MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
November 14 1948

D B o L O e Y o 2

wn, In t
Present;
Charles E. Spencer, Jr. District No. 1
W. Randolph Burgess District No. 2
David E. William$ District No. 3
John H. McCoy District No. 4
Robert V. Fleming District No. 5
J. T. Brown District No. 6
Edward E. Brown District No. 7
James H. Penick District No. 8
Henry E. Atwood District No. 9
. E. Woods District No. 1
Reno Odlin District No. 12
Herbert V. Prochnow Secretary
Absent;
James M. Kemper District No. 10
B h rectar .of th F | R cal
(AR S
% % éo consrder wectomt eerE Res r\A ank 0 |ca euese
res| rOWn pres the resolution to ederal Advisory Councr ItS con-
S| eratron eresolu on ows
RESOLUTION
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the ansensus of this Board, all of the crrcumstances onsrd red, thatr o Idb de-
sirab zﬁthrs tune to Incréase the E%? n |tal 0 the eve ca lng
on member banks as spon spr ctica ere al (e) spectlv
ect

E’OP%% Qhscrrptro S, tﬂere onin agprdpﬁrmdatﬁ a}h%% 008 A d t[h]ere-

nks I fo the System, |c actlo onar |n |t efre
re, desirable under presént economic conditions; now, thergfore ert

E é_ That the D|r ctors of the Fﬁderal Reserve Bank ?}fc |caqo recommend

{0t QVG ﬂOI’St t they provi ate ora |ncrease
|n ca |ta stoc % }1 }E(PC[GI'& Serv Cd |ng upon all memb

b E%at thee%rlr St possi %r
anks ort e payment_of the remaipi of_ their res tve can?rt | stock su
scriptions pursB ht to }Daragraphrg P geqctronoz of the Federa eserve r&

The meinbers of the Cq#ncrl decided that the resolution above might merit consid-
eration at a later date, but that now was not an opportune time to urge-action on It.

The following items on the agenda were then discussed:

1. THE QUESTION OF THE REORGANIZATION OF FE
GENCIES IN VIEW OF THE ACTIVITIES OF THE

E.

USSION OF
REMEN
SU
th embersofthe ncil and dthat h scussion would

I
S
be |n}ormal gW O?lfl (egrrelgaratrg th(io Iﬂ%{l r%emora aréms ds d%le]en(} € custom

rece L mee Ip Oar COU(JE?]G Of { |ons
[rman Ivig a e-

U eC|de n o are esr%enm I'(())raHSuSrLTJ]% GSE%Hnﬁ% ! %eUDC S iewpoin
g[ re orfcg (i'? m?y?] \![\ﬁ) (mrnut[es

S
ver ommittee. onseaque erea

rin ed In
| usrv thr |tte memoran th\“ ere ore win
etrn of e ouncr and oar 16, 1948 L&e to the ar
543’ an he secon

ove
pages fgn 4 an 4 Hq ﬁrar} n'g on pagesowrcznd foa 0

The meeting adjourned at 6 P.M.
HERBERT V. PROCHNOW
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

November 15,1948
flower Hloteqo \/A\)awlﬂngq egergl Advisory Council reconvened in Room 932 of the May-

ent Mr. Edward rown i SSI'S Care encer r.. W, Ran-
i‘a r esnsicga\”?nar]'E I:ﬁlﬁlt?/vr%%d am?e-sfhb("\&%p (E@\/\};ods"]geno Bd r{o‘évr?d
erbertV rochinow, Secretary.
Noverpler g Gl SO IS Shuans 0 é*n‘etﬁgeﬁnfa Wgh'?“ b?e a'éna e e o0
In'memorandums printed In these minutes on pages 43 to 0 inclusive

President Brown asked wgetm[ehthe Coun I had cha s st |nt
Y RO e e O Al

The meeting adjourned at 12:15 P.M.

HERBERT V.. PROCHNOW
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
November 15, 1948
Fedeﬁéﬁ %éggerF\)/eNBmmlenge e%%%gtvdﬁo%cc"“?ﬁg 9ens\|[82re1? Mrﬂﬁr(?veﬁrqn Fﬁ?@ r&h%tlrthe
pencer, Jr.,, W. Ran-

resent: Mr. Edward E. Brown, President: Messrs. Charles E
Wik o e S L

ol hP
E?n%s Bnick, engy twodd
erpert V. Prochnow, Secretary.

President Brown presepted Dr. Frank A. Southard, Jr., Associate Director, Division
of R%sear? an %?atISP S0 %ﬁe,PederaF%eserve oar(?, wﬁé spoﬁe on ‘%urrent eve?op-
ments In [nternational Finance.

The meeting adjourned at 3:30 P.M.

HERBERT V. PROCHNOW

Secretary.
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November 16, 1948
o) A A e SR v
Present: Members of the Board of Governors of the Federal Reserve System:
an Tho B McCabe: Gayernors, Marri cles, M. mez
Hrnegtg @ra eenrter SR/erel%ary df%mﬁ;kard{}o ‘fi\)vearrnorjrjir andE?_awrence %Iay éfsd
Present: Members of the Federal Advisory Counml
S ’_ana ENI e, JB esﬁ%é . Ro r IlEe Jéf‘o ﬁandol
E ﬁ< ey Atwooglq James empgf qf odsnﬂ ﬂb O(I lin, andn Her Her
roc now reta
The members of the Council and the Board then considered the following agenda item:

SRR G ARG T T
oo S B RO SR A e

Dr. Burgess tedf lﬁressh(% ing ex eng Eures foEnewdur ble o%is %tate
qt It wasaw i I asize eﬁ< reskw en con3| nn%k Spli]o emo
L i
?\ E]o vernors fol ow v xecu Ve ommll
tﬁe(fera 4 al zY

V|sory ounc appears on ae

capnal‘%xrprE%H R8P o OerE%E"QPeQJ fe type of

ccles stated that th last increase in reserves mereﬁl ehnllzed the inflow of
gold and e purchase o secun IS trom Instirance companies and others

Mr. OdI|nCﬁn%mented th tbthe rice mechanlm erforms an | r\Portant function in
our economy; Inflation can not be stopped simply y| creasmg rese

T Eraem ers fthe Council and th oard dis usse uestlon of the reorg |za
eqe cre |t ar%enjp sm V|e]wo %nv |eso oover ommi
rown { re conc usion of ounC| Were Jater S m|t
oard in wn en orm an are Inserted In these minu es on pages4 and

irma NCab%statgg ﬁ]ttkée Boa d had n0 et mae Staff Re
nt eder esenye omm tee on In? ry %[nnl %I
81 oover Commission. ere was some dliscussion o eopera no he dua nklng
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stem as well as discussion regarding the advantages and disadvantages to small banks
rdbersw in t?] Federa eservegstystem ’ J

. Chairman I\/!]c abe_and Mr. Eccles mdlcateg that the Board andt ouna
E\ re ent with the Council’s st tem%nt regar |n e|n epfe nde ceo IVI§Y
F 1l mel?]eur\ées nks, as expressed In the Me oran um to be'found on pages

Ther% verY brlef discussi ||on ardn]g ﬁ ePdatEms ouncil m| h
make éot e%oard rea|rve 06) SE e hankin, \% ’gmn oar of ver ors
0oIr c'cr)]n S||r: etreé&loennatureo any banking Ieg|slat| n Which 1t might present to the ongress

The meeting adjourned at 3:10 P.M.
HERBERT V. PROCHNOW
Secretary
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MINUTES OF THE MEEIEIEHERRE XHEI %%HMIEC?I?MMIHEE OF THE

November 16, 1948

1 iﬁrepﬂv'de o ek Bunng, Wehington Bt Be Brsent: Wi Brown

g.mc‘je'tﬁ?ﬁm L T e b

now ecretar

regS 19 ank Ie8|saton It was emﬁed 10 sen oar

Cies I Iy e TINONES el it e MemOrandti BB
E& W%IS] W%] t(yv’\ﬁg arﬁ)p (}Z\égdt é ECUMVG ommltte %{?pﬁﬁ i\g}) gars on

as sent

or
L i i i Lt o
%cron gf; L b R

ears 0 e these minutes rel H?f grr(t)orag uﬁ”
era eserve Bogog fsor the omm|ttee on 'Pndependen? hegu?atory %omm|s lons 0 te
oover ommission.

The Committee djscu sedt ubject matter d{) statement be
and Pt'tYre]n Eo tlltne% o|re at|ve otsn E oard’s poss| %e omnaenh ns Fpr %I&

The meeting adjourned at 3:50 P.M.

