MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

May 15, 1949
. _Thes nd statuto eetmg ft deral Advisary Council for 1949 was d
aq E‘%%"b%{ ﬁ{ Eremd{y FT war I’OOtV?lhEI\?l '”%awB C.on gunday, ﬁ%” 5}199
Present:
Charles E. Spencer, Jr. District No. 1
W. Randolph Burgess District No. 2
Frederch Potts District No. 3
Sidney B. Congdon District No. 4
Robert V. Fleming District No. 5
J. T. Brown District No. 6
Edward E. Brown District No. 7
W. L. Hemingwa District No. 8
Henry E. Atwoo District No. 9
James M. Kemper District No. 10
J. E. Woods District No. 11
Reno Odlin District No. 12
Herbert V. Prochnow Secretary

n motign duly made seconded, the mimeographed notes of the meeting held
Fe% uar JIS 14 a/n 15, 194 g coplraso Wpfchn}\a(f%ge rP sentprev?ouslyto the megnp)ers
the ouricil, 'were approved. '

President Brown reviewed the d|smllssuigs which took Rlace at asrPeC|aI meet|r(ljg of
the Executive Committee of the C unC| held in Was Ingto
1949, In connection with Senate B| 1775 and Senate Jol tResqutlon 81.

ha ?uncn then Baplmovlsly aI%Jroved the statement made a/ President Brown
on behalf of the C?uncl oref e Senate Committee on Banking an grrencyon May
12, 1949 a copy of which is included with these minutes on pages 13 an

The_Council approved . the su est|on that Premderl(t Brown and Mr. Burgess eac

erte to Senator M ank in answ to Senator Mayh re(iuest forcommeH S regard-

mgt e current economic and financial problems of the country, instead of the
uncil prepare a written statement.

It was agreed ihat a cop¥ of President Brown's letter to Senatoy McClelland on the
§ne%%ggaen|zat| n Bill be sent to the Board of Governors; a copy of this letter appears

A complete I|%teof1(; utne llﬁetrp]s on the agenda for the meeting, and the conclusions of

the Council are to € Canfidential Memorandum to the Board of Governorsfrom
the Federal Advisory Council, Which follows on pages 17, 18 and 19,

The meeting adjourned at 5:25 P.M.

avin

HERBERT V. PROCHNOW
Secretary.
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tatement on he fo the Federa Advrso Council theFngeriaI eServe
stem pres nt war rown, esrdent the d& VISOr
ouncr e n| tates nate n}nh anlﬁrn En rrenc

Fown 13 arrmano e oar irst National
Ba |cago C |cago [linois.

Senate B|II 75 has two oses The first is makr rd/ permanent the t mpor r¥
ower n the eserve, Boar st sumJner f0 rar e\se € requirements o em e
anks percenta epornts on demand ssan ercent ge oints on. time
%osrts hstemé) ower as harrman ?}e then a drcate an antrr alrgn]

sure. Wer to require mem banks to |mmob Il]ze some
ﬁ?ars of t grr unds ang gc?e this money unavaila lg

le to lend or Invest.
This | |se actI osite of what the present situation requires. For some months
business has een ec Nl 8 SIlhe crrtrcaﬁ question Is how Far theqrecessron WI?F]

This proposal to_restrict the lending power of banks at a time when deflationary
forces are under way is untimely

he Board dsatys it may not use the pow rhgranted and as evrdfence points out it has
recen rje eserye r rementsb rg/ Rossessro these powers r[Ythe
s deflationary. Ever rudent anke e must eeroe oug extra nfeo¥
lns ort term over ment s rrtres to m et e reserves whic 5 e gda%

In IS drscretro at an trme he swordo Damocles may not fall but nobo y who lives
under 1t can |gnore ItS presence.

The ro ose |sIat| n.is not only untimely; |t| wh Iyunneces& my Nodamfagse
will beﬁl § of t ese owe zf Jun cts were nstr%ted
VY]eekw en th oar ease ab ut 134 billion of r serv ere was no ﬁ)rstur ance to

market ort overnment securrt mar%et } eserve d to the
memr?)er%anks eno ovgrnments currtresé éal the cash rele sga %hﬁret{y

Sim ¥atran ecur es rom% anks to emF ban
hin en on une |fso e Omrhono reserve erease b the IaPse
he pr entt rar authorit 3/ e eserve nksa reasd have, the
owers to provide escurrtrest employ these funds pending emands rom business

OFrOWers.

The Boa a S it wants so e more power for future emer enc]Jes It alreagy has
owers |tB count ratea ontrolo open marketoperatro If 1t want[s sti]l’‘morg
ower rd can et It crnd rese ere urlrements well below th egal maxi-
umo 26 and 147er cent, sot at they will have leeway to raise them later.

uc res Ve requ mentssubstantral wouldd noh rm just as it did no harm
|tin ddo %oc{?}ecaus |twouldt nd fo ma H]have tmorelgg ressrve n

St we
elr loan policie wrtht arger end ower the would"Telieve the
@eserve ‘Bapn%s 0f some 0 therrgoverloao\1 %fpzo b|II|ons/ ovtygovernment securities.

On the second oint, thig brII ogs far beyond the bill of last rin its re uest
rnew and rge OWers forﬁg oard o? Cgovernors of th Isfdera[ntseservesi
now as tb resfort efrs time f rPowe sto re ire certain res r\ée Fom
non-member ins re banksw ich are, chaltere ares %vrse state
ankrng aut orrtres and whose reserve requirements are wset soIe;P y state faws.

If such a fun mental ch esho ld be conte glated In the American traditional
8' syst m ofb H Rbet esuaje t of separate and ex endse%consr eration
t n ano her |b

r 052 c ﬁ ggtatus non-membper
anks ntost em cou trY B artso nited States. There is no emergency
to justify rushing through this basic cha
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re P L AN SR AP 2 e enion of e poves

h powers were granted as a.war measure, for three purposes. The first was
cha emaxrmum unt of avm s |n Ividuals mto oV rnmen on S, S0 aS
na overn ent ance the war Secon ur was 10 re éeman
or scarce Brg n0g]i o’ {es an essen the U war I‘ESSLh their price third was to

lpssen poss expansion. As a war measure the powers were esrragle and served
thelr purpose.

Today the gavernmenth $ N0 drffculty n ettrn all the mongy it needs and none
%Hhe comsumer-duraple are In short’su Ea ht eexceptrin of certa\rn ma(fﬁes

:
ic8d cars W AN g te OIS evelT Hikse Gars promiseto be in ample su
J)dray Is decfining anc?not expanding. P ple supply

The emergency for which the powers were granted to the Federal Reserve Board is
past, and the gowe)rs S0 granteé shgu d pass Wertﬂ ahe emergency.

The Corincrl Is ynanimous in believing that contr over mstallment cfedrt has nR
b the FetleFal e's%rtveerl J"’aé‘wp?at%etr'e %r%%é’”ﬁmhrms nd contitigne o j.h%é‘nr%‘é%
creé}t in eacetrmecan onla¥ re t eecongo 1I emaxrmumterms ??cre it r?sc |Rer§

(fOWHm% Ns, 0 et Oemaevera g, Ir\}\ll%mf(q] gra%tor h? %ga dn Oerrl SO% paym nt snorter

ayme
% egu atron wer% (i ect. Governmental chan S In ferm é%er conditions
rom time to fime 0 ich msta ment credit can pe exten cause con US on amon

merchants and man r}acturerswho have a({opted an advertrse given termso payment

The sellgr of %oods and th Igr tor of credit are in a bette posrtron than an BoarH
can be toA 3 ermf cre tshoulg be exterh eefto Individual san to vary suc
terms as among Individuals, and In accordance with changing conditions.

The Federal Advisory Councrl therefore, is opposed to the passage of Senate Bill 1775
and Senate Joint Resolution 8
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FEDERAL ADVISORY COUNCIL

February 18, 1949
Dear Senator McClellan:

Act Thde Federal Ad |sory Councrg a stat t?:re}a b%riiyRcerseﬁat/eed E?Frrc tth Fe dﬁhal Fﬁeesesre\\//e

cnsrf%n oneP 0m eac

0ards 0 ecors erat eserve Banks ust met In laﬁh é ‘?[hd
asoser]ved the crono ouseo resent \aeé |nt asa%o

ouncil hag also earned that rrnsha been | Senae IIF526, hoth bills per-
taining to the reorganrzatrono ov rnmen agencies.

