people are kept in line. The only 
trouble an tic ip ated  i s  in  the fringe  areas.

E. S . Brown asks whether an amendment Is to be asked which would 
have the e f fe c t  of making unenforceable any contract which does not 
conform to the p rov ision s of the regulation on down-payments or 
maturities. The v io la t io n s  are generally unintentional. To make a 
contract unenforceable might work much in ju stice .

Evans. The Board f e e l s  in  th is  matter about as the Council does, 
but this i s  a shotgun behind the door.

Vardaman. The amendment was expected to require intent to 
violate.

J .  T. Brown b e l ie v e s  i t  would be better to leave enforcement to 
the Board. Otherwisef the debtors might c lu tter up the courts claim­
ing the contracts are unenforceable.

Var daman does not agree that inclusion of the i l le g a l  clause 
vould bring any more law s u i t s .

Evans. The Board w i l l  have representatives of each of the 
Psderal Reserve banks here to in stru ct  them in connection with viola­
tions. Few v io la t io n s  are expected, except from the fringe areas.
-̂•t i 3 hoped to stop any v io la t io n s  e a r ly ,  so that possible future 
violations w i l l  be discouraged. The attitude of the people is  
friendly.
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Vardaman asks whether the friend ly  attitude may disappear i f  the 
terms are tightened*

E. E, Brown asks whether the Board fee ls  i t  has authority to
a contract unenforceable*

E ccles. Evans and Szymczak a l l  state the Board has the authority.

E* E. Brown understands from the comments of members of the 
Board that the amendment about making contracts unenforceable w ill 
only be used i f  ab so lu te ly  necessary*

McCoy* I f  you have an amendment making a contract unenforceable, 
how many banks w i l l  re fu se  to buy paper from dealers. McCoy states 
his bank would not purchase th is  paper.

Eccles * Burgess has said  that history may show that the Board 
was "too la te  with too l i t t l e * 1' Eccles says that the Board has been 
conscious of th is  whole s itu atio n  since 19^0* The Board argued in 
1942 that only short-term  issues should be sold and a l l  issues should 
be made e l ig ib le  to banks* Eccles states that the Board could have 
gotten away from the pattern which we have now. In financing the war 
we could have gone back to the trad it io n a l method of credit control 
by using the in te r e s t  ra te  fo r  control* The other alternative was a 
special reserve to t ie  the government securities to the deposits they 
had created. I f  you s t a r t  to curb in fla t io n  on the traditional road, 
you have to l e t  the in te r e s t  rate  go fa r  enough to do i t .  I f  i t  had 
not been necessary  to manage a large debt, we could have used the 
interest rate* Consequently, we suggested the special reserve. The 
Board has not been "too la te  with too l i t t l e . "

Odlin wishes the record to indicate that the Council does not 
approve the permanent lodgement of the powers of Regulation W with 
the Board*

Burgess. In the l a s t  session of Congress the American Bankers 
Association did not oppose the consumer credit leg is lation .

THE BOARD OF GOVERNORS WOULD APPRECIATE ANY FURTHER VIEWS
AM COMMENTS THE COUNCIL MAY HAVE REGARDING PROPOSED BANK
HOLDING COMPANY LEGISLATION*__________ _____________________

E* E* Brown s ta te s  that he assumes in connection with bank holding company l e g i s la t i o n  that the same tax exemption amendment previously discussed  w i l l  be included*

McCabe and other members of the Board reply affirmsticoly*

S. E. Brown asks whether the Board w il l  press for the legislatior
^  the next s e s s io n ,

McCabe answers "yes".
Sccles s ta te s  i t  i s  b e tte r  to have preventive legislation  rather h&n to permit s i tu a t io n s  such as that on the West Coast to develop.

Ip . ? i ercinfl b e l ie v e s  the Board should urge the passage of the 
e£islation In the new Congress.Digitized for FRASER 
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-  2 7  -
McCabe reports that representatives of the FDIC and the 

Comptroller1 s office sat with the Board vhen the American Bankers 
Association representatives were in Washington, and he reports that 
the FDIC and the Comptroller's office will meet with them again on 
the proposed legislation.

Fleming asks what position the American Bankers Association 
members toolc.

McCabe replies that the ABA representatives left the impression 
that they would have a strong resolution drawn up endorsing the
le gi slat ion,

Szymczak wonders whether the Independent Bankers are smart in 
introducing the matter at the ABA convention.

Odlin doubts the advisability of the Independent Bankers intro­
ducing the matter at the ABA convention.

McCabe states a g a i n  that the Board is grateful for the Council’s 
suggestions, e s p e c i a l l y  on consumer cred it ,

E. E. B r o w n  comments that some bankers think loans will fall off 
so much in the mont h s  ah e a d  that the banks will again be buying bonds.

The m e e t i n g  a d j o u r n e d  at 12:55
* * * - * ■ * *

The next m e e t i n g  of the Council will be held on November 1^-16,
19 8̂ .
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