HERBERT V. PROCHNOW
Secretary.
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MEMORANDUM ABQ/IEHE\P@&J%EI)CQ_F G8VEK%/|\§%BS ZER%% THE FEDERAL

The unf?reseen outcome of .the election has fr tt ught at Iea t a temg reIuctanc
on thelnarto busine concerns in some sections of t ecountr herc |ta
eﬁ%anshonﬁp ograrns, his esrtatront roceeqd wit Psrn SS continue

nrstra lon pro ram relatin to xes or e on a measures
concernrgg usr s]ee ounc ertew onrssc be
EP als ec ion has a ecte ec rrty a ets overnme
pes ﬁe”sus et et o O oot e it i .
TSR Rl B ol

e corporate securitie ofer ert e85 Decalse of |
ation G ost Onement Of expansion plans and thaf a qoy F]rn[ment o0, Vield %t

er cen n ttrac Ve’ Investment In com arrson the proba he
Pedueedt SU f{ly ofahrg gra e Corporates. P P

The mem ers of th 9 OI&”OW frrad ang cI adunrfr ec?nom ‘trend
evident tprou% H vve ve Federal Reserve distri ouncr therefore, Delieyes
thatuntr the tren %wrngtgee fctrn eo smuri |earer |twou| not ea visaple
{0, rock the economrc Pecifica ﬁ ouncil believes it wou ? srrae
under pr eﬂ] crrcums anc C} hane the reserve requirements, (2) the rediscoun
rate, 0 esuppor po Icy Tor governirient Securities.

The Councll fur er beI ev hat increasing bank reserves is.not the proper method of

Irn Ct “n emo |n (%ne op ghe resuFts \fan nere sepnB rserve

rent corﬁ ns rsth tran Fero overnment ecurr re rrom an stoth edera
ere le enefr romrn(ir asing t\ereserves

eerveh robIe rgger()n ny mgm nr)( Q%ySSI reasury. more n%reas
T Wecs Q eéeﬁ?ﬁves I?Ostor)nnht)an?(s a&erse rst]rﬁe overaﬁyesa?rrtrrlnesstj‘SIr

sat |s acto dg %rr % ?t acter of an Increase in reserves in gﬁ Banks affect tﬁ
earnrngso |n Ividua bank nrair

The repeate]d em%hasrson bankdeposrts and on the banks as magorf tor in causrn%
rn ation ep ner one us'| gressron af the panrpa reasons %r Bcurre

|n ation, |ch are {0 oun n the re ?épans on In t oduction of durabl

InC ud ousrnl%and In la rde ense, I(a}nrfwveterans |st

Ures refon al
ANce.-Attemnts controt] >tlimonetar policy an’ inflation W s resulted from
condrtrons rgely outside t |ng syste Ae Cerain 1o be UnSUCCesSy

Th eCo r:r’a crate that memb rs of the Board have on S %me occasions ialled
attent on cly. tg th ose so tsr ethe nkrn stem which are Pnncrgal
sponsible, ort e’ inflation. tS cou F hasrze e the pccasion
permits, it would be very help to a etter public understanding of the situation.

With ttne conditions now p evarlrlng ¥ r%posals to | cre se reserves under the
enta orrtGy tlorequest %rtro u or os still'h erreserves ortosee
rrt or S cra eer es Tor ban swo re or mensbeop(ﬁo
gt ouncil, ankers generay as etrrmenta 0t est INterests
econom
Thri Councrl belr ves it would be hFIpfuI |faco rehensrv study could b made of
hewhoques 10n 0 ank reserves, Inclu ecsas ev\ﬁ]u osesban
? (e vue er auﬁhorr 100 varX r’eservess o or
Ixed detinitely by legislation, and the proper re atrons |po reserves tot eva ouscasses
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of de .osits,.ar]d (}o the size and locatign of Bants. This study piﬁht e un?lertaken by a
Cﬁmﬂg)'t ee'inclu mgnre reanﬁanveso the bankin m&bo Le edeBa overnment,
the han mg epar eti dp tq ds ate ov?rpment a e aq s, An objective and ex-
haustive sttay in this field would be aUseful guide to ultimate legisiation.

r\m nt sech.itief, the Council has at

In.relation to tn\e mattgr of interest raées. on Gover
Rthertlmesstated at under present conditions it Ioud e beneticial to our.ecor\op fo
short ferm rates. EB/en%sma Incre these rates,is hedp In

rea ec?nmﬁ]deeaterﬂa%(ljn for credit hy making both borrowers ang ealnrl<er aware of the danger
In the ?es%ntt sﬂuattion.%e tl!’ﬁi&g oP gn Inc ezasein such rates sﬁoma %e a matte%J 0?
agreement between the Board of Governors and the Treasury.
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PRESENT CAUSES OF INFLATION IN EXPENDITURES FOR DURABLE GOODS
November 19, 1948

ereas the increase in nk logns and investmen in bank depasits appears
ova ec“ ﬁ|s 15 no? rue Fd@res% (?urarl])(f| Eﬂo?in FP POl ¢ c-
nue expansmn These are Tinance Iar% rough the capital” markets, through Tife
Insurance'companies, Or tArough ouSIness savings.

e 1R O A ol B8 S s
Wice as large as In t Os and shows a nlncreaseo flion over To

II%IH thlseg that the ctlv a}c 0rs in the recen{ mélatlon aret? be found, rather
Ehan In cred q Eor erm o eratlnq und' necessary for current opera-
|onswhen evolumeo he country’s business Is so farge.

o tlomlsgrtllr? crease |n Hﬂra ?nt exHendiEU£ej Iéléel to occur t egrEeat of E%%% J er of

run Soly of labor and materta q y}? a
s i*’g Sl e b
s e

INg POWer,
A Iar% rpar of the&e exI}:ée ditures is r%ood nd necesiary for the lon ‘ﬁq term pro ess

&/hrenggHme id e locomotives: Th f:)l eth 1S one OF g, JWE R been Cryi trymg

to do too mu H?oo P s, ar?g that Sas beerﬁ) Iargely respon3|b|e *ng or rising prlces

e prese he3| at|on |nb sm 5 rovstem orary, and the jnflationa trend |s
ol B e e

f, our attentio s6 expenditures on qura
Actve éuseo |on Tt hereq { <omethifg shoutd be done 0 Spréa opera%ons

OVer a onger perlo and o re UCG the'in atlonar pressure
ol B R e e
fatlona I'CeS COU Lﬂ’\e prooie bS[ ere OFF m hO
B'} |V|ngJ%/a ership an respons |I|y|n eld comparable to what"has %N done In
RAE e

peop

nme ajes an mqu epa s 0 dea such IVerse group
of Institutions an s Tor respected Ieadershi

AL A T S e S
E go%mr half? ECI'G ar cye |s%n a|rma }11 {

0
|rman b atlo. esources% 5 r} SOOIP IC I'E res a| es
f as d Danker, an Insurance presi en an INAUS I’Ia IS an agricufturist, a abor
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It ssu Ied th ttgnc mmittee be a Ulsked to examine tge countr (}/shglans and g
rmo exp |t¥]res ra ? 00ds, and make recomm n ations to the governm n]t
SINESS, an ener as t0 what. By”pe? of dura % ﬁ expenditures mi
WIS%X ost one n qrde 0|d congesti fs and ets and a tica Ie
met] ac |eV|n this oa ereco mendatlo so SUC (hm carr
Bs%trnvrvr% tW|th| uranecompames USINESS concerns, and eera stat

ahere tnse%?P?fgrl\avy)?l{lgnggy?stghree aa(eigltantage of focusing public attention on the place
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Billions of Dollars

Producers Consuners _
Plant & . Durahle nstitutional  Tota il ran
Equipment Housing  Goods  Total  (Private) Private  Public  Total
11 18 5.5 1.3

iR

EXPENDITURES FOR NEV]yDAND DURABLE GOODS
I

Sources: 1919-1938—K‘%dvsrﬁluBaegfer%gogggIﬁg?g_fsgé,,}?ge%rggsﬂ%%IExpenditures for
19301945t RtV R b e, Wnermsni e PR oRIg Foocs
el R B A

November 12, 1948
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Expenditures for Durable Goods
Billions of Dollars
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MEMORANDUM TO THE WO% 88UVEEW_ORS FROM THE FEDERAL

Relatrve to the Staff Repo (t on the Federal Reserve Board for the Committee on
Independent Reg ulatory Commissions of the Hoover Commission

The forewodof the r[) eIrmrna Staf Re orhon the Federa (ﬁeser e Bpard tates

a0 et afsuﬂ;he%a%g%”ﬁ? i tlfelcson V1 Vi of mer% tetr

re are |t an IS St subﬁe revision y him.” “‘Conse Ue”th/ rH
memorandum of era vrsorg Cﬁulncn t0 d an ex aus |ve
t? esu ects |scusse |n |nar ta ort. ounr:r wrs est State.som

e proad pringl |eve meri s 0usconsr eration in an |scussrono
t}unctronsl% eP Eedera bankrng and credit agencies. Y
TheC un l| eI|ev |nt1em rntenance the qual banlér tem No change
sho % aew ic wou |ss e[n ven Jf It were destr eto Ve asin e
unre mgsstem It wou rPdp“ ca Y]rm ossrgeto est ls It atﬁe pre i
Xperierce’ over manwﬁars | e chec san alances w h
as the he om et|t| romotes, have been

an in stem o Sh
CONStructi eandp he Yp? ul'in the growth an d[ \>/e0p ento the men an economy.

|though historical . ex r|en ndrc es that a nation cannot have a completel
mdenen?)ent cgnt \h % rt/ esrra tIe thatt ecentralc ﬂhavet e ma |murh
practica |ndepen ence or't ough d action.

