MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

September 19,1948
ttr meet f the Federal Advis nc I| for

s AR i S
Present:

Charles E.S encer Jr. District No. 1

Randolph Burgess District No. 2

DaV|dE illiams District No. 3

John H. MCC?X District No. 4

Robert V. Fleming District No. 5

J. T. Brown District No. 6

Edward E. Brown District No. 7

James H. Penick District No. 8

Henry E. Atwood District No. 9

James M. Kemper District No. 10

J E. Woods District No. 11

Reno Odlin Dlstrlct No. 12

Herbert V. Prochnow retary

A om Iet Ilgguor}‘ hre emgor‘ ent?aqer(}l%?n 8‘}” eme§tgneg%a ?gmusm
EeéJ desory ounc|lI WhIC ows on pages% Lﬁ‘E Oan these mmutes
The meeting adjourned at 5:45 P.M.

HERBERT V. PROCHNOW

Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

September 20, 1948

At 10 OANL the Federal Advisory Council reconvened in Room 375 of the May-
flower Hotel, Washington, D

ébent Mr Edwalgdg rown,_President: r:éessrs harl ncer Jr Ran-
ert

esr?ml? engyé ?vr\}]oséd] | amesM o%pRoe Woo rLgéno 5d||nrogvnnd
rochno cretary

heC uncil revewd|ts conclusion ofte evious da ardm th? |temson the
% B % éovernor onfld Memoran um

aPo sent tOt azr a% OIa3| en ms Wi onclusion
reac % 28@1%6& emora rgwme&vere gto tﬁe gecretary 0 th oart? ?
Governor at ptem er 20

The meeting adjourned at 12:30 P.M.
HERBERT V. PROCHNOW
Secretary.
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS FROM THE FEDERAL
ADVISORY COUNCIL RELATIVE TO THE AGENDA FOR THE JOINT
MEETING ON SEPTEMBER 21, 1948

N
1 The House]BanklnIgSaré(c:ta térrenc Commit éjtee has tW| e@rergﬁtrted E\v rably an thT

cettat reseves el Paderal e DEP G s

House
e'frgf%eetve R e tae N
d'%( kxow wha fa A{)ofwsory oun<:| Wou go owar It
2. hlelggoafddleve/kdt? ents i Eth m etare/lanﬁl éé?{hdét” é%!sd ts(gn eettge ec?tt’éc"?met
|C|es of res r} atado wha wouI ouncil’s recommendations
to appropn urther actl
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 nPsura ce corﬁ)t%amesg ’ y PeCiety

&[Zr'%pttt?etoret)“r T s Bt v tor e e

Alt an soft ots in the econom esent. the members of
theh8 3ncI{]F trﬂtxﬁ no Fasyet co vincin |c?en€ atthe(tur hasBeen
made, anc! £ 1S s Jhed ﬁe mon tary aut orltles to take active
meastires to combat the Inflationa tren

?I Levious occaﬁlons thg %unu has ga5| ﬂthat the prima a fthe
Inflation are ou tside t ervepo \}/an |ncu arge
overnment e np% Ifures, es eo"g {orriegE ense, foreign aid‘and vé ssistan

e support rIces evels 0\}ern Nt quarantees for housing. a
xcessR}e co({s an(]Fr)e eateo Increa swh|ch have not been accompaﬁwg

ycompara e'increases In produ %on
Cl |c n reIatlont the guestions raised by the jtems two.to four on th
a&en a, oIIowmg sta ements represent ttste we\//v tnen&souncn att epresen?

A Tne Co nul believes t e|n 5es h|ch have Ilaoe in the redi count
e (a ecertn erae ave articu ar elptul toward re Hﬂg

ema (g or cred| makln o ankers an row IS aware 0
an%em hp %en situat do ther. InCreases In ere Iscount and cer-
[ficate rates should be consi ered| cre it expansion continues.

B. Itis too ar%y to a§o ﬂ he full effect of the recent |r‘orease [N reserve re-

s R BTG O
QB plees%nt %]r% Bureils %n actlon as dﬁ En X g\fm[arl%é
ity o

Et o(f overnmen ond ric
edera eserve Banks 10 maintain pegge pnces

s
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nder re entcrrcomstances ofexrstrng&ogser |veIend|n licies by b nks
the near senceo excess reserves, and Federa eserv reasur |cres
£ rc)rrces Tr r%overnment securities, the Councr rerteraBs [tS’ position
nt & Increase of reserve requirements of banks Is notasurta e Instr ument

Cl’eﬂ(‘? it control.

C. The Council i concerned with respect to the seIIrni{of ?overn ené secHrrhes

INSUANce companies and oth rrnvestora In mani cages [0 relend at gher
tes Ais-sel Tn s encourag prices . a leve ich may

the seller a profit’ as compare pur hase price.

All the members of the Council feel that owrlng t(o the sr e of the deb /_Qd It-
osition, 1n our whale economy, governmen ns ust esu ore a-
orr ty of the Coupcil favors.presently main darnAnr% e e Hﬁ) o at a

ium, On}exrgq% term 2]/2per cent bonds |nor oteCounc favors

ven greater
D. In relatjon to item one on the agenda, apart from the tense international situ-
tion. the h I ﬁrcq?er{a)rr m fhe s int p

lon, ouncil tavors In pr S e require reseryes from
%h zgresen ratro OWeVer, p|n VIEW 0 h ?8”9 mterrqatlo fsrtuatron

L
359 gq h éouncn wil B lTE]to review ﬁn% questron?aterl eh ?1 o¥

e Situation then.
dhpolrcré of the F deraI Rese stem and the Treasury, including the proce-
ure Ith' respect to goI Exports an %ors

The Co crl desrrjrees t$ fer trneereﬂrslct $s10 nvgsfthast SHbrrCotv%O aer!asteorféafg \;vér?een é;

can e ully consi
gnovedI ’ﬁV Iscr |ona|>% teh%nlcen[.rh %Un%hlswgug be nrerasse Ignowrng
her th re ave hee cfa olrcr]sv@/n cense een enre {0 r(‘jprer ncen
E&aa %'%ksur‘”w oelerangero(irc(? o Founch 0, fag.‘én“ WL JESlral
wouTé O‘wolmful ryiuctga stu drn?ormatf% romﬁa oarJ 8? v%r% rs w'h h

wou

6. Policies of the Board of Governors in enforcing regulation of consumer credit.
Withou drscus |n the necgs% esrrgbr t of the Iegrslatron on o sumer
credit ns IS %vq% oar ﬁdﬁo ernortsn ppear 1o the. ou i

S

ener {+ e ds%e I'CQIV Ince eerm e S|mi
Sl Prpelay i

|nst allmen OI"I" IS erv rrncr al Cr crsms of the'r ¥1t|ons now
appear to come trom dealers in rnrture an USea cars.