The Coun %rl h:as further Iearneg that in the House of Re re entatives the anrd of
overnor t dera eserve gstem aong wrt severa ot er agencies, has. been
ermrnae rom the %eneral reorganization provjsion so as o equire stparaté act hon In
the event of a reorganization or an eina |ts H are also aware t
the event of such 3 occurrence, Cong ess by ctrono ot

ouses can |sapprovewrt |n
a sixty-day perio

r_As th embers of the Co Werl are all %rog hi conv rsant with the c eation of
he ed%r eservg nyste (r intent o %g en |t 5C ate ar cu
ar(!ycn er th ance o te enat r ss t hma[n 8 aq FE—?ouse

u rencrﬁ ommrtte t g‘ SSoaﬂr overénoerrsco { e revren es}egvgxegateve
tgranc nﬁhrc Hi Y was n% In tH Qankr ACt Xfe% it wou %ea}r 0_the

ounc] %t In the event the reorganization eP sron ectrn th fogr

es% ould have to act Irmatively” rather t drsa thh ouses
ee\ée r\ers essen |n our ocratrc {n t

the ederal Reserve ystem In t eeconomyo the

algr}nm ecauseo e status
o SRR e B g
bseque ttp ems which the Do téa\)nerro av% out, and we stron g/
asr that we belie t] é OVErnors o &ys em should continue to be pre-
erve as an agencyo ongress as now constitute

e therefore, tfuII re ues that thF Board of Governors be. exe ed fro
or anrzatron(h) N h%eve at 1t is later ose to reor a E oard 0
overno houl one by leq satron urrrnqi) concurrenc ses

ngress We thi tter eentere n your record and ma e lven t efu
wer tofyour oug tsfu consrde¥at|0n Y y g

Very sincerely yours,
(Signed) EDWARD E. BROWN

President
The Honorable John L. McClellan, Chairman
Committee on Expenditures in the Executive Departments
United States Senate
Senate Office Building
Washington 25, D. C.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

May 16, 1949

flower I-Ilotel ﬁlashlghteorﬁe%erad Advisory Council reconvened in Room 932 of the May-

sent Mt Edward E Brovv Pre3| ent: Messrs, C arle encer . Ran-
Ere er|c o ts q@on Ro §/\/\): r}g E rown,
emper oods, Reno Odlin, and

urqess,
s SR

TheC uncil reviewed its conc F\IO%S of[}he revious da r ar mH the items on the

sentto the Se etlaér ar of overnor onfide t|thMemor?ndum

Ch ow 08 age and 19 |3| the agen a| ms with ?R smna

reache ounm emorandum sdel|v red to the Secretary of the Boar
of Governors at 12:25 P.M, on May 16

The meeting adjourned at 12:15 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 MAY 17, 1949

1. Does the Board of Governors propose to secure introduction of bank h_oldin%
com an|>]/ legislatjon in this session and attempt to ob%am enactm?nt; and if tha
%gri]ﬁgtgort]%nde In this session, what are the plans

or bank holding company
Bank holding company legislation has been the subject of joint discussions by the
Board and the Council on Aumerous occasions, but no legislatior has been enacted.” The

f:eourllg{lovxould appreciate knowing what action the Board may be contemplating on such
gislation.

2. Recently there has been renewed discussion of the sugges,tlon that the Federal
Deposit’Insurance Corporation assessment be reduced and insurance coverage on
deposits increased. In a recent reply to a request from the Senate Banking and
Currency Committee for a report ona bill to increase the insurance coverage from
$5,000 to $15,000, the Board stated that this change should not be considered
without dye regard to the reduction or elimination of assessments and a revision
of the basis fof such assessments, and that the Board had Instituted a careful
study with a view to placing itself in a position to respond to further inquiries
that’the Committee might wish to make. The Board would appreciate havmg
the views of the Council on the matters that should be taken into account i
making such a study and the conclusions that might be reached.

The Council is familiar with the discussions on this matter which the Federal Deposit
Insurance Corporation has had with a committee of the American Bankers Association.
Without beln%_commltted to any partjcular formula, the Council favors in general an
approach to this subject on the basis of these discussions.

Specifically, the Council believes any legislation should include the following points:
A. No increase should be made in the present insurance coverage of $5,000;

B. The maximum assessment in any one year should not exceed one-twelfth of
one per cent;

C. Fro_vlsmn should b% madf f rmamtamm%_the |Pte?r|tZ of the fund b&/ estab-
ishing a statutory formula for an automatic scale of assessments, based on the
revi usgears losses and expenses, to range from no assessment, or an assess-
ent of & nominal amount, under present conditions, to a maximum of one-
twelfth of one per cent per annum,

In any studX for hel%lr;f)]ose of d?termmmeg the %deguacy_i)f Federal Reposn Insur-
ance Corgo_ratm funds the . e1te of assessments, the ounm_su%gestst e importance
fcor]3|d rmg ot only the gossl e losses of the Federal Deposit IhSurance Co Qoratmn
ut also_the &ffect on bank Sﬂnmﬂ?’e capital and divi iengs f estea%kralno as5ess-

I %d t
ments. These assessments reduce power of the individual bank to e Its own pro-
vision for losses.

3. lH a recent letter to the hei]irman_of th Banki,ng1 and C&Jrrency Commi teﬁ of
the H u?e, the Board fook the position tjwat ,actl? 0F\(BJ| H. R. 1161 a bil [o
provide for the conversion or absorption of national banks into State banks, should .

17
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be deferre %untllc nsideration had been |ven to th1e rohlem of reserve require-
ents. Supsequently, Mr. Brqoks, past pres ené tate. Ban Drvrsr n of
eAme |can Bankers F]Assgcratron wjred the Boar %rrtrc srno Hos tion.
oples of his wire anot e Board are affache oard Woul lIke t
havet ecommentso the Councrlon Boar sposrtron (See pages 20 and 21.

The members of the Council ﬁre in unanlmous agreement t( at national banks shoulol
have a right to convert to state charters as easily as state s can convert to nationa
charters. e act that st enon mem er panks % ave Hresrrve requirements
tha natrona anks s ou econsrolered |n 08 nectlon Wllt Islation authorlzr g
H Bversron Thg ncr refore els that L}lressrona action on Bill H. R

ould e considered without re erence 't0 reserve requirements

4, |t whould be helgful to the Boar)d if each membe {o]f the Council would betprepbared
n]grn meeting fo give a esdr marg/ the current and prospective busi-
ness and credit conditions in his Federal Réserve District.

Each member of the, Council will be pleased to akeab |ef rIst ment regardin
the current anr]i prospective business and F8red|t conontrons In era ﬁSeserve |str|c

5. Since tne Couitcrl met on February 13-15, 19 9 the B ard has rejaxed the provi-
?rons egu ation W on two octasions a requced nhar%rn require ts
rom. 75 %en(t:to 50 per cent. The Boar \/Y]ou welcome the tomments 0 ﬁ

member o ouncr ont ?e actions an(d elr views as to what, 1f any, further

stePn s the Board or th ebFe eral Open Market ognmrtéee mlght take at’this time
eet their responsibilities in the monetary and credit fiel

Lte Counorl L gereementwrth the ge eraldrre tion oftheactron whrcR ne Board
as faken. n relaxing the provisions ofI? atronW ut calls ﬁtteéttront act tha
the Board sactroR as no one ar in some respects as t guncr recommen e
In February. At that time t e ounc stated in its written memorandum to the Board,

“IP conngction with housepold furnrsqrnﬂs and applra] ces, the Council favors
eliminating these artrc es from control iMasmuch as they are now, with minor
exceptions, in ample supply.