The difficult [groblem IS one of m |nta jﬂlng reasonable . |nd en ence, of tt(}etﬁé)z}{g

while pr Vidi Ime the sire ratian ectrveso
mrnrstra |o e oar oudobvrﬁ servren % ¥er)y
chan e|n| owever, the oar must necessa nd ractic mea SOf C
operating wrt reasury In'the development of soun sa and mone ry policies.

The crI does not fa é)rove the su g\Nstr |n the ﬁepost for red the srte of
HWEB ard ¢ Gove ors - ffb members. It the restrg g

|t migt create the un ertarnt}/ éPos ec anges &S 0 0ar

OWer or er he 0ara 1s not 6 arge

W drat t
nov?/noretrh% re]ﬁW ctrvem ?slcshaardg% (r)t)sr portant responsrbr tres
CouncrlI GF%es not bel|ev g grog)osal fpr an Under Secretar of the Treala FX

h ow eexe{ {6 eioress Treasuy oy ret%t)tu ateoqu eltarly ¢
o Eﬁsueﬁaprme asFt Ha&?t l(” rn ﬁ%)ngeecretaen ﬂmehjt

osaeh vrw orn un
retar o rX XDErience [n previous yearsw en r reasury
serve oar [so was not satistactory.
ouncil do rthe creatio ute an Econ mrcP Council
wh deﬁ esetu emakrnga Cﬁ éecu QI;e erai Ith s ect%
nance IenH ban su ervr lon”and, other, econpmic ac nomre
ouncil wr er srbrh |e wouI we ke em orta cea |n uence?
E the ecretar t W QVernars. % amnq
autnority now exists, without furtne Iegrs |on resrden toestabhs an Economic
Policy Council.
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4 The C uncrl favors substantrallgr tbgher salarrefa{bor gtﬁeprqgrnﬁerfe%t% 5tr1]%|tE)3|?lat§/d 8{

OVErno at the remun ar SOme re
t% §ar an(g 50 that men o? t% thghe t competence may?rno' It possrb serve In this

capacity.
| Fed-

The Eou crlblreves ‘he marntena e of the mde dence oft |vr
ern |vr u era eserve

ral eserve srsos Importance hedrr ctorso
ave eau Xresr enso therr res ec |ve

anks should continue to oeeﬁ
an s an ﬁgresr ents of the eder se banks should continue therr resent E
|n mmr ate sal arres ea

Hg |n|n(t] actrvr les of t heOen e: E #
able Independence hnt ema (Rent ki Ividua edera serv% ak s offer the
greatest ssurance that meno ity wi frn executive positions in these ban sattractrve

6.. The Council is opposed t an ro ram hich would place thef nc lons of bank

su eryision otj examrna)tIO n rﬂeh epcoﬂf of the tl)van m@(asgencx |c has ttre
does not be| ve Tt 1S’sound to cogwbr e

nsibi tt ormonetar e cauncl
eamrna q grgn tth the olective ofsfrscgl monetary loolrlc exam
mzlatronss flscal -and monetary

POIICI
" b%aaﬁuartne O [ P oty ediéry;gtggrne il

ccasion, feel 1m e ed to criticize suc |crs and

ban examinations supervision are u e centro the ban age
ma Ing policies. sw 0 are crific ta |a lon In Xxamination
restrict i t reedom fo spea ree wou eun ortunate bot or the banking

system ané1 ’tttew &Ynerrcan economy.
December 3, 1948.

d supervi
orﬂ% bepo Jective and shou not be used to carry out
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NOTE This transcript $f the Secretary’s
notes is not to be_regiarded as complete
or necessarily entirely accurate. The
transcript is for the sole use of the
members of the Federal Advisory Countil.

H V. P

The Secretary’s notes on the meeting of
the Federal Advisory Council on November
14, 1948, at 2:10 P.M. in Room 932 of the
Mayflower Hotel, Washington, D. C. All
members of the Federal Advisory Council
were present, except Mr. Kemper who was
unavmdab% detained until late in the
afternoon because of transportation delays.

THE QUESTION CF THE REORGANIZATION O FEDERAL CREDIT
AGENCIES IN VIEW CF THE ACTIVITIES G- THE HOOR

COVMITTEE.

E. E. Brown states that a day or two after Burgess had submitted
this item, Chairman McCabe telephoned Brown and suggested that the
discussion of this item and the proposal for a National Monetary
Commission should be informal and without written statements on the
part of the Council or the Board. Brown reports that all members of
the Executive Committee agreed to this procedure and he informed McCabe
wo also obtained the agreement of the members of the Board. Before
discussing the above Item, Brown reports that a director of the Federal
Reserve bank of Chicago had given him a resolution which it is expected
the Board of Directors of that bank would be asked to consider this
week The director requested that Brown present the resolution to the
Council for its consideration. The resolution follows:

RESOLUTION

WHEREAS, the Board of Governors is committed to the policy of
maintaining for the foreseeable future the 2 1/2# interest rate on long
term United States Government bonds, and the Federal Reserve System’s
holdings of such bonds have increased from $427,570,000 on November 12,
1947, to over $9,171,000,000 on November 3, 1978, and may continue to
increase at a very substantial rate, particularly in the event reserve
requirements of member banks are further increased, and

WHEREAS, the book (or actual) loss on the Federal Reserve System’s
holdings of Government bonds may reach sizable proportions should the
Board of Governors at some future time materially reduce or discontinue
its present support level of the long term issues of Government bonds,

WHEREAS, in times of financial stress the Federal Reserve Banks
in addition to discounting eligible paper) may be called upon to make
a large volume of loans to member banks pursuant to Section 10 (b) of
the Federal Reserve Act (enacted February 27, 1932), as amended, upon
"hich extensive losses may be sustained, and
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WHEREAS, there is a great disparity between the combined paid-in
,ital and surplus of the twelve Federal Reserve Banks and their com-
bined deposit ltability, it is the consensus of this Board, all of the
J_rcumstances considered, that it would be desirable at this time to
increase the paid-in capital of the Reserve Banks by calling on member
tanks as soon as practicable for the remaining 50$ of their respective
capital subscriptions, thereby siphoning approximately $200,000,000
fron the member banks into the System, which action would be defla-
tionary in its effect and, therefore, desirable under present economic
conditions; now, therefore be it

~ ResoLvep: That the Directors of the Federal Reserve Bank of
Chicago recommend to the Board of Governors that they provide at the
earliest possible date for an increase in the paid-in capital stock of
the Federal Reserve Banks by calling upon all member banks for the pay-
ment Of the remaining 50$% of their respective capital stock subscrip-
tions pursuant to Paragraph 3 of Section 2 of the Federal Reserve Act.

* * * * * * * % * *

E. E, Brown asks the Council for its opinion regarding the
resolution. The members of the Council believe that the proposal in
the resolution may merit consideration at a later date, but this is
not an opportune time to urge action on it. The banks might be
charged with trying to obtain increased earnings by this means. Brown
then states, in connection with the first item on the agenda, that the
last Congress had appointed a Commission to make recommendations for
streamlining the operations of the government and increasing its
efficiency. Various task groups were formed to nmeke the preliminary
studies. George L. Bach has made a preliminary study of the Federal
banking and credit agencies. Brown reports that Bach’'s study has sore
bias but is fairly well done. Bach traces the historical development
of the Federal Reserve System, including the difficult problem of
giving the Board of Governors maximum independence, while having the
Board responsive at the same time to the objectives of the Administra-
tion, particularly the Treasur%/. The report says that making the
Board of Governors a part of the Treasury is not desirable because the
Treasury thinks in terms of raising money, and those measures which
will help it specifically. If the Board should disagree with the
Treasury, it would be difficult for the Board to be effective. A
rcgjor question is how can greater coordination be brought about so that
the Board can retain independence and still cooperate with the objec-
tives of the Treasury. Brown states that the Bach report suggests re-
ccing the Board from seven to five members, four of whom would be
alinted for eight years each, which would mean one member going out

office every two years. The fifth member of the Board would be an
Nssistant Secretary of the Treasury for Banking. Provision is nede
for giving the President power to remove the Chairman of the Board.
Tre report also sets up an Economic Council, but it would have no
P>er to issue directives.

Fleming understands that the person who prepared this report
spent'ﬂﬁQut twenty minutes each with the head of the FDIC and the
er.

stroller
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. E E. Brown. The report says that logically the goverrvnent should
i the stock of the Federal Reserve banks but that this is not too
important. The report suggests electing Federal Reserve bank directors
" they are now chosen. The report also suggests that the presidents
\} the Federal Reserve banks should be appointed by the Board of
governors and confirmed by the directors of the Federal Reserve banks.
promn states that he dislikes this latter suggestion as there have
seen_instances in the Bast when attempts have been made to appoint
residents of Federal Reserve banks for political reasons when it
woud help to straighten out difficult situations which had arisen in
Washington.  The report also suggests that with a Board of five
ambers, no presidents of the Federal Reserve banks should be on the
jpen Market Committee. The report also discusses bank supervision
under the Comptroller, the FDIC and the Federal Reserve System. It
states that logically there should be only one system of k super-
VISIOn but that this is not possible now. The report adds that where-
& there is some waste now because of the present system of examina-
tion, the waste is not too serious. The report also expresses the
belief that bank examination and supervision should be interrelated
with monetary policy. Brown believes that the officers of banks would
be the persons most™ likely to criticise Federal Reserve policy, and
would hesitate to be critical of policy if the supervision and
examination of their banks were related to monetary policies.