1. The Board of Goyernors wou ddggﬁ&eﬂa urthervr WS gcomments the Council
may have regarding propose |ng ompany egrsa

araocrotréaectronowéwl ntérer A%o Bﬁg%dolr)]awaho}grn&gompany legislation, the Council
29
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RESOLUTION

The Counill for the. 1e.ast few years has. at alnfost \ery mee |n discu serd thegqlm
feg|stﬁngnsfrt1ugohonnectlon Inedequacies of existing fegi atioh, an poposa or adciond

fﬂ?ne I‘Se GhiTel pEey eWh l”ﬁreserﬁal%s e SaSH A A L g
onal eg Tation is Urgently necessar

I@ Ser|1£1 t%pgr \éeigthe general approach to the holding company problem embodied

(3) It believes Senate Bill 829 should be amended—
amB%add'” th ?"'%f&%'r%ﬂé’f p"'ﬂ&é‘e"réﬁ‘ Sﬁ&&grdffﬂ?r R %?%j%ﬁ
ac |on% % n|e gec IVES n %r ? randum
zat zhc aﬁ Pf (}%‘ 8 0 rdo OVernors
er wsoeéy J1n%| IC |cates g/peo ame ?r“s n
|s gar whic ouncil Delieves necessary.) [The memoranaum follows
Blest Vh&na”f'”g non-e ?H 1A Reing e a”'eesu?‘s 3 f“‘rﬁd i
exemp |or]ﬁ F egran angaprece %xdt orl{ﬂ fi oldmg

company legislation.

o o R e

e) prowd| that in |dent | owner h|g of bﬁ k]atocks in fjduciary capagi-
oh s execit o trusﬁee Under 4 v tc., should ot create an automatic
dmg company relationship.

The Councnu es the Bo rd t0.Su endments in accordance with these sugges-
tions and f0 press the enac ment oP[H as S0 amendea %

*****

MEMORANDUM
SUBMITTED IN CONNECTION WITH THE FOREGOING RESOLUTION
" Ly B BB M R

or relur{)m fevel %noFatFace mor edent banks U erq eparkpgu ar\(:?rcﬁpnigt% ot h
comﬁ]e five disadvantage;

’ §85ﬁ?v”ef”8? e e, A S T APSERt e S S g
D
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control, he magnitude and anse of any such banking o erat|o ardless of all
t?wer coni erahoﬁs toﬁ1 % |b th yvent oTa adve seIO enera ec omic ¢ ng
es cte n%mordmae pressure arising, frrom

fions, O|Jc og) |onw | not

unwieldiness due so I){QD eS|zean ansew In turn, may put an inordinate

pressure on the nation’s banking structure.
#OF K o

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

Thi Federal Adyisor t%o rgml has ;épwé/e%g st%)t:btﬁleognﬁi Sdg:lggceosrréa Ez

ation.. Jt be leve
pda se

1S

@ ouncil |n|sreSOU| N Q ﬁhgg

ongress and that action by the Congress s ouI ot

The Federal Adwsor ouyncil ur est Board ofGover of ederal eserve

ste douse este OrtS 10, S epass e of the W{ mendments

b ouncil an asks IS Tesolufion betransml e members
enaean House Banking and urrency Committees.

*****

The Council reaffirms, the position it took on bank holding compan Ie| tion a
gg she)hs% {hgh 0anbor\égsresolutlo S, angr%avors the enactment odf gchol gf) sﬁaYlonga enex
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
September 20,1948

Federal %Zeserv%lnm?ngﬁe a%lq.ﬁé’tvd%"% Cé)quil ol Qﬁg ttﬁr%ranﬂor&H e

resent: Mr Ed d E..Brown, Presi SIS C rL v\ﬁ neer, r Ran

j_%lrﬂ) ”gﬁ wagf I:E\/Earg%df%mﬁ !\M\g per %E 0dks, qgéno n and
fert'v/' Brozhinoi ecretary.

ol Bl T D . SR Femn gl v P

The meeting adjourned at 4:00 P.M.
Secretary.
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ADVISORY COUNCIL
L RESERVE SYSTEM

September 21, 1948

Sove%olr(% ‘é? e 200 %%féfrevree%fa"efr%“naieﬂ 3 B RS e Eateed
eserve Burdrng Was |ngton D

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

Charrm horEasB Mc rn?rso‘\/larrrne S. E cIe |§r est
E R ?g vans, an rn%s ardaman._Jr.: aso jefle
ssistant to the Chairman, an . Carpenter, Secretaryo oar vernors

Present Members of the Federal Advrsory Council:

5 )ﬁavr EE {a°W” PGSH essr% ChW enejer JErown Fjandol
E I i Atio Hanmes emp ood eito Oclin” and Herbe

I’OC riow retary.

inthe ¢ Sjﬁe etnﬁénggﬁ%grgaége A B
as printed on pages

8 lgf In these minutes.
on theharrm(an McCabe then read the following statement relative to the various items

“Items 2-4, PornI}A B, SP%C Con ernrn% the economic srtufatron the oards eneral
a

view coincides with that e Counc that despite sort
heapres nt time %Qetg tlook |sonqb ance In rﬂr chne (Pu e mQne-

lonar E g
Lo “gebeeserﬁ.r%nn%s%e ok, Ve
E)aer gﬁregprr]cfcr n}]engoun ﬁ § DE gave resr e rea te olowr

entra? emorandym U re are man
h q |sese(t1rlﬁ%eduﬂ{<y

alr
in.the ec nomya pr]eseu rnE embers
[y fren

convincing evidence’t as been made and trn ? o
D%%ES% %(i) ﬁw (lf d a&e@oar crqu

lar autngntres 10 fa a '[IVG MEasures t ombat t
0 em dﬁ reaw '[h OSItIOH Cre %l
U ng e % fwo y I’Sa}‘BiS

i rgrn ] Zerarah;;e ;aeeregraq
ea ance, of t S
er ac ors VW%% e'éQ 3%'&8%% Eﬁfﬁ rréQntsw iﬁ”reg lnceo asbtr)re } ?ﬂusreﬁlugl

an e ansr na F‘I e coming year similar to t at 0T the past year wo ave
muc grea er intlationary ef eCts.

nc COI‘ orate It WO
egeral surp

r cent. S e majntaine IS 1N agreeme
o) maaarr S o J geeam e

present Circumstances remova esma lumwo ry pi’ ave un esrra

eBoar rbsrdered the § %estron th Counch thaLgkeBooeMn the Iongeterm
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SRS et e o o
Undermine confidence 1h the who esupport e,

AP0 LA m e CoEl i e e el
. e L R
Eﬂ R e e

rt mraes (k) ar cuIarIy |n ucrngt (}ga kS an eo[s o

erms CU ?FISOI’ EX(ess reser\{eb f] Presence of S {1
OWEVEr |g er ShOf erm ra €S Cannot De re |e tpon as adequate’in Testricting

cre Stex ansion.