In vrew of the ¢ rrenheconomrctrend the Council feels eyen more strong %than it did i
Feb rua ere ar |n%t eermrtnagon of rtrc es from con}trg and It now reco t at a
ontro to OtpP Asstate ﬁ enate Committee on Iga]
urrency, t eCo ncil favors the ermination of t eBoardspower overconsumerc edi

The Council aL(];rees wrth and approves the various steps the Board has taken in re-
ducing margin requirements

The Councrl believes that under p Eeserﬁ cgndrtAons baP rheserv S now. requ red. are
unnecessari hIR/ and 1t recommends that the Board make furt ersu st n uctrons
In recwrred eserves, ecreases o| ahn reserve{e urremerhts Increas en |n%
ercour e an oprocee with more confidénce In their len an Investl

fres hey alSo en qan st0 mar tal |r arnings, stren thentherrabrlrt” sor
0 ﬁ nd strengthen their capita un ouncil has noted roval the action
of t oF et om |tte|nsupp in securrtrestot e mar eé anét thus maintain-
|ng orde ycondrtrons when reserve re ur ments were recently reduce

H ?ouncncontlnues to felel that cham;%s inre eer requrlr ents arenotasu Bable
metho Q t#]rrentcredrtcontro but?] e use rarely for ad uitm tfto
anges In onetar¥ irtuatlon Changes In reserve requirements frcu

pIa ing of banking operations
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There now seggw to us} e}ve been hasic cha es |{1e the 5|tuat| ’Te”fstl It

%e]al::z de%rv\frsac nIS ik aLbﬁne}len{)EY\ntnget%tYov%Qr reoquurlrem gtcc?% le IThcan be
atU{dpgoﬁov rnmen obI| at|ons having, |

6. Consideration of the refundin g
n“leaqu uesﬂefd { tgwc?vaq(% i rl[zgons a am% |onrsdc1)asmgd srvmvh?cdngv?/
apply to certain of the outs an Ing Govern gat|ons

In con cﬁloq ith. the r%fundlng of maturing Government obligations, the Council
recommends the following action:

A. Tthe issuance . fnote or bonEs of intermediate maturities to meet a shortage
such secun &S In he market;

B. The ?Iftln of a portion of the Fede[ﬂl] debt to IPn er maturhtles Even
?] j mattrity 1s'not now ng term eJJOHC of Increasin eamoPnto
t ateerbéz?ayab e or In short term maturities create a Serious problem at

The Couch is.not prepared to recom er}]d at this tlm?t e r%moval resf)rlctlons
%P Icy to those Government securities which are now ineligible for purchase by com-
ercial banks.
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COPY OF WESTERN UNION TELEGRAM

Denver, Colorado
April 4, 1949

S. R. Carpenter,

Sec etar}ré Board of Governors
Federal Reserve System

sur rrsed drs urbed to IearH oftheopposrtron of the rd toH R. Bill
1161 |on eence IS made to l’yQH]re anatronot ar%s ogr
tron ?cb |ssue ot the merican Banke ument nren
stan seems eeble to usa N an thrn ut convincing. plnron oar

tremend usI Io ere nrt |tso osition to t |s as a club overte
0 ards nfor ate stand qn thrs%strog wil

me eco
e]n]tV\X create |I wr on the art 1 ousan s an ous nds of non H
|c |I. take years to erase. SO much mor eaccom |shdb rwtoq
P rvi oragenc esanol ank |n ?stems ureﬁ rmon not |sse sron |ste(§) tron

an mrlr rfbems orods appef'tl to the oarg througtwou to withdraw Its
pﬁgrsTr]tsroo ! eclguﬁn over u correction of equalization betweenthe two great banking

Alwood M. Brooks, President
Central Bank & Trust Co., Denver, Colorado

Immediate Past President of State Bank
Division American Bankers Association
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

r. Al god 0oks, President, April 21, 1049
entra rust Co.,
enver, Co ora 0
Dear Mr. Brooks:
The Board is Iad that you ex rese ankI In your wjre of A.pril 4 your views with
espect tot?]t osr \r{_brcgv g%adc' over orsyhas taLen In ,ettzr t0 é?tarrman
E nce wi rsec to 161 t ational bank ¢ nversron

o th § Youi: appear,
wever, t aty u Ve mrsrnter rete Ee rea?ons or that posrtron an 0a
asked me to restate these reasons In the light of your comments.

bk GOy oA Patsof uté’ Rt D %‘SofEC'“P e
ent aP ESErve re Irements to nonme anks, I%gebergthe g 8 H:Pf\{ gc RPzes

at as [on ast(? resent srt tion sect to reserve re urremenscon
ggr banks Ehnclu t|0n anks\Sv ebg |Et|nctLdlgadv rJ at smce

|sd|scr|m|nat|on | |H Uence asu stantra num ero nat(ona b sto convertr to
tate rnstrtutronﬁ ould not easer\uce 0 the dual banking system to remove the
Impediment to the conversion of national banks at this time

In his st ny before the Joint Commjttee on the.Economic Repart last Februar
Chairman Beystated tb thwo%ldé rossﬁ megurtHbf |OPmrtte s y
rnnta reserve re |rementsto ember saone ember banks %arr

effec |v reserves an no nhem ers, tﬂe non em er banks be ert t

Whic t ?Q’ existence of t eder eserve ves to t ec tstructur
|s un arr to Ve memper banks beﬁ entrreb actions. |nt mon ar

€
e R L

applicatl
ailure to |nf e all insure erlousel Pnﬁ)palr ﬂte effectrveness tJ national
monetary policy.

You refer to ea %Irzatron b@tween the two reat bankrnge n?i)stems of the coundt ‘yi]'fé’

Is to be remembered, however, that oyr Ea Qgs Ste [)aces not on n¥
?ltt“ et e r92“§sste”d Fetoamemi tL 0 oftén { ett?e”s”teteb ety 10
?or etéhatnatrona?ban blnsatate emBerba ss@oulg rotec eitromdn Crl ja
anta es ﬁosfs ssed .or sought nonmem eﬁ fate ban S.an ttat this I
P B i
aema ganksa a Class. ?9 B rﬁer t?ns grrnr;&let at we Fee %téprirvrsor
een

16S an anking systems, t use hraseolo our telegram, s WOr
é bnbg a solut1 on to ourubankrng

ertot that monyan not dissension mi
Congressmust Eetpe arhiter. as reﬂardsdrsc mrnatorysrtuat ns arrsr fr%):; Federal

ems
ﬁatute espe ting banking. Until such time as 0qnvesa tec ration to
rp mleznti servelr(e%urremen atr to insur onmem rans

0 nof feel t e enacted. us |n0 recn
Ipenceo o Bankrntq urr ommi e o
ncesteh opes that'action wrt g Pect {0

ttgr to, Chairman
§ ecr cum-
sideration een ven to the problem of reserve requrremen

Very truly yours,
(SX SyRyCarpenter

S. R. Carpenter
21 Secretary.

eferre unt| con-
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
May 16,1949

Federal %x’eserve Bqu zflslhﬁ‘\% |sor Cgu ?1” f’or%\s/%]er% 'R/Ith%rBo(\)/srrldlrF\Q Hgn C(ga}pe

i m& SRENG e Mt Gl o

Wood, James emper oods, Reno Odlin, and
ert oc ow, %@éretar

Federalfg rQ/eA S% eurp]g séo 8C(|J%t%h[glgﬁ%tferdtDl\?ﬁloﬁcgngreﬁfg I’Sc?u %r?tgrgcft&toowe’

HERBERT V. PROCHNOW

Secretary.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
May 17, 1949

At 10:3 or t conference of the Federal Adyiso upcil and the Board o
Governors o% Fe% Reserve ystem was ela In t\n Q()ard & oom of the Eedera[
Reserve Burldrng Was |ng on,

Present: Members of the Board of Governors of the Federal Reserve System:
irman_Thomas B C be; Go ernors Marriner 5. Eccles, M. S. S cak
Ernest% rBra er, Hree K ’8 man, r ané Lawrence élayton also I\ﬁr Szylr\n

penter, Secretdry of t OVErnors.
Present Members of the Federal Advisory Council:
ward. E Brown srdent Messrs SE. S ncer Jr., olph
urgess g % n V. I OBwn eningw rﬁ
Eecreve\r/%(/) %;l) %emper ﬁE \n:loo S, qfien in an IEIerbert QP F%c

Absent: Frederic A. Potts.
Presrdent Brﬂwrhrer}orted thatt thncrg had requefste]d tEat the Board Hf Governors

xempt from t anization ecretar ouncil gave t etar
?eh rHgard a copy of aetter on thrs subject mcfu%e)é i thes MINUtes or pageel%r y

o AT S R ke sty s o

President Brown re orte%fugther th@t the Councrlérna rmouslg épuproved the stﬁe
e tv@ F esente to the Senate ommrttfg zﬁn Ing an rrency on be
ouncr he statement appears on pages 13 and

ePres dent of the %ougcrl read thmfrrst item on th endg afng the con Iusro S
Efé RH”CI |ven int onfr§entral nlra um toé ard of.Governors romt
ederal Advisory ouncrl as printed on pages and 19 of these minutes.

hairman McCabe. replied that it is the |nt ntion to introduce legislation,
but that trnrssessron oP ongress may not consrd% egrs atron even nI It goes t0 %earrngs.