Fleming. Edgar E. Mountjoy telephoned him and said that the
Executive Committee of the National Bank Division of the American
Binkers Association was drafting a statement protesting any weakening
of the functions and position of the Office of the Comptroller of the

Currency.

Burgess states that Haynes felt that the Comptroller’s Office
should not be under the Treasury where it may be used for political
purposes. Haynes may have thought of the Federal Reserve Board as the
place to put the functions of the Comptroller's office, but Burgess
thinks that those who discussed the matter with Haynes have convinced
hmof the undesirability of the move he may have had in mind. The
language describing the responsibilities of the Comptroller's offite
could indicate clearly that supervision was separate from the functions
of the Secretary of the Treasury as it has always been up to recent

years.

Fleming. The Comptroller’'s office is pleased with the National
“ak Division letter, but thinks the language could be strengthened.
;ieming believes McCabe is not particularly anxious to have the super-
visory powers, whereas Eccles wishes to have them.

E. e Brown asks whether the results of the election have nede

change in the suggestion for a National Monetary Commission.
73 under the impression that the idea was suggested on the basis of
;re anticipated election of Governor Dewey. Brown is inclined to
elieve that it would be unwise to advance the idea of a National

onetary Commission at the present time.

'0 Jferfess states that he talked with Mr. Mitchell who believes that
ittle should be done or proposed now. If we look at the banking
Ration objectively, and assume we could get Congress to do anything
7Msh there is actually very little that needs to be done urgently,
fgﬁgrly when one considers the risk attached to introducing any
St. Louis
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Fleming believes Snyder is opposed to many of the conclusions

__the Bach study.
in

EI- E. B[own asks the opinion of the Council regarding the idea
f a National Monetary Commission, and all members of the Council
agree that it is not desirable now to suggest it.

Burgess thinks that one of our principal jobs as bankers is to
remoe the emphasis now given to monetary policy as the cause of our

rroblems.

Atwood a'eﬂ_orts that John S. Graham, Assistant Secretary of the
masury, t0/0 him he was surprised that no insurance executive had
answered Parkinson.

E. E. Brown believes that the Council might express its opinion
o sore of the general aspects of the Bach report.

Fl,ehning asks whether in substance the report does not aim at doing
any WIth the dual banking system and centralizing authority.

E. E. Brown is opposed to centralizing supervision in a Board
that has policy-making functions. The bankers are going to be the
main policy critics, and it would be clearly undesirable to place
temin a position where they would hesitate to criticise policies
because of a possible retaliation in the examination of their banks.

Odlin thinks this report is a definite step to nationalize banks.

E. E Brown. There is also the question of giving the Board
poner to select the presidents of the Federal Reserve banks.

Fleming. A president of a Federal Reserve bank who had been
selected by the Board of Governors would hardly dare to oppose the
special reserve plan as Sproul did. Incidentally, Senator Glass felt
that Secretary Mellon was too dominant on the Federal Reserve Board.

Burgess believes that to have the Secretary of the Treasury on
tre Board of Governors weakens the Board. He states also that having
atop coordinator weakens the position of the Secretary of the
Treasury.

Fleming favors a salary of $25,000 for the members of the Board.

> T. Brown asks whether the salary provision is a part of the
r'reraT Reserve Act.

iL-E* Brown states that the matter of increasing the salaries of
";ard members could be included with suggested increases in other
I"ernment salaries, and it might not be necessary to rewrite the

Eral RESErVe Act.

gurgess believes it is not desirable to dignify this preliminary
it rfcbyindetailed discussion of it. It would be better to discuss

Inits broader aspects and philosophy.
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y E. Brown states that Eccles wishes the reserves raised and
Jjpf does not.

Sde
Fleming believes the Board has negatived any gain it may have
M}Opated from raising reserve requirements.

K E. Brown. The question of the independence of the Board and
mnﬁrcoebslselr}]ys for going along with the Administration is one of the

Burgess. In country after country, the central banking author-
ities1™ the last analysis have had to go along with the Administra-
tion A government is wise which keeps the central banking authority
independent so the central banking authority can take the criticism
~enthe brakes have to be put on an inflation. Burgess questions
tether the person who wrote this preliminary report ever heard of
ris principle of central banking.

E. E. Brown states that he is strongly in favor of maintaining
tre dual banking system. Basically, any overhauling of the banking
system should aim at preserving the dual system.

Odlin thinks the Council should comment on the report in terms
o broad principles.,

E E. Brown summarizes some of the broad principles upon which
tre Goucil agrees:

(1) On the whole the Council believes that the dual
ranking system should be maintained. It should not be weakened.
'hecks and balances which a dual banking system provides have been

constructive;

(2) The Council realizes the problem of maintaining the
independence of the Board at the same time the Board works with the
Administration. Some independence of thought and action by the Board
Is desirable. The Board should not be subservient to every wish and
lewpoint of the Treasury, but it will also find many practical ways
N~ cooperating with the Administration;

(3) The Council does not favor an Economic Council. This
'‘Qucl would weaken the position both of the Board of Governors and
mSecretary of the Treasury. Moreover, the President has ample
“thority to appoint a Council without additional legislation;

(4) The Council favors substantially higher salaries for
members of the Board of Governors;

(5) The Council believes that the Independence of the in-
. Mial Federal Reserve banks is of prime importance, including such
/''ters, for example, as the election of the president of a Federal
ff ye bank by its directors and the participation by the presidents
r, e Federal Reserve banks in the activities of the Open Market

‘Nittee |
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.. |46) ~ The Council opposes combining the functions of bar

MErvISION and examination with the objectives of fiscal and monetary
Ylicy. Bank examinations should be objective and should not be

to carry out fiscal and monetary policies. Bankers nmay on
Occasion wish to criticise Federal Reserve policies, and they will be
*ellttant to do so if bank supervision is Interrelated with fiscal
'ra mon%crxry policy. They will hesitate to criticise policies because

POSSINIE” retaliation in bank examinations. Freedom of speech would
v restricted to the detriment of the banking system.

Penick states that he came to the meeting with the Impression
that the Hoover report was a dead cock in the pit. H doubts whether
the Democrats would accept it,

E. E. Brown thinks they might take those parts of the report
they felt they could use.
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A DISCUSSION OF FURTHER STEPS IN GONNECTION WITH
RESERVE REQUIREMENTS, AS WELL AS THE QUESTION CF
THE TIMING OF RATES ON SUBSEQUENT GOVERNIVENT ISSUES.

K. E. Brown. It is within the power of the Board of Governors
~increase reserves, but the fixing of interest rates is within the
wer of the Treasury, except as it involves the activities of the
Ven Market Committee. Brown then comments off-the-record on sone of
L deve ogmentf in business since the election, indicating cancella-
tios of Capital expansion programs and a reluctance to proceed with
LU plans until the Administration program on excess profits taxes,
Mxar legislation and other matters iIs announced.

FIeming thinks the Council should ask whether the Board proposes
to advance the special reserve plan or what the Board may have in
Sind.  He believes they are planning some move.

Atwood asks how one can account for present bond prices.

Burgess. Ore reason for the present bond prices is the belief
that the Administration is determined to hold prices,and people accept
the ability and willingness of the Administration to support govern-
ment security prices. In addition, as E. E. Brown has suggested,
there are cancellations of some capital projects. If the Administra-
fion should proceed with an excess profits tax, and other proposals
which would cause more hesitation in business, there might be a re-

cession.

S. E. Brown thinks the people believe this Administration will
hdd bond prices.

Spencer. If the Administration enacts an excess profits tax, he
believes that industries would not be inclined to expand. Sone utili-

ties, however, may continue to expand.

Burgess. The trend is not clear. Some business concerns are
cancelling their expansion programs while others are going ahead. If
trere is to be further inflation, it will be in durable goods.

Williams. Consumer credit has declined. Sore smaller industrial
'‘Overrs are beginning to slow down and larger concerns are inclined

Owait regarding plant expansion.

Fleming. Real estate activities are down, but the utilities are
c¢ntinuing to expand.

L T. Brown states that there are no large manufacturing concerns
hisMaistrict. Real estate and housing are showing a rather marked
"ne. The tendency is to stop, look and listen.

32722.  comments that business in his district is going along
c' « Afew companies may be slowing up but the utilities and oil
Clrn*es are s”ill expanding. Consumer credit is off, and the second-

patized g Sriarket is definitely off.
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Atwood says that the trend is mixed although he has not heard of
dly major cancellations ofexpansion programs. He thinks it is too
early to trace any definite economic trend. His district has never
been as prosperous as it has been in the last few years.