The Boar reco rlnlzeess tha mcaaase reserv re urre ec t ith acogng!ﬁte nﬁes% bne teh(e

|s es 10 caI o\{rencff'ga neo he r|n ? oses of
eues’un to v ona OWer oar om rease a res
ur ora n ad tro [ESErVes create ern
aseso securr ro on an oI er an a 0SS! ereturn
rr’en er:urren Us ave hee Incr asrn m er
an ese requrre en o r |nce tem urc
this mou 0f Secyri |es fr on ba oI omon
er robab urch su stan |a |t|on a srn he |mm ture
err s reu | uc 10 eearnrn of oom
rcra svvr d ome ov rn nts ur |esrno r
s rec LA
r¥uce th endrng capac P %aﬁks Ee?l ryrevrous evels. P

T BT, B s G o, e i

X-
g%eﬁaeéz Srn memoranda or tes&rmony 0t an Ing-ana currency ommrttees OYﬁ]

“Item 5. Ther ha¥ﬁ bﬁe gcgr onsb we n repre?]entat ves of the e){]sterpaa[nd of the

gnr;u%}n “;8 o e o D e S B
I

ex ed drsc ons ow er |t nota ego sYbeforth Teasu

relin os en |re¥ |scon ovérﬁ%o n pecra |n vewo

nse ona]l sityation. ans J reyie Iem fro qm
M aarar g

? otlr),ncslI with fur he Information on esu Jec 2 a asrsa{or uture yaanrﬁl

*****

nthe ﬁuestropegf he rewrlatfoﬁo oonsu red hairman McCabe ?Jtated

r ec e Vi oun WISe 10 a U
b J T L b
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Chalrman Mc abe also st te that |n onnect nw oId com
ah mmhlersox e oar W|t epresen aP/

Ie\;nsla} a(?erll conferenc
fIves 0 n |n companies men an Ban erfa ssouatmﬂ and he ex ecte
at ad eren es Wou e eId with representatives of the Association 0

eserve |ty an ers and with the ban superwsors

Mr. Williams asked whetherthe emf)ersofthe oard had disc sed with the heads
|Es%rance CQ dpﬁn aes ﬁhe quest| n qt selling bonds the )})ortf aa a|r r}
E) maﬁer a] een scus ed |n rmaL ividua
the Isurance companies, out that it had not been |scussed with’insurance company eas
as a group.
Dr. Burnqess staBed ﬁhat In copnection with the ctu?stlon of inflation, one of the major
causes continues to be the expenditures for new capital goods.
resident Brown, read the clusions of the Council relative the olicy 0
thferrﬂ?& rve m an Elfsa ennhéomg%ma 5 LY
(h% af Figovernc}tstﬁom the edera Xdr\yéory%ounctl as printed on pagesn} %%
and 31, of these minutes.
n sumer credit,
lehtial

Ehe Pr 5|d nt of the Councjl t]hen:read he agenda item re arq
erWIt% econclu3|0nso ouncl %lven In the Confid Memorandum

togntloned anove.

Vi B B o PATY e Siation e Councl
The meeting adjourned at 12:55 P.M.
HERBERT V. PROCHNOW
Secretary.
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NOTE: This transcript of the Secretary's
notes is not to be re%;arded as complate
or necessarily entirely accurate. The
transcript is for 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,
1978, at 2:00 P. M in Room 375 of the
Mayflower Hotel, Washington, D. C. All
members of the Federal Advisory Council

were present.

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 G REQUIRED GOD CERTIFICATE RESERVES HELD BY
FEDERAL RESERVE BANKS CF 40 PER CENT AGAINST FEDERAL
RESERVE NOTES AND 35 PER CENT AGAINST FEDERAL RESERVE
BANK DEPOSITS. IN VIEW OG- THE POSSIBILITY THAT THIS
PROPOSAL MAY AGAIN BE ADVANCED IN THE CONGRESS, THE
BOARD WOULD LIKE TO KNOW WHAT THE ATTITUDE O THE
ADVISORY COUNCIL WOUD BE TOAARD IT.

E. E. Brown reviews some of the changes that have taken
place in banking since the last meeting of the Council in April
1948. H mentions, particularly, the special session of Congress,
the legislation regarding reserve requirements, and the recent
action of the Board of Governors in increasing the reserves on demand
and time deposits.

Spencer asks whether there is penalty in the proposed
legislation if the gold reserves should decline below the required
ratio*

E. E. Brown believes the situation would go back to what
it was prior to the decrease in the reserves. H explains that
because of the payment now of the earnings of Federal Reserve banks
to the Treasury that the practical effect of the action would be
largely psychological.

Fleming raises the question of whether this proposed gold
reserve legislation may not have some relationship to the support of
government bond prices.

Odlin believes that if the gold reserves fell to a point
where they approached the required ratio or fell below the required
ratio, legislation would be introduced to lower the ratio.

Burgess states that he testified before Congressional
hearings, as the President of the American Bankers Association,
when the'question of changing the gold reserve ratio was up for
consideration. The real argument is whether the proposed legislation
would be a good influence on the operation of the banking system.
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The policy of the Treasury and Federal Reserve authorities has been

one Of belng too late with too little. The Federal Reserve System

iIs not an ideal system, as it is operated by human beings. Consequent-
ly, he believes it would be a wholesome influence if the gold reserve

requirements Wwere raised.

Penick asks what effect the proposed legislation would have
on the bond market.

Burgess. W are dealing with an inflationary situation and
the brakes should be put on.

Fleming asks what the situation would be if the savings
bond holders should seek to redeem their bonds in large numbers.

_ Odlin says he thinks there is a danger that persons who are
uninformed may seek to redeem their bonds in large numbers, and there-
fore it is better to keep the lower ratio of gold reserves.

_ Spencer thinks the penalty provision is important. H would
like to see the higher gold reserves.

_ Odlin believes that raising the gold reserves would be
desirable, but actually he believes the ratio would be lowered in

case of necessity.

J. T. Brown thinks it is desirable to raise the gold
reserve ratio.

Woods states that psychological benefits might result by
raising the gold reserve ratio, but if the ratio must be lowered
again later to support the bond market, it may not be desirable now
to increase the ratio. He believes that if bond prices fell below
par, many savings bond customers might be concerned about their bonds.

Atwood comments that the gold reserve ratio is s<|newhat
of a theoretical matter and would be lowered again if necessary.
Consequently, he questions whether the”e is any real necessity for

raising the ratio now.

McCoy is inclined to believe that the higher gold reserve
ratio might help government bonds.

Williams favors the restoration of the former gold reserve
ratio.

Penick does not favor the restoration of the former gold
reserve ratio.

Kemper believes this matter is related to other economic
and banking problems, and he thinks it is time to show some courage.
Raising the gold reserve ratio might tend to prevent the sale of
government bonds. He does not believe the inflation has tapered off,
Komper thinks it "would be desirable to let the prices on long term
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government bonds drop. He believes the gold certificate reserve
patio should be increased, if not to the former level, then perhaps
to ~0 per cent and 35 per cent.

_ Fleming. The benefits are entirely psychological, and any
drop in the gold reserve “ratio later would o bad psychology.

E. E. Brown. The benefits would be psychological, but
Brown prefers discussing it at a time when it would be more pertinent,
perhaps Some time shortly after the next session of Congress begins.

_ Fleming. In a shooting war with Russia, we would not
think of raising the gold reserve ratio,

IN 7THE LIGHT CF DEVELOPMENTS IN THE MONETARY AND CREDIT
FIELD SINCE THE COUNCIL MET WATH THE BOARD IN APRIL, WHAT
IS THE COUNCILLS JUDGMENT AS TO THE EFFECTIVENESS CF
POLICIES O RESTRAINT SO FAR ADOPTED AND WHAT WOUD

BE THE COUNCILLIS RECOMMENDATIONS AS TO APPROPRIATE
FURTHER ACTION?

* * * * * * *

THE USE OF FEDERAL RESERVE POWAERS TO RAISE RESERVE
REQUIREMENTS .

* X KX X KX X X

THE POLICY O SUPPORTING THE GOVERNVENT SECURITY MARKET,
ESPECIALLY IN RELATION TO SALES BY INSURANCE COMPANIES,

E, E. Brown states the throe agenda items above are so
closely related that it would be desirable to consider them at the

sare time.