President Brown then read th : he conclusions of th
Counc 35 Geh T The Contdental VMot menoheq phoye. - nelusons of th

Board TETEITe S Fesruing e HgNE o ke Suggestiony on S SubjectFear (et e

Pr f.the Council.r hird item on th nd the conclusion
of the%ounecsr dgerjelter? |rtr ﬁrec Contidertial g eertndrgnéam ometnt?oa%%qg oar/eOlt ¢ conelusions

untrlpf qat eg} ogf%gr[]reégrnﬁn McCabe, the fourth item of the agenda was deferred
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Presd
astg nmﬁ lal Memar Hmffeterre OV, iscu 3|on
es eﬁ{ir 8 etiveen mem ers oar
uncn n ew er of reserves and monetary policy genera

Jusﬁr*?seopfr FRIS0L o i Comcl. Ihen, read dne it iem, an ine sdenda,end te gon;
Iscussion foIIowed

grr} ao| mg |ftg |Eem on the g[end and hee Feo\?vdsu%l ns th .Council

Premd(entB wnradthefourdth |te(ﬂontgeaenda and each member of the Council
commente br|e y on usmess and credit conditi smh|s |s rict.

The meeting adjourned at 1:23 P.M.
HERBERT V. PROCHNOW
Secretary.

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



MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
May 17, 1949

Fedkra Rsenve BLIAng: Washingion, D e PrEMent Y. Broute h e Chdr

Present: Mr. Eqwar own, President: Messrs Charle encer Jr., W. Randol
EPw%es(? §aﬁ]esy!\% éon eornJ r(tx}é:ﬁ Eerrr]l%djnjr ant Wefbert H—Lerrgé WayBecre Xry

Absent: Mr. Frederic A. Potts.

Fed | Advisory Council yoted unanimo st jve th Executive (‘Bomm ttee
o e AR e RIS O B e
The meeting adjourned at 2:18 P.M.

HERBERT V. PROCHNOW
Secretary.
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NOTE: This transcript of the Secretary’s

notes is not to be regarded as complete or
necessarily entirely accurate. The tran-

script is for the sole use of the members

of the Federal Advisory Council. The con-
cise official minutes for the entire year

are printed and distributed Ilater.

H. V. P.

The Secretary®"s notes on the meeting of the
Federal Advisory Council on May 15, 1949, at
2:25 P.M., 1in Room 932 of The Mayflower Hotel,
Washintgon, D.C. All members of the Federal
Advisory Council were present.

E. E. Brown asks for approval of the Secretary®"s notes of the
last meeting of the Council, which was held on February 13, 14 and 15,
1979, and the notes were approved. Brown reviews the discussions which
took place at the special meeting of the Executive Committee of the
Council held in Washington, D.C. on May 10 and 11, 1949, 1in connection
with Senate Bill 1775 and Senate Joint Resolution 87. Brown also
reviews the testimony which Fleming had given on behalf of the American
Bankers Association and which he and Burgess had given on behalf of the
Federal Advisory Council before the Senate Committee on Banking and
Currency. Brown then asks the Secretary to read the statement which
Brown had made on behalf of the Federal Advisory Council before the
Senate Committee. Each member of the Council was also given a copy of
the statement. On motion made by Fleming and seconded by J. T. Brown,
the Council unanimously approved the statement which Brown had made on
Senate Bill 1775 and Senate Joint Resolution 87 before the Senate
Committee on Banking and Currency on May 12, 194-9- A copy of the
statement is included in the minutes of the Executive Committee meeting

for May 10 and 11, 1949-
SUGGESTIONS TO SENATOR MAYBANK REGARDING THE ECONOMIC SITUATION

E. E. Brown states that Senator Maybank had asked Brown during
his testimony to transmit to the Senate Committee any suggestions the
Council might care to make that would be helpful in meeting the current
economic and Tfinancial problems of the country. Brown says that if the
Council prepared a written communication, it probably would be neces-
sary for the Council to comment on taxes, housing, the budget, and
many other subjects. In his experience with the Council, Brown has
found 1t is not advisable to issue broad public statements of this
character, as such statements tend to destroy the effectiveness of the
Council on banking matters. He suggests that he and Burgess write
letters to Senator Maybank, which course of procedure met with the
approval of the members of the Council.

REORGANIZATION BILL

Fleming discusses what has taken place regarding the
Reorganization Bill and asks that the copy of President Brown®s letter
to Senator McClellan on the Reorganization Bill be given to the Board
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of Governors 1in order that the Board may see what the Council has done
in its effort to be helpful to the Board.

E. E. Brown suggests that a copy of Fleming®"s letter to Brown
on this subject also be given to the Board of Governors. Copies of
these letters had been previously sent to members of the Council.

DOES THE BOARD OF GOVERNORS PROPOSE TO SECURE INTRODUCTION OF BANK
HOLDING COMPANY LEGISLATION IN THIS SESSION AND ATTEMPT TO OBTAIN
ENACTMENT:  AND IF THAT IS NOT INTENDED IN THIS SESSION, WHAT ARE THE

PLANS FOR BANK HOLDING COMPANY LEGISLATION?

E. E. Brown states that at a dinner to which Burgess had iIn-
vited Wolcott the latter said the bank holding company bill was dead
or dormant. Wolcott doubts whether i1t will be brought up at this

session of Congress.

Odlin wishes to have the question brought up to the Board. The
proposed bank holding company legislation has been the subject of dis-
cussion by the Council and the Board on various occasions, and many
bankers in his district would like to know what action the Board may

be contemplating on the proposed legislation.

E. E- Brown advises that he will raise the question of bank
holding company legislation with the Board and will ask Odlin to com-

ment regarding 1it.

RECENTLY THERE HAS BEEN RENEWED DISCUSSION OF THE SUGGESTION THAT THE
FEDERAL DEPOSIT INSURANCE CORPORATION ASSESSMENT BE REDUCED AND INSUR-
ANCE COVERAGE ON DEPOSITS INCREASED. IN A RECENT REPLY TO A REQUEST
FROM THE SENATE BANKING AND CURRENCY COMMITTEE FOR A REPORT ON A BILL
TO INCREASE THE INSURANCE COVERAGE FROM $5,000 TO $15,000, THE BOARD
STATED THAT THIS CHANGE SHOULD NOT BE CONSIDERED WITHOUT DUE REGARD TO
THE REDUCTION OR ELIMINATION OF ASSESSMENTS AND A REVISION OF THE BASIS
FOR SUCH ASSESSMENTS, AND THAT THE BOARD HAD INSTITUTED A CAREFUL
STUDY WITH A VIEW TO PLACING ITSELF IN A POSITION TO RESPOND TO FUR-
THER INQUIRIES THAT THE COMMITTEE MIGHT WISH TO MAKE. THE BOARD WOULD
APPRECIATE HAVING THE VIEWS OF THE COUNCIL ON THE MATTERS THAT SHOULD
BE TAKEN INTO ACCOUNT IN MAKING SUCH A STUDY AND THE CONCLUSIONS THAT

MIGHT BE REACHED.

Fleming states that Eccles told him he thought the assessment
should be reduced.

E. E. Brown says that a committee of the American Bankers
Association Is working on this matter. He states that Stonier talked
with Harl and Harl does not wish the assessment eliminated. The
American Bankers Association formula has a scale of assessments run-
ning from one-twelfth of one per cent to one-ninety-sixth of one per
cent per year. The expenses of operating the Federal Deposit Insur-
ance Corporation plus the losses would come out of the earnings of the
fund. The assessments would vary, depending upon the relationship of
the expenses and the losses to the earnings. There does not seem to be
any pressure by Harl to raise the coverage above $5,000. Harl,
Vandenberg and Snyder will have the most influence on any proposed

legislation.
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Hemingway. Vandenberg wishes the assessment reduced from one-
twelfth to one-twenty-fourth.

Atwood states Harold Amberg told him Harl would accept the pro-
posal of one twenty-fourth of one per cent per annum.

Odlin asks whether there is anything sacred about dealing in
figures of one-twelfth, one-forty-eighthand one-ninety-sixth of one
per cent.

Fleming believes that the activity in behalf of legislation
on this matter should be directed through the American Bankers
Association Committee which is working with the F.D.1.C.