Penick reports there has been no real slowing up of business
activity in his district. Retail business activity is high, and the
cotton and rice crops have been good.

J. T. Brown states that in his section the merchants have heavy
inventories.

Woods reports business in his district is good, especially in
Texas. A very profitable crop is being marketed. He has heard of no
Majol' cancellations of construction. Small construction is still
going ahead. Some farmers are inclined to increase thelr acreage.
Oil production has exceeded the all-time high,

Odlin. The situation in his district is complicated by the
shipping strike. There have been substantial expenditures for power.
Oregon and Washington voted for large pensions and bonuses. A great
deal of school construction is going on. The used car market is down.
Odlin has not noted any serious overstocking in inventories. He has
been told that there is no real lumber market and that the honeymoon
in lumber may be over, although the plywood market is still good.
Odlin cannot say that the deflation has come, but he feels that every
day we are a day nearer it. The apple market 1is not good.

E. E. Brown states that he has talked with a representative of a
large paper company who says that the market for fine paper is not
good.

Burgess. From the comments which have just been made it is
obvious that the picture 1is not clear. From the standpoint of the
Board it would be Qlogical not to make any deflationary move at present.
IT there Is any inflation, it is not in bank credit but in durable
goods. Burgess then presents members of the Council with copies of

the two pages which follow Indicating the expenditures for new durable
goods.
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November 19, 191*8

Present Causes of Inflation in
Expenditures for Durable Goods

Whereas the increase in bank loans and investments, and in
tank .dePosns appears now to be checked, this is not true of ex-
pend!tu €S for durable goods, which show continued expansion. These
are financed largely through the capital markets, through life in-
suranCé companies, or through business savings.

o The figures are shown in the attached table and chart, which
indicate that expenditures for new durable goods in 1948 are likely
to total about $57 billion. This is more than twice as large as in
the late '20's, and shows an increase of $8 billion over 1947.

It is in this area that the active factors in the recent
inflation are to be found, rather than in bank credit, which is the
short term operating fund necessary for current operations when the
volume of the country's business Is so large.

With some increase in armament eernditures likely to occur,
the greatest danger of inflation lies in this area of durable goods.
It is these huge expenditures which tend to run beyond our supply of
labor and materials, and far beyond the amount of the nation’s
savings and lead to sales of securities to the Federal Reserve Banks.
Expenditures of this sort have a doubly inflationary effect, because
to a considerable extent production in this field involves the pay-
ment of wages and the purchase of materials, which creates pur-
chasing power, but does not create the things that individuals nay
buy with the money.

A large part of these expenditures is good and necessary for
the long term progress of the country. W need more houses, nmore
utility capacity, more hospitals, new productive machinery, and new
locomotives. The problem is one of timing. W have been trying to
d too much too fast, and that has been largely responsible for
rising prices.

If the present hesitation in business proves temporary, and
the inflationary trend is resumed, we ought to turn our attention to
these expenditures on durable goods as the active cause of inflation.
It is there that something should be done to spread operations over a
longer period and so reduce the inflationary pressure.

. If the same critical examination and campaign of public
,3ucat|on were undertaken in this field as the bankers have voluntar-
iIly undertaken in the field of bank credit, the inflationary forces
i;fuld be dampened down. The problem is, therefore, to find methods
g|wng leadership and responsibility in this field comparable to
dS”been done in bank credit.
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Expenditures for durable goods cover a vide range, from
business plant and equipment, through railroad equipment, housing,
automobiles, and public spending by the Federal government and by
states and municipalities. To deal with such a diverse group of
institutions and people calls for respected leadership.

It Is suggested that a capital goods committee be appointed
by the President, consisting of such government officials as the
Secretary of the Treasury, the Chairman of the Federal Reserve Board,
Bhe.Secretary of Commerce, the Chairman of the S.E.C., and the

8rman of the National Resources Board; and consisting also of
PUDIIC representatives, such as a banker, an insurance president, an
industrialist, an agriculturalist, and a labor leader.

It is suggested that this committee be asked to examine the
country®"s plans and program of expenditures for durable goods, and
make recommendations to the government, to business, and the general
public as to what types of durable goods expenditures might wisely
be postponed in order to avoid congestion of plants and markets, and
practicable methods of achieving this goal. The recommendations of
such a committee would carry great weight with insurance companies,
business concerns, and the Federal and state governments.

This proposal would have the advantage of focusing public
attention on the place where the inflationary danger is greatest.
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Producers
Plant &
Equipment
1919 7.1
190 8.3
19 5.2
1922 5.8
1923 7*9
192 7.7
1925 8.2
1926 9.1
1921 §.8
1928 8.8
1929 10.1
1930 8.3
1931 5.1
1932 2.8
1933 2.4
1934 3.4
W35 4.3
W36 5.8
g
w39 gé
1940
1941 7.4
O
1944 5-3
6-4

1945
hr o
1948 19.1

22.0

SourCes.
1939
N6
HAHMA_
121 1948

Digitized for FRASER

http://fraser.stlouisfed.

org/

Federal Reserve Bank of St. Louis

Expenditures for New Durable Goods
Billions of Dollars

Consumers
Durable
msing Goods
1.8 5.5
1.7 6.4
2.0 5.1
3.4 5.7
4-4 7.3
4.8 7.2
5.1 7.8
4.8 8.5
4.6 8.1
4.4 8.6
3.2 9.2
1.8 7.0
1.4 5.3
5 3.3
4 3.4
4 4.4
-8 5.5
1.4 7.1
1.7 1.1
1.6 5.8
2.2 6.4
2.5 7.4
2.9 9.1
1.4 6.3
.8 6.6
.6 6.2
-8 7.7
3.4 16.2
5.5 21.0
7.4 23.0

Total

11.
11.

12.
13.
12.
16.
12.

A WWO O ¢
0w~ O© oON U MM 0 0O~ © ©O NP RPN

A OO O

w

N OND_~O

Institutional
(Private)

.2

SN N AR

ONNNO

NN N

NN R

NENEN

=

SR I N

Total Total Granc
Private Public Tota:
14.5 9 15.5
16.7 1.2 17.9
12.6 1.5 14.1
15.3 1.7 16.9
20.0 1.6 21.6
20.0 1.9 21.9
21.7 2.1 23.8
23.2 2.1 25.3
22.2 2.4 24.6
22.5 2.5 24.9
23.1 2.4 25.5
17.7 2.8 20.4
12.2 2.6 14.8
6.9 1.8 8.7
6.3 1.3 7.6
8.3 2.0 10.4
10.8 1.8 12.6
14 .4 3.3 17.7
17.2 2.8 20.0
13.1 3.4 16.4
14.8 3.4 18.3
17.5 3.6 21.1
21.6 6.7 28.3
14.8 13.8 28.6
12.6 9.2 21.8
13.2 3.6 16.8
16.6 3.1 19.7
34.0 2.2 36.2
46.0 3.1 49.1
53.1 4.2 57.3

- 193B - Federal Reserve Bulletin, Sept. 1939,

~ 1945 - Federal Reserve Bulletin,
Goods Expenditures,

- 19//g - Confidential Federal

tures for New Durable Goods 1919-1938"

R. Koch.

Koch.

1939-4.5",

Sept. 194-6,
Doris P.

"Estimated Expendi-
, George Terborgh.

"Estimated Durable
Warner and Albert

Reserve Report, October 6, 1946,
"Estimated Durable Goods Expenditures 1946-48", Albert R.



Expenditures for Durable Goods
Billions of Dollars
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Odlin believes it is time to ask the Board to leave the bank
reserve position alone, as banks are controlling their credits satis-

factorily .

Burgess believes that the Board will ask for more power. By its
arbitrary action on reserves the Board has reduced the earnings of
sore banks. The ratio of earnings of banks to capital is much less
than the comparable ratio of earnings of business to capital.

S. E. Brown thinks that there may be some differences of opinion
on the question of earnings, 1in view of the prices at which stocks of

corporations are selling.

Odlin says that the banks are entitled to be free from the
"heckling”at least for a time.

Fleming does not believe the banks can iIncrease their iInterest
rates at present.

Spencer believes the two per cent rate is soft.

Fleming states that McCabe was influenced by a statement of Kurtz
that the increase 1iIn interest rates will offset the losses banks have
experienced because of the higher reserve requirements.

Burgess. The holdings of the Federal Reserve System have iIn-
creased when they should have decreased. IT the demand for capital
exceeds the supply,then the price should go up.

P.P.1.C. ASSESSMENT.

Burgess states that the banks were promised relief when the fund
reached one billion dollars.

Brown believes it would be desirable to raise any question

EI rgﬁlfi? on the FDIC assessment through some channel other than the
0T Governors.

BoardSpenc:er thinks it would be a mistake to take it up with the

Brown. After various members of the Council agree with

E. E.
SP%HCGI’S viewpoint, Brown states, that it is apparently the sentiment
\(l)\lth ? Council that i1t would not be advisable to take up this matter

he Board of Governors.