Burgess, Some of us who were in Washington wfren these
subjects were under discussion advocated a higher certificate rate
and a higher discount rate. The most satisfactory arrangement that
could be worked out at the time on reserves was ” per cent on demand
deposits and one and one-half per cent on time deposits. The higher
certificate rate and the higher discount rate have helped banks to
raise their rates on loans. Raising the reserves has resulted in
banks selling government securities to the Federal Reserve banks.

Tre whole matter has brought into focus the question of support

prices. Much of the inflation today is in farm prices, real estate

and capital goods projects, and much of it is financed by the sale by

insurance companies of government securities. A great deal more

inflation is resulting from the sales of governments and relending

of the funds by insurance companies than from bank credit. There is

perhaps not much advantage now in making another attack on short term

rates. The real question is the support of government bond prices

at these levels. It is not desirable to abandon all support. However,
bond prices fell, say to 99, the insurance companies would screen

‘heir loans more carefully.
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E. E, Brown asks the members of the Council to express
their opinions regarding price trends in their respective districts,
Ik states that some agricultural prices are down and that coal and
oil prices are tending downward. He also asks the members of the
Council to express their opinions on the demands for credit in their
districts. He states that the demands for credit in his district
for various capital projects are down.

Williams says prices are tending downward for various pro-
ducts. Hb has not noticed any particular decline in the demand for
credit. Hb is inclined to believe that various items in the federal
budget, such as those relating to foreign aid, veterans* payments

and defense expenditures, help to assure a continuance of the
inflationary trend.

E. E. Brown. In expressing their opinions the members of
the Council may wish to answer four questions: (1) Should the dis-
count rate be further raised?; (2) Should reserve requirements be
increased further?; (3) Should there be a changc in the support price

of bonds?; and (4) What are your observations on the demand for credit
in your district?

Odlin. The demand for credit has lessened on the Pacific
Coast. The gain in loans has been in consumers* paper and in real
estate. Interest rates have gone up and there have been no com-
plaints by customers. Odlin believes we may have more of the in-
flation digested than we may think. Some softening is being experi-
enced in lumber prices and in plywood and doors. He asks whether

the pressure of the insurance companies is not partly due to the
desire to invest new funds.

Burgess. Yes, but the sale of governments is an important
factor in the situation,

Odlin does not believe the rediscount rate needs to be
tied so closely to the short-term rate. He thinks it might be raised.
H does not believe raising the reserves had any real benefit, but
thinks it merely transferred bonds from the banks to the Federal
Reserve banks. He says It would probably be impossible to get an
agreement to drop the peg, and he cites Senator Taft*s comments in
the hearings about how important the peg is considered by most
People, It the peg disappears, Odlin thinks there may be heavy selling
by "£En bond-holders. Any advantage in dropping the peg might be more
than offset by rE" redemptions. H asks whether it would not be
Possible for the Open Market Committee of the Federal Reserve System

to put the peg at par and charge a penalty, perhaps of one-fourth of
e per cent, on purchases from institutions,

E. E. Brown, Rouse, manaé;er of the System” Open Market
Account, has indicated that he would not like to be responsible for
the market If the bonds were dropped to par.

_ Kemper. The matter should not be considered on a par
(3is. It is a matter of yield.
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Spencer says the situation in textiles and in shoes is
spotty and there is some unemployment in his district. The tentative
demand for loans is off. Raising the reserves merely transferred
bonds from the banks to the Federal Reserve System, H believes
that the bonds need some support and that the peg could not be pulled
entirely* Further raising of the reserves would not have any important

effect except possibly to keeﬁ out any speculative loans. Spencer
iIs inclined to believe that the rediscount rate will be steadily raised.

J.T.Brown. In the sixth district there has been no appre-
ciable increase in the demand for bank credit, except seasonal credit,
de prices of cottonseed and cottonseed oil are down. There should
ke some method by whi&h to stop the insurance companies or the non-
balak holders from dumping their bonds on the market. After all, the
Federal Reserve System is a bank organization and is set up to service
the banks and not private industry. If something must be done in order
to prevent the continuous dumping by non-bank holders, perhaps the peg
could be kept on eligible bonds and the others be permitted to seek
their own level* J. T. Brown does not favor any further increase in
the reserve requirements. He does not think that the recent increase

has had the effect it was felt it would have.

Woods. The compaign by banks to watch their credits was
helpful and raising reserve requirements was also helpful, even though
it vas only psychological* The banks have placed themselves in better
condition. Woods does not favor increasing reserves more at the present
tine. Be thinks regulation "W will be of assistance in restricting
credit. H does not believe it is desirable to remove the government
bond peg, but he sees no reason to pay a premium.

Atwood. There is a deflation in agricultural prices and its
offects are obvious. Bumper crops have helped to decrease farm prices.
Tre prices of older houses are also down somewhat. Atwood does not
believe that higher reserves, or a higher rediscount rate, are desirdie
mwn  In connection with the pegging of bond prices, he does not think
that "E" bonds would be sold in largo volume if the peg were lowered.
Tre demand for loans is not up, except seasonally, and not seasonally
as much as usual.

McCoy. The shortage of all kinds of labor in his district
Is great. New construction in housing is heavy. There is only a small
increase in bank loans. Banks are having difficulty in hiring employee
Tre volume of business of the shoe industry is down. The raising of
bank reserves did not do any good, except that this action, together
vith raising the rediscount rate, helped increase the rates on bank
loans. He believes the bonds should be kept at par.

Penick says there is no slackening of the inflation in his
district. “Heavy cotton and rice crops will create demands for loans,
especially in Arkansas. He believes the question of supporting bond
prices is a political question and will not necessarily be settled

bankers. The peg on bond prices might be dropped eight-thirty
seconds to par, but not two points. He thinks the Board of Governors
J&d to act in connection with raising the reserves. The Board asked
more power and it got four points on demand deposits and one and
me-half points on time deposits. Having received additional power,
Board felt it had to act, and it may feel it has to act again
a>e the election.
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Fleming believes with Penick that the bond peg is somewhat

f a political question now. He thinks the Board undoubtedly felt
it had to raise the reserves; the Board asked for ten points and got
four and consequently had to take some action. The Board may feel
'nielled to act to raise the reserves again in order to meet the
jLffuinent that they are not using their powers. He believes this
administration will hold the bond peg and will not go belov par.
Fleming believes the supﬁort rice around par must be kept. He thinks
the insurance companies have been responsible for credit expansion
vith their sale of securities and their term loans* There i1s still
vifawy building in his district. Business loans are not up. There
Is a'weakness in cotton textiles. He would like to see the Council
suggest raising the rediscount rate. He favors supporting bond prices,

he believes if the bonds go below par some holders will sell
because they will anticipate a further decline.

Kemper. The tenth district has the second biggest wheat
crop and the largest corn crop in history. Prices may be down, but
the total income will be up. He notices the prices of automobiles and
farm equipment are higher. There is very little resistance to the
sale of older houses. Kemper does not advocate pulling the bond peg
entirely. He would not be inclined to drop it piecemeal, but he
would favor a drop of perhaps five points overnight, which he believes
would dry up selling. He thinks raising the reserve requirements is
futile as long as the bond peg is kept. Raising the reserves and the
rediscount rate helped the banks to iIncrease their rates on loans,
but brought no real benefit to the economy.

Fleming thinks that dropping the bond price below par may
lead to much selling.

Kemper adds that sales of Buick, Pontiac, and Olds
automobiles are down in his district, but this is due to a steel
shortage,

_ Fleming asks whether the real crux of the situation is not
in the government support of farm prices.