Brown thinks that the Council can say to the Board of
Governors that the Council is familiar with the discussions on this
matter which have been carried on by the Federal Deposit Insurance
Corporation and the Committee of the American Bankers Association.
Without being committed to any particular formula, the Council may
say that it favors in general an approach to this subject on the
basis of these discussions. The Council believes any legislation
should include the following points: (1) No 1increase in the present
insurance coverage; (2) A maximum assessment not in excess of one-
twelfth of one per cent per year; and (3) A scale of assessments,
based on the losses and expenses of previous years, to range from no
assessment, or an assessment of a nominal amount, under present con-
ditions, to a maximum of one-twelfth of one per cent per annum.

IN A RECENT LETTER TO THE CHAIRMAN CF THE BANKING AND CURRENCY OOMt
MITTEE CF THE HOUSE, THE BOARD TOCOK THE POSITION THAT ACTION N

BILL H R. 1161, A BILL TO PROVIDE FOR THE CONVERSION CR ABSORPTION

OF NATIONAL BANKS INTO STATE BANKS, SHOUD BE DEFERRED UNTIL CONSIDER-
ATION HAD BEEN GIVEN TO THE PROBLEM OF RESERVE REQUIREMENTS.  SUB-
SEQUENTLY, MR. BROOKS, PAST PRESIDENT OF THE STATE BANK DIVISION CF
THE AMERICAN BANKERS ASSOCIATION, WIRED THE BOARD CRITICIZING THAT
POSITION. COPIES OF HIS WIRE AND THE BOARD S REPLY ARE ATTACHED.

THE BOARD WOUD LIKE TO HAVE THE COMMVENTS OF THE COUNCIL ON THE
BOARDFS POSITION.

E, E. Brown asks the opinion of the members of the Council on
this question which the Board has submitted.

Hemingway believes national banks should have the right to
convert readily to state charters.

Burgess states that there is no relationship between Bill
H. R. IlIbl and the matter of reserve requirements.

Hemingway agrees.
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E. E. Brown says that many national banks may wish to get out
of the Federal Reserve System because of reserve requirements.

Congdon does not believe obstacles should be placed iIn the way
of conversion or absorption of national banks iInto state banks.

Woods thinks the Board wishes the Councills views on the
Board’s correspondence with Mr. Brooks.

Fleming believes that national banks should have the right
to convert to state charters as readily as state banks can convert

to national charters.

E. E. Brown asks how many members of the Council believe that
national banks should have a right to convert to state charters as
easily as state banks can convert to national charters. All members
agree that national banks should have this right. The Council also
believes that the fact that state non-member banks may have different
reserve requirements than national banks should not prevent suoh con-
version. In view of this position of the Council, the Council sees
no reason why Congress should postpone action on Bill H.R. 1161 until
consideration has been given to tWe problem of reserve requirements.

IT wouLD BE HELPFUL TO THE BOARD IF EACH MEMBER OF THE COUNCIL WOULD
BE PREPARED AT THE JOINT MEETING TO GIVE A BRIEF SUMMARY OF THE CURRENT
AND PROSPECTIVE BUSINESS AND CREDIT CONDITIONS IN HIS FEDERAL RESERVE

DISTRICT. -

E. E. Brown states that he will call on each member of the
Council to comment relative to this i1tem when the Council meets with

the Board.

SINCE THE COUNCIL MET ON FEBRUARY 13-15, 1979, THE BOARD HAS RELAXED
THE PROVISIONS OF REGULATIONW ON TWO OCCASIONS AND HAS REDUCED MARGIN
REQUIREMENTS FROM 75 PER CENT TO 50 PER CENT. THE BOARD WOULD WELCOME
THE COMMENTS OF THE MEMBERS OF THE COUNCIL ON THESE ACTIONS AND THEIR
VIEWS AS TO WHAT, IF ANY, FURTHER STEPS THE BOARD OR THE FEDERAL OPEN
MARKET COMMITTEE MIGHT TAKE AT THIS TIME TO MEET THEIR RESPONSIBILITIES

IN THE MONETARY AND CREDIT FIELD.

E. E. Brown says he told the Senate Committee that up to the
first of this year the Board had done a comparatively good job in
administering Regulation V, but since January 1 he did not believe,
the Board had acted soon enough. The Board may have been afraid to
abandon credit controls for fear that the Board®"s position might be
weakened when it asked for an extension of Regulation W.

Fleming thinks the Board was pushed into action.

Congdon. The Board is asking whether the Council approves or
disapproves of the Board"s action.

E. E. Brown says the Council may say that it agrees with the
action the Board has taken in reducing margin requirements and that
the Council approves the actions taken by the Board under Regulation W
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since the Council®s last meeting with the Board. The Council may
also say that in view of the current economic trend the Council feels
even more strongly than it did in February regarding the elimination

of articles from control, and it now recommends that all controls
under Regulation W be dropped.

Hemingway asks whether the Board should have the power over
margin requirements.

E. E. Brown states that it iIs in the law. IT margin require-
ments are reduced Tfurther it may frighten the public. A further
reduction in margin requirements on stocks might be misunderstood.

Burgess doubts whether margins should be reduced further now.
Such action might be misinterpreted.

E. E. Brown says that Burgess and he both stated in their
testimony to the Senate Committee that reserves should be reduced.

A reduction in reserves would give the Board more leeway to increase
them at a later date, 1if necessary.

Hemingway thinks that if the Council urges the Board to de-
Crease reserves so they can increase them at a later date, the

Council 1is in part agreeing with the argument of the Board about the
use of reserves as an instrument of credit control.

Burgess. There are other reasons for reducing reserve require-
ments. The Federal Reserve System has too many government securities

and reducing reserves would move out some of these securities. Re-
ducing reserves would also strengthen the earning position of banks
and help them build their capital positions. Sproul said in his

statement that reserves should not be used as an instrument of day-
to-day control.

E. E. Brown believes that reserves should only be changed
at rare intervals.

Burgess thinks the present reserves are too high, particularly

in view of bank earnings and the amount of governments held by the
Federal Reserve System.

Odlin believes that the Council might well state in its memo-
randum to the Board that the Council continues to TFfeel that changes
in reserve requirements are not a suitable method of current credit
control, but should be used only rarely for adjustment to basic
changes in the monetary situation. Changes in reserve requirements
make difficult the planning of banking operations. There have been
basic changes in the situation justifying lower required reserves
than the twenty-six, twenty and fourteen per cent maximums of the
Banking Act of 1935. It would seem wise to lower requirements to a
level which can be maintained over a considerable period.

E. E. Brown. Assuming a continuance of the present economic
trend, a substantial reduction in reserves would be desirable.
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coNsIDERATION OF THE REFUNDING OF MATURING GOVERNMENT OBLIGATIONS,
HAVING IN MIND THE NEED OF THE BANKING SYSTEM FOR OBLIGATIONS OF
MEDIUM TERM AND THE ALLIED QUESTION OF REMOVAL OF RESTRICTIONS
AGAINST PURCHASE BY BANKS WHICH NOW APPLY TO CERTAIN OF THE OUTSTAND-
TNG GOVERNMENT OBLIGATIONS.

(At this point there was an off-the-record discussion)

Burgess believes that if reserve requirements are reduced the
Open Market Committee should be prepared to offer notes or bonds of

intermediate m aturities to meet a shortage of such securities In the
market.

Congdon believes the Treasury should put out intermediate
m aturities especially with the possible lapse of the emergency re-
serve legislation.

Fleming thinks the policy of constantly increasing the amount
of demand and short term issues outstanding w ill create a serious
problem at a later date.

E. E. Brown agrees. Brown states that the Council may
recommend: (1) The issuance of notes or bonds of intermediate matur-
ities to meet a shortage of such maturities in the market; and (2)
the shifting of a portion of the federal debt to longer maturities..
Even a '67"'72 maturity is not now long-term.

The meeting adjourned at 5:25 P.M.

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



THE COUNCIL CONVENED AT 10 A.M. ON MAY

16, 19729, IN ROOM 932 OF THE MAYFLOWER
HOTEL, WASHINGTON, D.C. ALL MEMBERS OF

THE FEDERAL ADVISORY COUNCIL WERE PRESENT.