The meeting adjourned at 6 P.M.
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All members of the Council were present.
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************************

E. E. Brown presents Dr. Southard who speaks on the su?ject
"Current Developments in International Finance”. An outline
Dr. Southard’s talk follows:
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CONFIDENTIAL

CURRENT DEVELCPVENTS IN INTERNATIONAL FINANCE

X The current situation in international finance.
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Belgium
1946
[ 77.8
1 84.8
11 90.1
v 99.2
1947
| 102.5
11 108.2
i 100.8
v 113.1
1948
| 115.6
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Denmark

CONFIDENTIAL
LEVEL OF INDUSTRIAL PRODUCTION IN ERP

QUARTERLY

(1938 - 100)

Western Nether-

France Germany Italy lands Norway
67.3 23.1 35.3 61.4 92.7
82.7 26.4 60.1 68.3 103-3
77.0 30.5 71.5 75.9 94 .7
89.7 30.0 66.0 88.1 110.0
93.0 25.0 62.2 83.8 113.3
100.3 31.9 80.3 89.1 %%)%g
91.3 34.7 90.0 91.1 )
95.7 36.1 85.8 105.3 120.0
109.7 38.1 79.5 101.7 125.3
1X4.0 40.3 g2.4 106.6 133.3
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B. ERP-area.

1. In early stages of recovery effort,

some overvaluation
justified, with emphasis on

imports rather than exports.

But time coming when exchange adjustments consistent
with balance-of-payments necessities must be faced,

3. Very rough guess is that 1949 is still too early
for exchange adjustments on wide scale.
a. Cited conflict of opinion: Hazlitt, Haberler,

Balogh (latter writing in Harris®" new book on
Economic Foreign Policy).

But some countries (Norway? Sweden? Denmark?) may
be ready for adjustment during 1979> provided they
can assume sterling-dollar rate will not change.

My own hunch 1is that sterling-dollar rate will not
change during 1979

* K X X K KX KX KX KX KX X X *

The meeting adjourned at 3:30 P.M.
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On November 16 Igiift

Federal Advisory Council hpih°® A'M th®
meeting with the Board of r™ a joint
the Federal Reserve System ?ne” ° rs of

Room of the Federal Reserve BuUdingard

All members of the fmmon ,

and the following members oflhe?olrf’
of Governors were orespnt. ou aoard
Governors Eccles, Szymczak, Draper*Evanfé6"’
Vardaman and Clayton; also Hr. Car”enle? °
Secretary of the Board of Governors

A DISCUSSION OF FURTHER STEPS IN CONNECTION WITH
RESERVE REQUIREMENTS, AS WELL AS THE QUESTION OF
THE TIMING OF RATES ON SUBSEQUENT GOVERNMENT ISSHIF.»

E. E. Brown states that McCabe telephoned him suggesting that the
discussion of the Hoover report be Informal and without written state-
ments. The Council believes this procedure is desirable, and iIn view
of the outcome of the election the Hoover report may be less signifi-
cant than if Dewey had won (Eccles comments,"words of wisdom”).

Brown says that it may be desirable to consider the second item on the
agenda first, as given above, and discuss the first item on the agenda
during the latter part of this joint meeting.

McCabe agrees.

E. E. Brown says that the unexpected outcome of the election has
brought at least a temporary reluctance on the part of business con-
cerns in some sections of the country to promote their capital expan-
sion programs. Business 1is concerned with such questions as e ex
cess profits tax, the Taft-Hartley law and other matters affecting
business. The Council believes that susiness concerns will be n-

olined to wait on expansion plans until t h e d o .

is announced and there is some indication o w , Of the feeling
The government bond market is stronger, ed prices, and also

that the Truman Administration will .me OF new corporate secur-
partly because of the feeling that t e cancellation or postponement
itiea offered will be less because of the = 2~ ves that until the

" expansion_plans. The Council clearer, it would be best
trend fOIIOWIng the election becomes much c no(. be d r_

n°t to "rock the boat". The Council believes rediscount
to change (1) the reserve requirements,™ 2 ) ™~ _ connection
r*te, and (3) the support prices ® ea the Council believe bank
with the recent increase in ban unfavorable. Increriem of in-
general sentiment of bankers dealing with the P~bl
reserves is not the proper meth crease in bank reser
Ration. One of the results of «« “ ®fer of 6 N N f n”any

?esent conditions is si Pp’\ Serve S stem, there® " ¥ ~ d maklng the
om banks to the Federal reasing reserves anj(C over.

Possible benefits resulting f Treasury more d arbltrary increase
Problem of debt management by ) ~ but an dversely. The
earnings of banks may be satlSt indlvidual banks a~~ A~ fde
reserves affects «n. earnings question of
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beSt method of determining the proper reserves. The study should be
comprehensive one embracing all aspects of the subject. The

repeated emphasis on bank deposits and on the banks as a major factor
in causing inflation gives the public an erroneous impression of the
principal causes of the current inflation, which are to be found, for
example, in the great expansion in durable goods and iIn other areas
of our economy that have been discussed on previous occasions by the
Board and the Council. Attempts to control through monetary policy
an inflation which has resulted from conditions largely outside the
banking system are certain to be unsuccessful.

The Council appreciates that members of the Board have on some
occasions called attention publicly to those factors outside the
banking system which are principally responsible for the inflation.

IT these facts could be reemphasized whenever the occasion permits, it
would be very helpful to a better public understanding of the situa-
tion. With the conditions now prevailing, any proposals to require
still higher reserves, or special reserves for banks, would be opposed
by the Council and by bankers generally. In relation to the matter of
interest rates on government securities, the Council has at other
times stated that under present conditions it would be beneficial to
our economy to have a modest rise in short term rates. However, the
exact timing of any increase iIn such rates should be a matter of
agreement between the Board of Governors and the Treasury.

McCabe states that he thought an informal discussion on this
whole subject would be desirable.

Burgess presents to the members of the Board copies of the figures
for expenditures for new durable goods which he had given to the
Council previously, and which are included earlier in these notes.
Burgess states it is important to emphasize these expenditures so that
the public can be educated as to the significance of the durable goods
expenditures as they relate to inflation, rather than to place con-
stant emphasis on bank reserves and on banks as the source of the iIn-

flation.

McCabe. 1t is also important to know something of the type of
capital expenditures. Some capital expenditures are good and some are
bad. McCabe asks whether there is any information on the sale of
government securities by Insurance companies.

Burgess states he understands there is a distinct pause iIn the
sales of government securities by the insurance companies.

Fleming has been informed that the sales of government securities
by insurance companies have practically dried up since the election.

McCabe asks what the Council thinks of the allocation of raw
materials.

Burgess states he prefers someone else would speak on this
Point" He believes that the restrictions may have been removed too

soon on the size and type of building.

McCabe. Does the Council feel that the deflationary forces may
Digitized for fHOWEPe greater than the inflationary forces?
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E. E Brown states that the Council does not know. The opinions
mixed] Brown has Tound some *cancellations of expansion programs

ifhis district.

Eccles. The result of the election may have been beneficial.
TF theTelection brings a change in psychology, it will accomplish what
* monetary authorities have been unable to do. Dewey’s election
ay have meant a boom psychology.

E. E. Brown replies that there may be much to what Eccles has
said. Many business men are somewhat apprehensive.

Evans. How soon will they get over this feeling?

E. E. Brown. It depends on the program the Administration
announces and the attitude of Congress.

McCabe feels that to a certain extent the present attitude of
business may be helpful.

Draper thinks it may be helpful if it does not go too far.

Spencer comments that the absence of a good equity market has
meant more bank loans.

Eccles. We are trying to make up the backlog of shortages in
various fields much faster than we should. The volume of credit we
now have should be more than sufficient to meet our needs. Banks have
expanded credit, whereas the government has reduced the supply of
money. The banking system has completely nullified the government
program. The attitude of the banks is one of trying to blame infla-
tion on everyone else but the bankers. The bankers should assume
their share of the responsibility, because the backbone of an infla-
tion Is money. The Board did not have the opportunity to restrict
credit after World War 11 as was done after World War 1.

Fleming states that Eccles has not given the complete facts back
of the situation. At the end of World War Il there was a fear that
we might have eight million persons unemployed. Higher wages were
granted, and every encouragement was given to prevent an anticipated
depression.

Eccles. The government did promote housing and state and local
governments did make large expenditures. The Council previously recom-
mended no increase in the reserves. The Board had to increase the
reserves or withdraw the support of the peg. The last reserve iIn-
crease merely sterilized the inflow of gold and the purchase of secur-
ities from insurance companies and others. IT reserves had not been
increased, the banks could have expanded credit further.

Fleming. How can the cost of living be reduced with support
Prices for food?

Eccles. Prices are not down to the support prices.
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J. T. Brown. What effect has government lending to a bank for
cooperatives and the C.C..C. 1in promoting the inflation? If the
government did not make Iloans, the cotton would be sold. Cotton is
being put under the loan at prices above the market._

Odlin states that he does not wish Eccles* remarks to go without
further disagreement with the views Eccles has expressed. The price
mechanism performs an important function in our economy. An inflation

cannot be stopped simply by increasing reserves.