£. E. Brown does not favor letting the price of long term
bonds go below par. He thinks that raising the reserve requirements
acted as somewhat of a check on the inflationary trend. Brown
summarizes the viewpoints of the Council as follows: The majority of
tre Council favors maintaining the peg at par, or close to par, on
tre longer-term two and one-half per cent bonds; a strong minority
favors dropping the peg but recognizes that all support cannot be
Amoved; all iremebers of the Council believe a further rise in the
reserve requirements would be undesirable now; all members of the
Council agree that the recent action raising reserves was hasty and

r°~ than necessary; the_ increase in the rediscount rate was desirable,
cda further'increase in the rediscount rate may be desirable, de-

pending on the course of events,

McCoy a3ks how the Board detei’nined the amount by which to
fiso reserves and points out that the one and one-half per cent
increa3e on time deposits was larger percentage-wise than the increase

Digitizmomﬂd deposits.
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E. E. Brown states that it probably was due to the fact
that the excess reserves have been largely in the country banks which
have substantial savings deposits. The Board would probably not
admit it publicly, 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 ratio, Brown believes that it
would be best to defer a tull discussion until the new Congress

organizes.

Penick points out that five or six members of the Council
ney g° the Council at the end of the current year.

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

o Burgess says the thing which troubles him is that the country
is in one of Its greatest inflations. He asks fchat is being done to

meet it?

Spencer. To answer that question we would have to criticise
the governments program.

Odlin. The question of the inflationary trend is orne that
relates to fiscal pO|ICK and not essentially to monetary policy.
Tre probabilities are that the government authorities will not act.

E.Ea Brown states that it is a question of fiscal policy and
relates to the support of farm prices, large expenditures for
defense, foreign aid and veterans assistance, as well as government
guarantees for housing at excessive costs. In connection with the gold
reserve ratio, Brown asks how many favor raising the ratio, not
necessarily to the percentages indicated in the agenda item on this
point. The vote shows that five favor raising the gold reserves,

five are opposed and two are not voting,

Odlin thinks the Council might list increasing the gold
reserve ratio 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 raising the gold reserve
ratio? a great majority of the Council votes In favor of it. In
view of the present international situation the timing would have to

carefully watched. The Council is divided on the question as to

whether it would be desirable to do it new.
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Burgess states that one of tv,
Id reserve ratio would be the ben”~fi”™ ?dvantages of raising tiP
they tend to act from political motives \E£ ffeOt 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

cent gold reserve against Federal Reserve haviné a "0 per

psychological effect. The position of then®tes would have a good

JE protected. e American dollar should
E. E. Brown. No action coulri ta

the international situation may chana» in ?"befOre ear;Ly 1949 >

d
ncil ma ate i1t would he lad”™o refie“ tho° oM iffk;
(I)éjht of cgnga:d:ons at that time. Question In the

THE GOLD POLICY OF THE FEDERAL RESERVE SYSTEM AW) THF

TREASURY INCLUDING THE PROCEDURE WITH RESECT TO X
EXPO%LHS AND MB%RT » TO GORD

S. S. Brown aaks Burgess to comment on this i1tem.

Burgoss states that i1t i1s too early to permit American
citizens to hold gold. IT 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 1937

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
discussioiTdfF*ETs subject to a later date when i1t can be”ul y o -
plored. The Council may advise the soard that it Is interest*™ N

whole gold question and would like °omP™® f
the Board of Governors which would bejelpful

There have been constant rumors b™ f B
gold price .

n study of the question
in*"st dy ~ 72

- inform the Board that it would
E. E. Brown. The Council my The council may

liko to discuss the'—question at a wcfsions when licenses
also ask the Board whether there ha © which desired to transf
have been denisd to foreign central banks

gold.

" bOAM) of govebkors i» nwom aa fkoimtioi.
POLICIES OF THE BOARD o —————
OF CONSUMER CREDIT. -—- - - d that

togc rt”~"vKV-ToSSsSTft.O0*
-~.regulations have been we:them. Those handling

~"UIngness to comply little effect.
hl*k the regulations will hav i<m]> wlth

tho3 Odlin understands fromjOw _ii probably have
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E. E. Brown, Dealers in furniture and
opposed to the regulations. Manufacturers of
to "believe the regulations will

in used cars are

new cars do not seem
hurt their business.

Spencer asks how deliveries are being made on new cars.

E. E. Brown replies that cars selling over $3,000, except
perhaps Cadillac, are being delivered almost immediately.
Burgess. On the whole, the regulations are reasonable.
Council may report to the Board that criticisms are coming from

dealers in furniture and used cars, but in general those effected by
the regulations believe they are reasonable.

THE BOARD OF GOVERNORS WOULD APPRECIATE ANY FURTHER VIEWS

AND COMMENTS THE COUNCIL MAY HAVE REGARDING PROPOSED BANK
HOLDING COMPANY LEGISLATION =

Odlin thinks the Council should reiterate its previous
position.

Kemper agrees,

odlin. We may state we do not believe there
in the situation that has led the Council

urge action on the legislation.

is any change
on previous occasions to

E, E. Brown points out that the Council adopted a resol
on May 20, 1927, and another resolution on February 17, 1978,
the proposed bank holding company legislation.
call the attention of the Board to these
the position it took in its resolutions.

favoring
The Council may
resolutions and may reaffirm

The meeting adjourned at 5:~5 P. M.
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The Council convened at 10:30 A_.M. on
September 20, 1978, 1in 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 'he sent to the Board of

Governors relative to the agenda for the joint meeting
of the Council and the Board on September 21, 1978.

The memorandum was delivered to the Secretary of the
Board of Governors at 12:40 P.M. on September 20, 1978.
It will be noted that each item of the agenda is listed
with the comments of the Council on the item.

The meeting adjourned at 12:30 P.M.
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CONFIDENTIAL

MEMORANDUM TO THE BOAiiID OF GOVERNORS
FROIT THE
FEDERAL ADVISORY COUNCIL
RELATIVE TO THE AGENDA FOR THE JOINT MEETING
ON SEPTEMBER 21, 1978

The House Banking and Currency Committee has tw/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 Councills 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 iInsurance 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 veteransl 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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Specifically in relation to_ the questions raised b;{ the items

0/0 to four on the agenda the following statements represent the views

the Council at th

A*

B*

Digitized for FRASER
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present time:

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*

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
peoplesl 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.

The Council is concerned with respect to the selling
of government securities by iInsurance companies and
other investors, in many cases to relend at higher
rates. This selling iIs 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 19h99 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. 1In 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 1t 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.

JTithout 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 1t believes Senate Bill 829 should be amended-

(d) 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-
bankinO 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*

MEMORANDUM
SUBMITTED I 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, 1977
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.™

* e x T

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 2:70 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.

RS e S o o S O S R SR e S o S S o e o -

E. Brown presents Dr. Woodlief Thomas, who
Inflation Approaching an,End?". A

remarks is attached.

The meeting adjourned at 4:00 P.M.

speaks
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oTtfFTDENT IAL

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, Iis
still dominated by the economic consequences of war. The vast
diversion Of resources into the economically wasteful activities
of war and the financing of these activities resulted in a
shortage Of goods and a surplus of money which together have
prevented the attainment of economic balance in the postwar
world.

W are learning by experience what should be an economic truism;
namely, in a Brice—controlled economy with full employment,
money cannot be created for producing goods and services that
are not sold on the market without either a rise 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 all that was politically and economically
possible at the time was done to prevent the undesirable conse-
quences of war finance both during the war and in the future.