The Council prepared
Memorandum to be sent to the Board of Governors
agenda for the joint meeting of the Council
1949. The Memorandum was delivered
Governors at 12:25 P.M. on May 16, 1949. It will
item of the agenda is listed with the comments of the Council
item.

relative to the

The meeting adjourned at 12:15 P.M.
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS
FROM THE
FEDERAL ADVISORY COUNCIL
RELATIVE TO THJ AGENDA FOR THE JOINT MEETING
ON MAY 17, 1949

Does the Beard of Governors propose to secure introduc-
duction of bank holding company legislation in this
session and attempt to obtain enactment; and if that is
not intended in this session, what are the plans for
bank holding company legislation?

Bank holding company legislation has been the subject of joint dis-
cussions by the Board and the Council on numerous occasions, but no legis-
lation has been enacted. The Council would appreciate knowing what action
the Board may be contemplating on such legislation.

2.

Recently there has been renewed discussion of the sug-
gestion that the Federal Deposit Insurance Corporation
assessment be reduced and insurance coverage on depos-

its increased. In a recent reply to a request from the
Senate Banking and Currency Committee for a report on
a bill to increase the insurance coverage from ™5>000

to 315,000, the Board stated that this change should
not -be considered without due regard to the reduction
or elimination of assessments and a revision of the
basis for such assessments, and that the Board had
instituted a careful study with a view to placing it-
self in a position to respond to further inquiries that
the Committee might wish to make. The Board would ap-
preciate having the views of the Council on-the matters
that should be taken into account in making such a
study and the conclusions that might be reached.

The Council is familiar with the discussions on this matter which the
Federal Deposit Insurance Corporation has had with a committee of the
American Bankers Association. Without being committed to any particular

formula,

the Council favors in general an approach to this subject on the

basis of these discussions.

Specifically, the Council believes any legislation should include the
following points:
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A. No increase should be made in the present insurance
coverage of 05,000;

E. The maximum assessment in any one year should not
exceed one-twelfth of one per cent;
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C. Provision should be made for maintaining the
integrity of the fund by establishing a statu-
tory formula for an automatic scale of assess-
ments, based on the previous years' losses and
expenses, to range from no assessment.- or an
assessment of a nominal amount, under present
conditions, to a maximum of one-twelfth of one
per cent per annum.

In any study for the purpose of determining the adequacy of Federal
Deposit Insurance Corporation funds and the rate of assessments, the Coun-
cil su”ests the importance of considering not only the possible losses of
the Federal Deposit Insurance Corporation but also the effect on bank
earnings, capital and dividends of the steady drain of assessments. These
assessments reduce the power of the individual bank to make its own pro-

vision for losses.

3. In a recent letter to the Chairman Ol the Banking and
Currency Committee of the House, the Board took the
position that action on Bill H. R. 1161, a bill to pro-
vide for the conversion or absorption of national banks
into State banks, should be deferred until considera-
tion had been given to the problem of reserve require-
ments. Subsequently, Mr. Brooks, past president of the
State Bank Division of the American Bankers Association,
wired the Board criticising that position. Copies of
his wire and the Board’'s reply are attached. The Board
would like to have the comments of the Council on the

Board's position.

The members of the Council are in unanimous agreement that national
banks should have a right to convert to state charters as easily as state
banks can convert to national charters. The fact that state non-member banks
rxy have different reserve requirements than national banks should not be
considered in connection with legislation authorizing such conversion. The
Council, therefore, feels that Congressional action on Bill H. R. 1161
should be considered without reference to reserve requirements.

4. It would be helpful to the Board if each member of the
Council would be prepared at the joint meeting to give
a brief summary of the current and prospective busi-
ness and credit conditions in his Federal Reserve

District. \

Each member of the Council will be pleased to make a brief oral state-
ment regarding the current and prospective business and credit conditions

in his Federal Reserve District.
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5. Since the Council met on February 13-15, 1949, the Board
has relaxed the provisions of Regulation ¥ on two
occasions and has reduced margin requirements from 75 per
cent to 50 per cent. The Board would welcome the comments
of the members of the Council on these actions and their
views as to what, if any, further steps the Board or the
Federal Open Market Committee might take at this time to
meet their responsibilities in the monetary and credit

fields.

The Council is in agreement with the general direction of the action
vhich the Board has taken in relaxing the provisions of Regulation U, but
calls attention to the fact that the Board’'s action has not yet gone as
far in some respects as the Council recommended in February. At that time
the Council stated in its written memorandum to the Board,

"In connection with household furnishings and appli-
ances, the Council favors eliminating these articles
from control inasmuch as they are now, with minor
exceptions, in ample supply.”

In view of the current economic trend, the Council feels even more strongly
than it did in February regarding the elimination of articles from control,
and it now recommends that all controls under Regulation V be dropped. As
stated to the Senate Committee on Banking and Currency, the Council favors
the termination of the Board’'s power over consumer credit.

The Council agrees with and approves the various steps the Board has
taken in reducing margin requirements.

The Council believes that under present conditions bank reserves now
required are unnecessarily high, and it recommends that the Board make
further substantial reductions in required reserves. Decreases in bank
reserve requirements increase bank lending power and encourage banks to pro-
ceed with more confidence in their lending and investing policies. They
also enable banks to maintain their earnings, strengthen their ability to
absorb losses, and strengthen their capital funds. The Council has noted
with approval the action of the Open Market Committee in supplying securi-
ties to the market, and thus maintaining orderly conditions, when reserve

requirements were recently reduced.

The Council continues to feel that changes in reserve requirements
are not a suitable method of current credit control, but should be used
only rarely for adjustment to basic changes in the monetary situation.
Changes in reserve requirements make difficult the planning of banking

operations.
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There now seem to us to have been basic changes in the situation
justifying lover required reserves than the twenty-six, twenty and
fourteen per cent maximums of the Banking Act of 1935+« It would seem
vise to lower requirements to a level which can be maintained over a
considerable period.

6. Consideration of the refunding of maturing Government
obligations, having in mind the need of the banking sys-
tem for obligations of medium term and the allied
question of removal of restrictions against purchase by
banks which now apply to certain of the outstanding
Government obligations.

In connection with the refunding of maturing Government obligations,
the Council recommends the following action:

A. The issuance of notes or bonds of intermediate
m aturities to meet a shortage of such securities
in the market;

B. The shifting of a portion of the Federal debt to
longer maturities. Even a *6V—72 maturity is not
now long term. The policy of increasing the
amount of the debt payable on demand or in short
term maturities may create a serious problem at a
later date.

The Council is not prepared to recommend at this time the removal of
restrictions applying to those Government securities which are now in-
eligible for purchase by commercial banks.
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COPY OF WESTERN UNION TELEGRAM

Denver, Colorado
April 4, 1949

S. R. Carpenter,
Secretary, Board of Governors

Federal Reserve System

V/as greatly surprised and disturbed to learn of the
opposition of the Board to H. R. Bill 1161 the bank conversion
bill. Fieference is made to your explanation of the Board’s posi-
tion in the March 30th issue of the American Banker. The argument
given Tfor the Board’s stand seems feeble to us and Is anything but
convincing. In our opinion the Board has tremendously lowered its
dignity by using its opposition to this bill as a club over the
nomr.ember banks of the country. The Board’s unfortunate stand on
this question will definitely create ill will on the part of

thousands and thousands of nonmember banks which will take years

to erase. So much more can be accomplished by working together as
supervisory agencies and banking systems. Surely harmony not
dissension 1is the solution of our banking problems. I vigorously

appeal to the Board through you to withdraw its opposition to this
long overdue correction of equalization between the two great

banking systems of the country.

ALWOOD M. BROOKS, PRESIDENT

CENTRAL BANK & TRUST CO., DENVER, COLORADO

IMMEDIATE PAST PRESIDENT OF STATE BANK
DIVISION AMERICAN BANKERS ASSOCIATION
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April 21, 1949

Mr. Alwood M. Brooks, President,
Central Bank & Trust Co. ,
Denver, Colorado

Dear Mr. Brooks:

The Board is glad that you expressed frankly in your
wire of April 4 your views with respect to the position which the
Board of Governors has taken in its letter to Chairman Spence
with respect to H. R. 1161, the national bank conversion bill.

It would appear, however, that you have misinterpreted the reasons
for that position, and the Board has asked me to restate these

reasons in the light of your comments.

It was not the intention of the Board to oppose the bill
as "a club over the nonmember banks of the country"™ or as a means
of influencing the passage of legislation applying supplemental
reserve requirements to nonmember banks. Rather, the Boardls
position recognizes that as long as the present situation with
respect to reserve requirements continues, member banks (including
national banks) will be at a distinct disadvantage; and that, since
this discrimination might influence a substantial number of
national banks to convert into State iInstitutions, it would not be
a service to the dual banking system to remove the iImpediment to
the conversion of national banks at this time.