Burgess. Credit expansion cannot be stopped as long as the
spigot is open so insurance companies can sell government securities.
Insurance companies sell their government securities and place the pro-
ceeds iIn the economy. IT there 1s a volume of capital goods expansion,
it will require bank credit. Banks are obligated to grant credit to
customers to carry on their businesses after their capital goods ex-
pansion is an accomplished fact,, Emphasis 1is being erroneously placed

on the banks as the cause of all the trouble.

Szymczak. Assuming the insurance company selling and the capital
goods expansion cannot be stopped, what else can be done?

Burgess. The United States government has done nothing to cur-
tail its own capital expenditures.

Szymczak. Just what can the Board do about Congress when the
public has apparently approved further expenditures?

Fleming reads fTigures from the monthly letter of the National
City Bank of New York for November 1978, showing that the biggest
suppliers of new funds to the corporate bond and mortgage market this

year have been the life iInsurance companies.

Eccles. The insurance companies are the worst offenders. We are
in a dilemma on this problem.

McCabe comments that this is an unusual situation where the
regulatory body sits with those to be regulated and discusses major
phases of the regulations. As the world and the United States drift
to the left, it is iImportant to preserve this freedom of discussion.

Fleming. Only a few years ago everyone said the banks were not
extending credit and now the responsibility for the inflation 1is
blamed on them. There 1is a danger that the banker may be placed in
the doghouse, and then the next step may be the government extension
of credit. When that happens, the free enterprise system is through.

Odlin asks whether the Board anticipates requesting more power
over bank reserves; if so, the Council would like to have time to
arrange a caravan to come to Washington to appear against the proposal

McCabe. The Board has not had a meeting yet on the subject.
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THE QUESTION OF THE REORGANIZATION OF FEDERAL CREDIT
AGENCIES IN VIEW OF THE ACTIVITIES OF THE HOOVER COMMITTEE

Brown states that the Council Tfinds itself in agreement on a
number of major principles relative to the Federal banking and credit
agencies. (1) The Council believes in the maintenance of the dual
banking system. No change should be made which would weaken this
system. The checks and balances which a dual banking system provides
have been constructive. The Bach report states that all banks should
logically be under Federal control,but it says that politically this
is not possible. (2) The Council realizes the problem of maintaining
the independence of the Board while providing at the same time reason-
able cooperation with the Administration. It Is iImperative that the
Board have reasonable independence of thought and action. It should
not be subservient to the Treasury and to every change in the view-
point of the Treasury. However, the Board should, whenever possible,
find practical means of cooperating with the Treasury in the develop-
ment of sound fiscal and monetary policies. The suggestion in the
Bach report for reducing the size of the Board to five, including an
Assistant Secretary of Banking in the Treasury, 1s not desirable, as
it would reduce the importance of the Board. (3 The Council also
does not agree with that portion of the Bach report which favors the
establishment of an Economic Council. An Economic Council would re-
duce the importance of the Board. Moreover, the government has power
to create a council now, without asking for legislation. @) The
Council favors substantially higher salaries for the members of the
Board of Governors. (5) The Council believes that the maintenance of
the independence of the individual Federal Reserve banks is of special
importance, including such matters, for example as the election of a
president of a Federal Reserve bank by its directors and the partici-
pation by the presidents of the Federal Reserve banks in the activi-
ties of the Open Market Committee. (6) The Council opposes combining
the functions of bank supervision and examination with the objectives
of fiscal and monetary policy. Bank examinations should be objective
and should not be used to carry out TfTiscal and monetary policies.
Bankers may feel 1impelled on occasion to criticise Federal Reserve
policy, and they may be reluctant to do so iIf bank supervision is
interrelated with fiscal and monetary policy. Bankers who are criti-
cal may fear retaliation in bank examinations. Freedom of speech may
be restricted to the detriment of the banking system.

McCabe expresses appreciation for Brown"s analysis of the Bach
report and states that the analysis was most comprehensive and help-
ful. He states that the Board has not made a study of the Bach
report. IT the analysis that Brown has made could be studied point by
Point, it would be very much worthwhile. He wonders 1if everyone has
an understanding of the dual banking system and its limitations. He
asks what there is that could be done to make the dual banking system

more constructive and make it work better.
Odlin states he believes it works well now.

McCabe. Bankers in the small banks question the value of the
Federal Reserve System.

Atwood. It may be the matter of reserves which concerns them.
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McCabe replied that reserves do concern particularly the small
panics, but despite the recent increase In reserves, the System has a
gain iIn members. He asks what can be done to make the System better.

Atwood. One thing that can be done is not to increase the
reserves fTurther.

XB. E, Brown points out that competitive pressures in the dual
banking system have brought improvements in banking. He doubts
whether small banks in small cities do obtain real advantages from
membership in the Federal Reserve System. On the other hand, there
are a number of good-sized State banks that should belong. He does

not believe membership should be compulsory.

J. T, Brown. There Is no real reason for some small banks to

belong to the System. They make their income from small charges.
Membership In the System would give them all the disadvantages and

none of the advantages.

McCabe. Would it be advisable to make non-member banks subject

to the same reserve requirements as member banks?
J. T. Brown. It would be greatly opposed.

McCabe. The small member banks favor making reserve require-
ments apply to the non-member banks.

J. T. Brown thinks there is some selfishness in this viewpoint.

McCabe asks what the Council would say to the small member banks
who complain of the disadvantages of the System.

There are disadvantages 1in exchange requirements,

J. T. Brown.
There 1Is room iIn our

reserve requirements, and loan limitations.
economy for both member and non-member banks.

%%}{ard TR havis Io rnrﬂgﬁftm@uroafngee%me et Havg mepmm

T. Brown. The F.D.1.C. was the result of a national emergency.
The banks own the Federal Reserve System,

Szymczak differs with J. T. Brown’s viewpoint and states that
only in a sense do the banks own the System.

McCoy. The small state banker remembers 1957 He remembers the
Federal Reserve bank required every nm-member bank to ship currency
in that period. A non-member bank can operate satisfactorily.

non-member bank carries correspondent
It hesitates to split
Reserve bank fron

Fleming. IT a small
accounts from which It gets special services,
Its balances and give part of them to the Federal

whom It cannot get such personal service.
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Penick. A small non-member bank can carry a clearing account
with a Federal Reserve bank and get almost all the advantages of
membership.

McCabe states that in Philadelphia he heard comments that the
large city banks had urged small banks to withdraw from membership*

Williams. The Federal Reserve bank in the third district is
making a real effort to sell bankers on the value of membership in
the System, . *

Atwood states that the situation Is very competitive 1iIn the
ninth district with the Federal Reserve bank giving forums, parties,
and arranging other activities of interest to the bankers.

Fleming states that politically it is impossible to get all
bankers in one system.

E. E. Brown suggests that some consideration be given now to the
question of tlie independence of the Board of Governors. History has
shown that a central bank cannot be completely independent. It may
be said that the Board must go along with the Administration and be a
department of the Treasury, but the Council believes it is highly
desirable to have the maximum amount of independence in the Board.

The Board must recognize, however, that if i1t opposes an Administra-
tion too strongly, ways will be found- by that Administration to meet
the situation. Appointments may be made to the Board so that they

run out every two years, and there may be pressure for resignati ns.
Such a scheme as the Bach report suggests of having an Assistant
Secretary of the Treasury for Banking is not desirable. The Secretary
of the Treasury was at one time a member of the Board. He attended
meetings when iImportant matters were being considered, and sometimes
perhaps dominated the discussion without knowing the facts. At other
times the Secretary of the Treasury sent an Assistant Secretary of the
Treasury. The Council does not favor reducing the number of members
of the Board, as it believes the Board*s Influence would be weakened.

Fleming. Every time a new President took office he might wish to
reduce or change the number of members of the Board.

McCabe. As a Board we have not discussed the Bach report.

Evans thinks the Council made an exceptionally good statement on
the Bgch report.

E. E. Brown reports that the Council can see no advantage in the
proposal for an Economic Council.

Eccles. In connection with the discussion on the independence
°f the Board, the question is "independence of what?" According to
the statement of the Council the Board Is not to increase reserves;
it is not to change the rediscount rate; it is not to change the

Sagged bond prices. The Board is not to increase membership in the
Federal Reserve System. The Council believes merely that the status
Quo should be maintained. Eccles then reads the following statement
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Cong. Rec., House of Representatives Sent *

(Mr. Glass speaking) Soptember 10, 1913

"The aim of this measure iIs th t,,

from banks other than those to which”~h”sV686™ 63
ultimately bank reserves will J 1S/ J.?elon«- 30 that

of the banks to which they beloL «n*Pn t? In the vaults

reserve banks,, reserve bank/s\ takiL 2 ~ In the reSional
reserve city an centra resert theplace of exIsti
to member banks.” Qity bank3 in their relation

* X KX KX KX KX KX X X *x

Eccles continues by reading the following
Report of the Board of Governors for 1915. the A*™ 31

"*** For many years it has been lawful for banks to count
18 eZelr m & wit h°ther banks, It was never toe
intention of the Federal Reserve Act that member bank
should continue the maintenance of these reserve accounts.
On the contrary, the full meaning of the Act is manifestly
opposed to such an idea* It is the plain conception of
the Act that the reserve banks should, to a very large ex-
tent, if not entirely, perform the work that is now being
done by correspondent banks in this ’respect. This means
that the reserve balances to be carried in the future by
the reserve banks instead of by the correspondent banks
should serve as the basis for a system of clearing and
collecting the exchanges of the country. Whatever can
be dome to bring about the prompt and effective use of
this new system of bank settlement vill be done."