It is evident from subsequent events that not enough was done.

Not only is the vast money supply created in the war being used
with increasing activity

But also individuals, business, banks, insurance companies, and
others are freely converting into money the Government
securities they accumulated during the war.

These uses of war accumulated liquid assets have been much smaller
than they might have been — the inflation could have been much
greater. It can still be much greater.

The major question of economic policy is —
Can the necessary adjustments gradually be made so as to level
out and continue a high level of income and employment?

In view of the extent to which inflation has already gone,
prospects for piecemeal adjustments are not bright.

In any event removal of existing maladjustments cannot be made
easier by continuing to feed inflationary forces.

Are these maladjustments already so great that the inevitable
adjustment is now imminent?

Or, are the pressures for inflation still so overwhelming that
more vigorous restrictive measures will be needed to pre-
vent further creation of distortions that would make the
subsequent readjustment disastrous?
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In other words: Must the inflationary bubble burst?

What iIs the nature of factors of instability growing out of the
inflation?

The test is one that looks to the future, not to the past.
Merely high prices relative to prewar or relative to other
goods is not a test of distortion or maladjustment. The
tests are whether a given factor:

a. Contributes to or initiates a downturn in general
activity, or

b. Aggravates a decline if a decline occurs.
The following factors operate toward instability in varying degrees:
1, High military expenditures.

a. Any future reduction will have extensive
economic repercussions.

b. Even If military expenditures remain high, they
will not necessarily be stabilizing. Such ex-
penditures are dictated by considerations of
national security, not by considerations of
economic balance.

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

Likely to be temporary, unless a remarkable state of
balance is reached in the world economy,

3, Inventories have been built up

No need for further large scale accumulation of
business Inventories

Consumer stocks are far more adequate than earlier,
particularly of durable goods purchases which
are deferrable

4, Crops are large and stocks more ample% Present level of
important crops is probably excessive on basis of
prospective long-term foreign and domestic requirements.

In any event, the level of prices of farm products
relative to other prices is no doubt untenable

5, Urgent accumulated demands are being increasingly
satisfied for:

Consumer nondurable goods generally, and
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Many consumer durable goods, except for automobiles and
refrigerators

Postwar business expansion plans are being completed

Expenditures for expansion of manufacturing already
are declining. Public utilities, railroads, and
some special lines such as oil production are
continuing large expenditures.

The rate of expenditures for producersl durables is
exceptionally high, and, unless consumer Incomes

and spending are maintained or further increased,
may be expected to decline

The ratio of such expenditures to GNP is currently
8.3 per cent, a rate substantially above previous

peacetime periods.
Jj, Exceptionally high demand and prices of houses
a. Prices and costs are high relative to income of the
mass of buyers. Also high relative to prices of
alternative goods.

b. Very sharp rise in mortgage debt encouraged by:

(1) Low down payments and interest rates

(2) Government supports and guarantees
(3) High current incomes and general optimism

about their continuation
(4) Turnover and refinancing of old houses

c. People forced to buy houses because of unwillingness
of owners to rent in view of rent controls and
profits available from selling instead of renting.

8. Private debt is increasing. This will become particularly
important after the downturn when it will be liquidated.

9. Distribution of income and liquid assets slowly becoming
more concentrated. Uncertain as to whether these changes

have yet gone far enough to bring about a decline in
spending.
'rat are the continuing forces of inflationary pressure?

OveF-all demands for goods and services are still in excess

of current output.

a. Consumer demands and buying power, notwithstanding
satisfaction of some of the more urgent, are still

very large.
Large current incomes and substantial holdings of
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b. Capital expenditures may be maintained by need to
Increase output, as well as by obsolescence of

existing plant in terms of new demands and
economical processes.

c. Governmental expenditures are likely to increase
and not be balanced by additional tax receipts.
Not only Federal expenditures for defense and
international purposes. Situation much less
restrictive than it was last year, when the
Federal Government had a large surplus.

d. Substantial foreign needs for American products.
Adequate financing available to maintain exports.

2. Productive facilities are being utilized to the limit and
the possibilities for further expansion are limited.

Absence of serious speculative excesses that may lead to
widespread liquidation.

Probably accumulating in housing and commercial building,
but doubtful whether yet at critical stage.

4. Relatively unimpaired debt structure.
Consumers may further expand short-term consumer debt.

Corporate debt not large relative to equity in comparison
with past

Weakest phase is developing in housing.

5. Abundant credit facilities and savings available for
investment

Liquid assets in banks or in low-yield investments
very large

Demands for borrowing are in excess of current savings,
but credit can be readily obtained from banking
system

Can sell Government securities readily

Immediate prospects

Underlying forces are such as to make risk for present one of
continuing inflation

Imposition of restraints is essential

Because of these underlying forces, effective restraints at
this time are not likely to bring on serious depression.
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Some recession in spending and perhaps in employment
may deveéop before maladjustments are sufficiently
corrected.

Could be checked by moderate action.

Continuation of inflation will necessitate later imposition
of restraints or, in any event, lead to more dangerous
|[|§>rocess of adjustment — with widespread liquidation,
ankruptcy, and unemployment.

What can be done?

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

Fundamental remedy is either reduction or immobilization
of excessive buying power. Could be accomplished by:

1* Taxation, budget surplus, and public
debt retirement

2. Private debt retirement

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

Increased production would help, if accompanied by
more saving or debt retirement, but increased
production means also more income

If accomplished through credit expansion,
It means expanded money supply

Credit is a strategic element in the situation

If inflation continues, additional credit will no doubt
be demanded by businesses and consumers

If additional credit is not available, it is likely
that inflation could not continue

Difficult to restrict credit because of ready _
availability of funds to banks and other financial
institutions through sale of Government securities
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Recent and prospective credit developments

Factors affecting bank reserves:
(in billions of dollars)

3rd quarter 12
estimate months
Increased by
Gold inflow 3 )
F.R, purchases of Government
securities_,Restricted bonds 2,5 5.2
Other T 2.0
Other factors - net -- A
Decreased by
Treasury cash transactions 9 6,7
Other - net 2
Increase in required reserves 2,4 3,1

Bank deposits have expanded by 2 billion in quarter and by 1,5
billion in past 12 months

Due in part to growth in bank loans of 1-1/4 billion in quarter
and to 6 billion in year and to F, R. purchases of
securities from nonbank investors, offset by Treasury surplus
used to retire bank-held securities

Outlook is for continued demand for bank loans and other credit
and for continued sales of securities to Federal Reserve,

but no Treasury surplus to exert a drain.

All credit demands — commercial loans, agricultural loans,
consumer credit, mortgage loans, and new Issues of
corporate and State and local Government securities —
may average more than 2 billion a month during rest of

this year.

Sales of securities by nonbank investors have run as high
as 1 billion a month recently.

ati’nale of measures adopted to restrict credit expansion
Voluntary measures by financial institutions

Method of rationing or selection of credit risks --
essential function of lenders.