In his testimony before the Joint Committee on the

Economic Report last February, Chairman McCabe stated that, "It
would be grossly inequitable to limit the (supplemental reserve)
requirements to member banks alone. Member banks already carry
higher effective reserves than nonmembers, while nonmember banks
benefit by the strength which the very existence of the Federal
Reserve System gives to the credit structure. It is unfair to
have member banks bear the entire burden of actions in the mone-
tary field undertaken in the public iInterest. I have found member
banks, particularly small member banks, becoming restive because
of the inequitable application of reserve requirements. Failure
to include all insured banks would seriously iImpair the effective-

ness of national monetary policy."
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Mr. Alwood M. Brooks - 2

You refer to equalization between the two great banking
systems of the country. It iIs to be remembered, however, that our
dual banking system embraces not only a duality as between national
banks and State banks but a duality also as between member banks of
the Federal Reserve System and nonmember banks. Too often there is
a tendency to fTorget that national banks and State member banks
should be protected from discriminatory advantages possessed or
sought by nonmember State banks and that this should be the equal
concern of banking authorities along with the protection of non-
member State banks from discriminatory advantages possessed or
sought by national banks as a class or State member banks as a
class. It is under this principle that we feel that supervisory
agencies and the banking systems, to use the phraseology iIn your
telegram, should work together to the end that harmony and not
dissension might bring a solution to our banking problems.

Congress must be the arbiter as regards discriminatory
situations arising from Federal statutes respecting banking. Until
such time as Congress gives adequate consideration to the problem
of supplemental reserve requirements in relation to insured non-
member banks, we do not feel that H. R. 1161 should be enacted.
Thus, In our recent letter to Chairman Spence of the House Banking
and Currency Committee, the Board said: "In the circumstances the
Board hopes that action with respect to H. R. 1161 can be deferred
until consideration has been given to the problem of reserve
requirements.”

Very truly yours,

(s) S. R. CARPENTER

S. R. Carpenter,.
Secretary.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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ject "The Economic Situation and Outlook™.
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THE COUNCIL CONVENED IN THE BOARD ROOM

OF THE- FEDERAL RESERVE BUILDING AT 2 P.M.
ON MAY 16, 1979, TO HEAR DR. RALPH A.
YOUNG, ASSOCIATE DIRECTOR, DIVISION OF -~
RESEARCH AND STATISTICS, BOARD OF GOVERNORS
OF THE FEDERAL RESERVE SYSTEM.

ALL MEMBERS OF THE COUNCIL WERE .PRESENT.

* * X X X X X * * *x

who speaks on the
A copy of Dr. Young"s

sub-



STRICTLY CONFIDENTIAL

THE ECONOMIC SITUATION AND OUTLOOK

by

Dr. Ralph A. Young, Associate Director,
Division of Research and Statistics,
Board of Governors of the Federal Reserve System.

Economic tendencies since last fall and particularly since the
turn of this year suggest that the immediate postwar restocking and in-
flation boom has largely run its course. In fact, recent developments
have shown a sufficiently broad and consistent pattern of downward drift
as to justify an expectation of continuing moderate recession for the
remainder of 19u9. VJhether actual economic decline will extend this long,
or continue longer, is, of course, a moot question. No one possesses full
insight into the economic forces at work. After ten years of inflationary
upsurge, there is probably a substantial accumulation of disparities and
distortions to be corrected before forces of economic expansion again be-
come dominant. At the same time, it is iImportant to recognize that there
are various powerful sustaining forces in the current situation that were
not present in past culminations of extended periods of inflationary
economic expansion. These forces may carry us through a period of re-
adjustment without serious idleness of manpower and capacity.

While a readjustment period which might be characterized as
stagnation at relatively high levels of activity is a possibility, the
weight of evidence, | think, supports an expectation of more or less ex-
tended recession running at least through this year. If downward drift
turns out to be the dominant course of economic tendency, the words
"depression” and "deflation”™ will increasingly supplant the expression
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"healthy readjustment™ in describing the over-all situation. What are
the grounds for believing that the composite indications of recent eco-
nomic tendencies point towards a continuing downward drift:

First is the generality of the declines since last fall in
industrial production, in factory manhours and employment, and
in prices. Declines have been much more widespread and note-
worthy than in preceding "soft" phases of postwar activity, e.g.,
the spring and summer of 19U7 and the first quarter of last year.
Since October last, employment has fallen in every major non-
agricultural area except public utilities, and manhours worked
are off in each major industrial group in manufacturing. Indus-
trial production has contracted in thirteen of the nineteen in-
dustry groups covered by the Federal Reserve index of industrial
production, and in the other six groups there has been either no
or only a very moderate iIncrease.

Second, while declines in broad measures of economic activity
and prices have thus far been moderate, many of the more sensitive
measures have shown declines that cannot fairly be described by
any other adjective than "large”. The general level of wholesale
prices at the end of April was 8 per cent below the peaks of last
summer, and the index of basic commodity prices was off 26 per cent.
Industrial production in April was 8 per cent below its postwar
peak of late 19U8. Total manhours worked in factories in March
were 9 per cent below a year ago. Declines in manhours have been
particularly sharp in durable and semi-durable manufacturing lines.
Declines in physical production have been especially large in
lumber, machinery, textiles, paper, rubber,chemicals, and alcohol-

ic beverages#

Third, even in such industries as metals and metal products,
in which a few months ago demand appeared to be the strongest,
there is now considerable evidence of weakness. Steel consump-
tion in recent weeks has been declining,tending to make the cur-
rent rate of steel output in excess of consumption.

Fourth, sustained high levels of postwar production at rising
prices have virtually eliminated deferred demands for most con-
sumer goods,and to a large extent for houses. Furthermore, inven-
tories generally have been replenished at all stages of production
and distribution. Many industries have been left producing at
higher rates than are being sustained by current sales to con-
sumers at current high prices and tendencies towards involuntary
inventory accumulation, notably of finished goods, are reasonably
well marked. Attempts to reduce inventories and to bring them in
line with apparent demand is resulting in cutbacks in production
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and price reductions,with particularly sharp price reductions fcir
materials.

Fifth, the scrappage of passenger cars since the war has been
running significantly below the prewar rate, suggesting a continu-
ing large backlog of demand. On the other hand, the industry has
shifted its output quite markedly towards medium and higher priced
cars. It used to be said that it took a $5,000 annual income to
buy and maintain a car costing $2,000. The purchase of new cars
in this price class has increased, relative to prewar, eight to
twelve times the increase in income receivers in the 25,000 and
over income class. The medium and high-priced automobile market
may experience considerable softening after this present seasonal
buying period is over.

Sixth, the housing market is commencing to feel the impact
of a tapering off in the rate of family formation, in the birth
rate, and in average family size. These are basic market factors
and their appearance concurrently with the substantial satisfac-
tion of backlog housing demand can seriously aggravate any soften-
ing of residential construction activity. It should be pointed
out that residential construction has a large multiplier effect
in spending for streets, water supply, sewage disposal, schools,
and other facilities. The impact on the economic situation of
declining construction of new housing is not fully absorbed by
an offsetting expansion in other types of construction.

Seventh, high prices in relation to costs and in relation
to current demand, in many markets, together with various con-
spicuous disparities among prices, suggest that more price
adjustments are needed to e stablish a sustainable level and
balance of prices. Meanwhile, buyers who have funds or financ-
ing available may in many cases be inclined to wait for further

price reductions.

Eighth, farm prospects, assuming favorable growing and harvest
conditions, are for large crops and continued pressure of supply

on prices.

Ninth, foreign demands for American industrial goods are less
urgent than earlier and are tending to taper off. On the other
hand,foreign supplies of materials and other goods are more ample
and available and hence a more active supply influence in domestic

market conditions.

Tenth, private expenditures for plant and equipment and con-
struction purposes have been declining recently and current
indications are for further declines. Business has been spending
on plant and equipment at an unprecedented rate in an attempt to
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meke up for under-investment during the war and to provide ade-
quate capacity for meeting demand arising out of high postwar in-
comes. With many of the early expansion plans completed or near-
ing completion, new expenditures are now being curtailed# Planned
outlays for current or additional programs show a moderate reduction
for 19h9 as a whole, and, except for the utility industry, a sub-
stantial decline for the second half year#

Eleventh, the rktio of personal savings in relation to dis-
posable income which has been rising steadily since the second
quarter of last year, has continued to rise this year despite
soe decline in disposable income. There is also evidence of a
tendency towards larger liquid asset holdings of individuals.
Apparently these tendencies are associated with the mounting
buyer resistance which has been encountered at current price
levels in many durable goods lines and in the urban dwelling
area, especially for houses in the upper price brackets.