J. T. Brown. The Supreme Court in the richnond case said thefore-
going”statement did not express the purpose for which the Federal
Reserve System was established.

Eccles. Selling the services of_the_F®der®1R’\®g®vgebfS seareOin
non-members is extremely difficult. The e era ndent tanks,
no position to compete with the services of the correspona

J. T. Brown states that every time he N"g~Nrthe press about
that it ought to jJoin the System, ®°”®r*“ rs- Psuch statements seldom,

some new proposal of the B°®~d of Comptroller of the Currency
~ ever, appear from the offices of the Comptroi ~ has

or the FDIC. J. T. Brown £InN® changes its decisi n when it reads

(At this point, 1=05 P._M.,Jhe “eeti”adjo”™ned”or”
after which the meeti ¢ J AT n

McCabe asks about the Council s
tional-Monetary Commission. unwise now to have
o] ,11 believes it tfOU~ p ,,0 useful purpose.
E. E. Brown. The Counc ~ would ser

Digitized gr N&¥€¥6nal = Monetary Commission,
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IT an objective group could study the whole question of bank reserves,
it would be helpful. The primary purpose of reserves has been to have
them available for use in a national emergency.

McCabe. Unless a commission has a great many bankers on it, it
is apt to come up with some new proposals. He thinks each new com-
mission tends to break down checks and balances.

E. E. Brown. In a National Monetary Crmmission you would have
Congressmen as members or you would go outside and include bankers,
in which case other groups, such as labor, would insist upon partici-
pation in the work of the Commission. The Commission then probably
would not be an objective one. In connection with the matter of
salaries, the Council favors larger salaries for the members of the
Board.

McCabe. Higher salaries for the Board members would also mean
higher salaries for members of the staff.

E. E. Brown. The Council believes in considerable independence
for the individual Federal Reserve banks, including such matters,
for example, as the election of the president of a Federal Reserve
bank by its directors, and the participation by the presidents of the
Federal Reserve banks in the activities of the Open Market Committee.
There have been cases where the presidency of a Federal Reserve bank
has been held open to take care of a political situation In Washington.

McCabe thinks the 1idea in the Bach report of the Board appointing
the presidents of the Federal Reserve banks 1is wrong.

Eccles states he does not know where Bach got the idea.

McCabe. In many of the Federal Reserve banks it is unfortunate
that the bankers have taken no real iInterest iIn the election of the
directors. He cites the case of the Federal Reserve bank of New York
as one in which the bankers have taken a real interest in the election
of the directors. McCabe recommends that in each district a live
nominating group be set up to nominate the directors.

E. E. Brown states that the Council favors having the presidents
of the Federal Reserve banks participate in the work of the Open
Market Committee as at present.

McCabe. The Board is in agreement with the Council on this

matter.

E. E. Brown. The Bach report favors combining examinations,
although it admits that the amount to be saved would be small. The
report also urges combining examination and policy-making. The

Council recalls that Eccles has urged easing credit in periods of de-
pression and tightening credit in boom periods; the Council also
recalls that Eccles has suggested using examinations to accomplish
these objectives. The Board’s duty is to fix monetary policy, and if
a banker criticised the policy he might be subject to retaliation
through examinations, if the policy-making body also conducted the
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Eccles states that the Council 1is familiar with his views on

this question.

E. E. Brown replies that the Council understands them, as Eccles
has expressed them strongly on previous occasions.

Eccles asks how the Board can have any policy if it cannot
change reserves, the rediscount rate, or support prices and also is
to have no authority over examinations. Based on experience,
monetary policy and examination are 1inseparable. If the BMard is to
contribute to the economic stability of the country within the scope
of monetary policy, it must have authority over examinations.

McCabe believes there is close cooperation now between the
examining agencies.

Vardaman states that some of those in favor of a National
Monetary Commission thought it might be used as one means of com-
bating any wild ideas that might come from the Hoover report.

* * * K X * X * *

The meeting adjourned at 3:10 P_M.

*x * *x *x * % *x *x %

As the meeting was to adjourn the members of the Board stated
that the President had asked them for recommendations for possible
legislation and that these recommendations would have to be submitted
within a few days. The Board said the Council could submit to the

Board any recommendations it wished to make.

* % % *x *x *x * * *

The Executive Committee of the Council met at 3:17 P_.M.in the con-
ference room of the Beard Building. All members were present except
Fleming, but Brown informed Fleming later in the day of the discussion.

The Committee discussed the subject matter of a possible state-
ment that might be prepared and given to the Board relative to the
Board’s recommendations to the President. The Secretary of the
Council will send all members of the Council, as soon as It is avail-
able, any statement the Executive Committee of the Council may submit

to the Board of Governors.

The Executive Committee meeting adjourned at 3*50 P.M.

* k ¥ x % * *x *x % %

* The Council and the Board agreed that the next meeting would
be held on February 13-15, 1979.
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MEMORANDUM

to the

BOARD OF GOVERNORS
from the
FEDERAL ADVISORY COUNCIL

November 22, 1948

The unforeseen outcome of the election has brought at least

a temporary reluctance on the part of business concerns in some
sections of the country to promote further capital expansion programs.
This hesitation to proceed with business plans will probably continue
until the Administration program relating to taxes, labor legislation,
and other measures concerning business has been announced and the
attitude of the new Congress can be appraised. The election has also
affected the security markets. The government bond market has been
stronger, partly because of the feeling that the Administration will
maintain the present support policy for government securities, and
partly because of the feeling that it is likely the volume of new
corporate securities offered will be less because of the cancellation
or postponement of expansion plans and that a government bond yielding

per cent may be an attractive Iinvestment in comparison with the
probable yield on the reduced supply of high grade corporates.

The members of the Council do not now find any clear and
uniform economic trend evident throughout the twelve Federal Reserve

districts. The Council, therefore, believes that until the trend
following the election becomes much clearer, it would not be advis-
able "to rock the economic boat™. Specifically, the Council believes

it would not be desirable under present circumstances to change (1)
the reserve requirements, (2) the rediscount rate, or (7) the support
policy for government securities.

The Council Tfurther believes that iIncreasing bank reserves
is not the proper method of dealing with the problem of inflation.
One of the results of an increase in bank reserves under current con-
ditions is the transfer of government securities from banks to the
Federal Reserve System, thereby largely nullifying any possible bene-
fits from iIncreasing the reserves and making the problem of debt
management by the Treasury more difficult. An increase in member
bank reserves not only makes membership in the System less desirable,
but It also affects the earnings of some banks adversely. The over-
all earnings of banks may be satisfactory, but the arbitrary character
of an increase in reserves 1in all banks affects the earnings of in-

dividual banks unfairly.

The repeated emphasis on bank deposits and on the banks as a
major factor in causing inflation gives the public an erroneous im-
pression of the principal reasons for the current inflation, which
are to be found in the great expansion in the production of durable
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~oods including housing and in large expenditures for defense,
foreign aid and veterans’ assistance.. Attempts to control through
monetary policy an inflation vhich has resulted from conditions
largely outside the banking system are certain to be unsuccessful.

The Council appreciates that members of the Board have on
some occasions called attention publicly to those factors outside the
banking system vhich are principally responsible for the inflation.
IT these facts could be reemphasized vhenever the occasion permits,
it vould be very helpful to a better public understanding of the
situation.

With the conditions nov prevailing, any proposals to in-
crease reserves under the present authority, to request additional
authority to impose still higher reserves,, or to seek authority for
special reserves fTor banks vould in viev of the foregoing comments
be opposed by the Council, and by bankers generally, as detrimental
to the best interests of the economy.

The Council believes it vould be helpful If a comprehensive
study could be made of the vhole question of bank reserves, including
such subjects as the purposes bank reserves serve, vhether authority
to vary reserves should be granted or vhether they should be fixed
definitely by legislation, and the proper relationship of reserves
to the various classes of deposits, and to the size and location of
banks. This study might be undertaken by a committee including
representatives of the banking agencies of the Federal government,
the banking departments of the state governments and the banks. An
objective and exhaustive study in this field vould be a useful guide
to ultimate legislation.

In relation to the matter of interest rates on Government
securities, the Council has at other times stated that under present
conditions it vould be beneficial to our economy to have a modest
rise In short term rates. Even a small increase iIn these rates is
helpful in reducing the demand for credit by making both borrovers
and bankers avare of the dangers in the present situation. The
timing of any increase in such rates should be a matter of agreement
betveen the Board of Governors and the Treasury.
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