Some, but limited, effect in reducing over-all expansion,
which Is the important result from general standpoint,

Dgined i prASONSUMer credit controls, margin requirements, and
ntip:/raser stousloi tations on mortgage lending.
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Directly restrict certain types of lending, subject to
vide Tfluctuations*

Increase in short-term interest rates

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

Effect is shown by sharp decline in Federal Reserve
holdings and increase in bank and other holdings
of short-term Government securities in past year

Bills - Total -3,2
F. R. -7.,4
Other +3.2

May also have some restrictive effect on borrowers
4# Increase in reserve requirements
Two purposes

a. Absorb reserves created by gold inflow and
purchases of securities from nonbank investors

b# Make it necessary for banks to reduce holdings of
Government securities, thereby reducing liquidity
and discouraging loan expansion

Key to current credit situation is in sales of Government securities
to Federal Reserve, especially nonbank sales of restricted bonds.

Provides additional reserves to banks, as well as new funds to
borrowers

Might not be too serious, if banks would use all of new funds to
buy short-term securities from Federal Reserve

Hardly to be expected in face of active loan demand

Reduction in Federal Reserve support prices on bonds has
been suggested

Of questionable effectiveness, as long as other borrowers
are willing to pay more

More serious question, however, relates to possible
repercussions of such action
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On September 21, 1948, at 10:40 A.M., the
Federal Advisory Council held a joint
meetln? with the Board of Governors of the
Federal Reserve System in the Board Room
of the Federal Reserve Building.

All members of the Council were present.

The following members of the Board of
Governors were present: Chairman McCabe;
Governors Eccles, Szymczak, Draper, Evans
and Vardaman; also Mr. Riefler, Assistant
to the Chairman and Mr. Carpenter, Secretary
of the Board of 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 GOD CERTI-
FICATE RESERVES HELD BY FEDERAL RESERVE BANKS CF 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
WOUD LIKE TO KNOV WHAT THE ATTITUDE OF THE ADVISORY COUNCIL
WOUD BE TOMARD IT. . e

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 CF POLICIES OF RE-
STRAINT SO FAR ADOPTED AND WHAT WOUD BE THE COUNCIL'S RECOVH
MENDATIONS AS TO APPROPRIATE FURTHER A C T 1O N ?

* * * * * *

THE USB GF FEDERAL RESERVE POWERS TO RAISE RESERVE REQUIREMENTS.

* * * X * *

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

* * * * * *

E. E. Brown reads the first four items on the agenda, as given
above, and the ansv#rs which the Council had prepared and submitted
in its confidential memorandum to the Board dated September 21, 1948.
This confidential memorandum will be found earlier in these minutes,
Yovn adds that it is difficult to appraise the effect of the recent
increase in reserves, as the increase has not yet become effective in

the member banks. Many banks will draw down their correspondent
Bk balances, and the effect may be more widespread than the increase
ift the reserves would indicate. With the banks holding large blocks
J? government securities, the dilemma of the situation is that any
attempt to increase reserves results in the sale by banks of bonds at
jigged prices. Consequently, banks will continue to make loans they
think are sound and in the best interests of their communities. All
viPrebersrofz the Council feel that the bond market must be supported.
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A considerable majority feels that the price on the long-term bonds
should be kept at par, not above par, _mInOFItK feels that a drop
of a point or more would discourage selling by the insurance companies.
A majority believes that if par is broken it may cause large bon
sales and may, through ignorance, even lead to large redemptions of
E’s. In connection with the question of raising the gold reserve
ratio, the Council believes that in more normal times it would be a
desirable development. However, if the matter were to be voted on
today under Jlgresent conditions, the majority of the Council would
oppose it. he Council will be glad to review this question after the
organization of the new Congress early in 1979* and in the light of
the international situation at that time,

McCabe. The Board is grateful for the Council*s consideration
of these subjects. 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
inflationary and that "it is the duty of the monetary authorities to
take active measures to combat the inflationary trend." (. E. Brown
at this point asks McCabe#s permission to state that the Council did
not make the specific comments which McCabe has given. Brown reads
the following paragraph from the Council*s confidential memorandunt
"Although there are many soft spots in the dconomy 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 in-
flationary trend." Draper says that he believes this is a very fine
distinction.) The Board continues to recognize that there are special
factors outside the field of banking and credit that have promoted in-
flation. 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 2-1/2 per cent bonds be maintained at par with-
out a premium. The Board is in agreement with the majority of the
Council that the long-term yield on Treasury bonds should be main-
tained for the foreseeable 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 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
mMre flexible policy with respect to the support program, and agrees

nigizedthatagkeater flexibility in the short-term market is a desirable
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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
>ise been helpful, particularlg in inducing the banks and others to
wuy short-term Securities to absorb excess reserves. In the presence
Oofstrong 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
complege eg in the Government securities market have less restrain-
ing effect than would otherwise be expected. It wishes to call to
Council's attention that one of the principal purposes of request-
ing Congress to give additional power to the Board to increase menber
bank reserve requirements was the need for absorbin% additional re-
serves being created by the inflow of gold, by Purc ases of securities
from nonbank holders, and by a possible return flow of currency. The
current use of this authority will have the effect of increasing
menber bank reserve requirements by about 2 billion dollars. Since
the System has purchased more than this amount of securities from
nonbank 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
sore 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.

I.D The Board has noted the Councilfs 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.

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.
-he 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
koarcl will be glad to supply the Council with further information on
‘le subject as a basis for future study and discussion.

* * X X X *

fin the question of consumer credit regulation, McCabe states it uas
*peed that the Boardls comments should be substantially as follows:
ine Board appreciates the views of the Council on this matter and
N3hea to assure the members of the Council that if at any time they
jlae suggestions as to the policies that might be followed in con-
Loation ﬁ%@j_g@, the regulation of consumer instalment credit or questions
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with respect to the policies adopted by the Board in this field, the
Board will be very glad to have the Council submit them# McCabe con-
tinues by stating that in connection with bank holding company legis-
lation a series of conferences have been held with representatives of
bank holding companies and of the American Bankers Association, The
Roard expects to hold more conferences with representatives of the
ssoclation of Reserve City Bankers and of the bank supervisors. The
discussions with the bank holding company representatives brought
forth some suggestions. McCabe further reports that he discussed the
Board's reply on the pegging of bond prices with Allan Sproul, and
Sproul agrees entirely with the Board's statement. The Board does
not believe that the support program should be changed at present.

The members of the Board believe that even a small change in price
would be undesirable now.

Williams asks whether the members of the Board have discussed
with the insurance company heads the question of selling bonds,

McCabe reports that they have discussed the matter with in-
dividual heads of insurance companies as they may have met them in-
formally, but they have not discussed the matter with the insurance
company heads as a group. He reports that there is a difference of
opinion among insurance company executives on the subject of support-

ing government bonds, and that few, if any, of the insurance people
like Parkinson's views.

Odlin states that Eccles will not agree with his (Odlinls) views,
but that he does not like the comments regarding "high corporate
profits" mentioned in the first paragraph of the Board's statement
read by McCabe. Odlin believes that these profits are transitory,

and he thinks it is unwise for a government agency to imply that they
are one of the bad factors in the present situation.

McCabe. The Council in its memorandum did not list corporate

profits as one of the causes of inflation, and the Board felt they
should be included.

Eccles. A public agency like the Board could not ignore corpor-
ate profits. Corporate profits have been used by labor as a reason
for demanding increased 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 profits are as large as they arc
said to be?

McCabe. That is the number one question at_every comptrollers'
convention. Most business men would agree with Fleming that the de-
preciation reserves are not adequate.

Eccles. The excess profits tax and wage controls should not
have been repealed.

Spencer. Under the excess profits tax, expenses were often per-
mitted to increase without carefully screening them.
Digitized for FRASER
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e E. Brown states that politically the excess profits tax and
~“ntrols cannot be reinstated.

Odlin does not like the implication that corporate profits are
P0ss™ h ig h .
Burgess, In listing the fG(tlUSES of inflation, and dealing with
comments of Eccles on PIrOTILS, two other factors mi?ht be given:
1) business pricing policies; and t large programs of capital ex-
Lesion. Bank terra loans are not now increasing. In connection with
her loans by banks, it Is difficult to see where these loans could
screened further. The vulnerable place is in the capital goods
expenditures. Insurance company money is going into new capital ven-
fures. The insurance companies are using new funds from policy
Aiders, but they are also selling government bonds to obtain funds
for capital ventures. New credit is thus created for the borrowing
companies and the money then finds its way into the banking system.

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

Burgess states that if the insurance companies are offered a

premiun they sell more freely. [If they have to take a loss in sell-
ing securities, they will be more reluctant to sell. He believes the
sale of government securities by insurance companies, and the lending

of the funds for new capital ventures, would be materially lessened
if the insurance companies had to take a loss in selling governments.
durgess thinks the market expects that sooner or later the support
price will be broken. He agrees with the Increases in the rediscount
ad certificate rates, but not with the increase in reserves. In con-
nection with the reserve 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 capital ventures, but it is
necessary also to point out that when the money goes into the banks it
IS subject to multiﬁle expansion. The reserve requirements are in-

creased to take up this money.
Burgess. The bank credit expansion we have had is the expansion

necessary to take care of an economy this size. "When banks get excess
funds, they buy governments.

McCabe wishes to explore further the matter of pegging bond
prices. He states that the smaller banks tremble at any change dovn-
in the support level. He asks, "What is the support level
—<-lred by those that wish to drop it?" Those that want to stop the
8 insurance companies from selling governments seem to favor going
;> a support level of 95. He says that an investment counselor of
concern recommended selling out long**term government bonds, even

aloss of 1 1/2 points, and buying short-term governments and

alaon stock.

Vitr — asks whether the Board has tried to talk over the matter
4" the insurance company heads.

- dirt replies that the insurance company heads are an indepen*
e ot and he wonders whether it would be desirable.
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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
recognize the real stake they have in our economy. Fleming asks vhat
ef{emt:_ 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 is a point or so above par.

Sccles. We have a one year 1 1/4 per cent rate and a 2 1/2 per
cent long-term rate, and so we have two pegs. It would not serve the
purpose of inflationary control to say that we are going to buy only
X1/Vs and 2 1/2's and let the rest go. It 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.
¥ believe there should be more flexibility on the short-term securi-
ties, and until that happens you cannot get away from premiuns on the
intermediates.

Burgess states that you cannot stop the inflation without hurting
someone. The monetary authorities have this matter in their lap, and
this is the place where something can be done. History may say in
this inflationary situation that the Treasury and the Federal Reserve
authorities adopted measures that were too late vith too little.

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

Szymczak. Would you let the market seek its own level?

Burgess. No.

McCabe. Exactly what does a flexible market mean?

Szymczak assumes it means dropping a little and supporting, and
dropping a little and supporting.

E. E. Brown. The majority 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 believe that if you have to cut off the dog's
tail you should do it a half inch at a time.

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

S. E. Brown states in connection with this agenda item that the
-ouncil wishes to defer the discussion of the subject to a later date
vhen 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
hanks 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

Digiizes i 84G:0f Governors which would be helpful in such a study.
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Szymczak reports that there have been no cases where foreign
governments have been refused licenses, but persuasion was used In
three cases: China, Argentina, and Jugoslavia. The right to refuse
a license probably had something to do with the ability to persuade.

POLICIES CF THE BOARD G GOVERNCRS IN ENFORCING REGULATION
OG- CONSUMVER CREDIT.

E. E. Brown says that without discussing the necessity or de-
sirability 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 bg 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.

McCabe reports that Evans has done a creditable job on the

regulations.

Evans says that suggestions will be welcome in connection with
the regulations.

J. T. Brown asks what will be done on the policing.

Evans. W expect to see that people are kept in line. The only
trouble anticipated is in the fringe areas.

E. S. Brown asks whether an amendment Is to be asked which would
have the effect of making unenforceable any contract which does not
conform to the provisions of the regulation on down-payments or
maturities. The violations are generally unintentional. To make a
contract unenforceable might work much injustice.

Evans. The Board feels in this matter about as the Council does,
but this is a shotgun behind the door.

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

J. T. Brown believes it would be better to leave enforcement to
the Board. Otherwisef the debtors might clutter up the courts claim-
ing the contracts are unenforceable.

Vardaman does not agree that inclusion of the illegal clause
vould bring any more law suits.

Evans. The Board will have representatives of each of the
Psderal Reserve banks here to instruct them in connection with viola-
tions. Few violations are expected, except from the fringe areas.

4 i3 hoped to stop any violations early, so that possible future
violations will be discouraged. The attitude of the people is
friendly.
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Vardaman asks whether the friendly attitude may disappear if the
terms are tightened*

E. E, Brown asks whether the Board feels it has authority to
a contract unenforceable*

Eccles. Evans and Szymczak all 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 will
only be used if absolutely necessary*

McCoy* If you have an amendment making a contract unenforceable,
how many banks will refuse to buy paper from dealers. McCoy states
his bank would not purchase this paper.

Eccles* Burgess has said that history may show that the Board
wes "too late with too little*! Eccles says that the Board has been
conscious of this whole situation since 1970* The Board argued in
1942 that only short-term issues should be sold and all issues should
be made eligible 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 traditional method of credit control
by using the interest rate for control* The other alternative was a
special reserve to tie the government securities to the deposits they
had created. |If you start to curb inflation on the traditional road,
you have to let the interest rate go far enough to do it. |If it 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 late with too little."

Odlin wishes the record to indicate that the Council does not
approve the permanent lodgement of the powers of Regulation Wwith

the Board*

Burgess. In the last session of Congress the American Bankers
Association did not oppose the consumer credit legislation.

THE BOARD OF GOVERNORS WOULD APPRECIATE ANY FHURTHER VIEWS
AM COMMENTS THE COUNCIL MAY HAVE REGARDING PROPCSED BANK

HOLDING COMPANY LEGISLATION*

.E* E* Brown states that he assumes in connection with bank
hoIdl.n% Tompany legislation that the same tax exemption amendment
PIeviouSly discussed will be included*

McCabe and other members of the Board reply affirmsticoly*

S. E. Brown, asks whether the Board will press for the legislatior

A the next session,
McCabe answers "yes".

?CC|€S sfates it is better to have preventive legislation rather
hen 1o PEIMIl situations such as that on the West Coast (0 develop.

Ip . ?1ercinfl believes the Board should urge the passage of the
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McCabe reports that representatives of the FDIC and the

Comptrollerls office sat with the Board vhen the American Bankers
Association representatives were in Washington,

the FDIC and the Comptroller®s office will

and he reports that
the proposed

meet with them again on
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
legislation,

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 again that the Board

is grateful
suggestions,

] for the Council’s
especially on consumer credit,

E. E. Brown comments that some bankers think loans will fall off
so much in the months ahead that the banks will again be buying bonds.

The meeting adjourned at 12:55

* ok Kk _ Kk ogkok

The next meeting of the Council will be held on November 17-16,
198.
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