Twelfth, credit and capital demands have tapered Ooff and an
excess of maturities over new credits has reduced sharply the

volume of outstanding loans at banks. New security financing,
total corporate profits, and undistributed earnings have all been
at a somewhat lower level in the first quarter of this year. In

this connection, it is also significant that the direct use OF
personal savings for investment by farm operators and other un-
incorporated business also appears to have fallen off.

Thirteenth, indicative of the over-all strength of recent con-
tractive influences is the fact that business activity and prices
have been declining since last fall despite a substantial increase
in Federal expenditures on goods and services. While such expendi-
tures will probably increase further during 19h9, it is unlikely
that the additional increase will fully offset declines in private

spending.-

Further recession which might be expected from these indications may
take any one of a number of patterns, differing with respect to timing and
severity. As I implied in my introductory comment, in view of the €XiStence
0f important strengths and cushions not available in prewar business reces-
sions, a moderate recession pattern seems to be the most reasonable expec-
tation. Such a pattern would envisage further gradual and shallow declines
in various broad measures of activity in relation to current levels. Thus

by the end of the year, a moderate pattern of decline would contemplate
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industrial production at about 170, wholesale prices down about 10 per cent,
consumer prices down about 6 per cent, and unemployment in the neighborhood
of 5million. A sizeable operating cash deficit for the Federal Government
amounting to about 2 billion dollars for the calendar year, and to about 5

billion for the fiscal year 1950, would be consistent with a moderate reces-
sion extending through the first half of next year.

It is obviously impossible to say with any assurance that such a
moderate pattern of recession will actually describe economic tendencies
during the months ahead. In evaluating prospects and possibilities con-
siderable weight should be given to the following strengths and supporFing

factors which will work to cushion further downward readjustment and to

prevent it from becoming cumulative:

First, as employment declines the Government automatically
pays out unemployment compensation benefits which partially main-
tain the Income and expenditures of the unemployed.

Second, payments under the farm support program similarly
help to maintain income and reduce the dangers of unlimited

price declines.

Third, Federal expenditures on goods and services are in
large peacetime volume and some further increase is probable.
State and local government expenditures are expected to expand
steadily because of pressing needs for schools, hospitals, other

public buildings, and roads.

Fourth, individual holdings of liquid assets are large and
fairly widely distributed.

Fifth, current income also is probably better distributed
than in any prior boom period.

Sixth, the most recent survey of consumer buying expectations
indicates that there still remains a great deal of underlying
demand for automobiles, appliances, and houses. Potential demands
for goods and services at lower prices are great, Where substan-
tial price reductions have occurred recently, increased buying
has tended to absorb previously excessive stocks.
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Seventh, industry and trade have had little occasion to ex-
ercise real merchandising ingenuity since before the war. Their
merchandising skills are rusty. Putting these skills again to
work so that our mass production system becomes fully reconverted
to a mass merchandising-production system will reestablish a
sensitive contact between consumption and production.

Eighth, commitments by producers considering capital outlays
are in part held back by present high construction and equipment
costs. There are no doubt substantial programs of capital expen-
ditures awaiting some downward readjustment in these costs.

Ninth, the fact of high and inflexible wage costs in industry
will increase the emphasis placed on capital expenditures for cost
cutting improvements. Many new capital expenditure programs will
doubtless be developed and initiated under the pressure of narrower
margins between costs and prices.

Tenth, while a reduction in personal incomes and housing prices
may make part of our large mortgage debt vulnerable from the stand-
point of the borrower, Government guarantees backing a significant
proportion of such debt offer important protections to the lender.

Eleventh, the fact that the postwar period has generally been
free of speculative excesses in the securities markets, the strong
financial status of industry, and the great strength of the banking
system are factors that make a prolonged and drastic liquidation
less likely than in other periods oi" decline.

Twelfth, it seems gaite unlikely that the money supply will con-
tract materially — if at all; in fact, it seems likely that Treasury
deficit financing through the banks will more than offset any loan
contraction which might occur, thus having an expansive impact on the
money supply.

In view of recent declines and the prospect for still further de-
clines in economic activity and prices, it seems clear that public policy
should now be directed away from programs designed to curb inflation and di-
rected towards the attainment of stable output and employment at a satis-
factorily high level. Appropriate programs are those that would:

(@ Encourage business and consumer expenditures

(b) Ease remaining restrictive policies affecting such expenditures

(© Assure the continued availability of an ample supply of low
cost credit to worthy borrowers, and
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(()) Improve the economy®s fiscal and financial structure.

Recent policy measures of the Reserve bystem, liberalizing con-
sumer instalment credit and stock market regulations and lowering member
bank reserve requirements, are fully consistent with these objectives and
on this occasion have been taken in good time. Some further liberaliza-
tions in these policy areas may prove to be needed later. Conceivably it
may also become desirable to move in such directions as the issuance of a
bank supervisory statement designed to encourage bank lending to business,
perhaps combined with some voluntary program of loan encouragement sponsored
by the bankers themselves. |If something more than moderate recession is in-
volved, some positive Federal Reserve (Section 13b) industrial loan program
may be needed.

Although the foregoing comments as to the economic situation and
outlook have carried a bearish tone, it is important for perspective to
remember that declines in activity and prices to date have been relatively
moderate. Employment is still at a high level. Unemployment is relatively
small and since mid-February its rate of increase has tapered off. Consumer
prices are only 3 per cent lower than their peaks of last summer and for two
months have shown little change. Gross national product in the first quarter
was only 2 per cent below its peak rate in the final quarter of last year and
total personal income by less than 2 per cent. In terms of real purchasing
power, the decline in personal incomes has been partly offset by lower con-
sumer prices.

Another point worth remembering is that we still have much unex-

pended inflationary fuel, and if we do experience further moderate recession
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with Treasury deficit financing expanding the money supply, we will be stor-
ing up still more inflation fuel. The readjustment we have been having and
seem likely to continue to have is in part a composite response to spending
decisions of consumers, businessmen, and farmers. A rapid change in the
general climate of expectation could reverse the trend of spending propen-
sities by each of these groups. Resumption of inflationary tendencies at
some stage is not without the bounds of possibilities. |If we succeed as
an economy in maintaining reasonably high levels of activity as a longer run
matter, | am inclined to think that, with our huge financial liquidity, we
will encounter recurrent periods of marked inflationary pressures.

In conclusion, it is clear that, with the economy in a phase of
rapidly changing activity and prospects, current tendencies will need to be
constantly reappraised. |If further developments are such as to require sub-
stantial modification of the expectations here suggested, no hesitancy
should be felt in doing so. Economic projection is a fallible art and not
an exact science. The purpose of economic projection is merely to set forth,
on the basis of a careful sifting of various current data, a tentative
picture of possible tendencies which monetary and banking policy ought to
take into account in making current decisions. The decisions might be just
as good in the absence of such a picture, but again they might be less good,
-hat makes for good policy decisions is not the availability of information,

bit the effective interpretation and use of that information by the policy

making mind.
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On Ma> 177? 19709, at 10:38 AM tp> p N

Advisory Council held a loint’mo » 1

the Board of Governors of the £lder2l Rpth

Iggstem iré II?g_Board Room of the Federa 6
serve Building. -reaéra

All members of the Council were Dres™c ,,
cept Mr. Potts, who had been present for ?he
meetingsof the Council on May 15 and 16, but
found 1t necessary to return to his bank be-
fore this meeting of the Council and the
Board. The following members of the Board of
Governors were present: Chairman McCabe-
Governors Eccles, Szymczak, Draper, Vardaman

and Clayton; also Mr. Carpenter, Secretary of
the Board of Governors.

REORGANIZATION BILL

E. E. Brown reports that he has written Senator McClellan on

behalf of the Federal Advisory Council to request that the Board
of Governors be exempted from the Reorganization Bill and that in the

event 1t is later proposed to reorganize the Board of Governors it
should be done by legislation requiring the concurrence of both houses
of Congress. He also states that Fleming has visited with Senator
McClellan on the same matter. Brown comments that the Council has
tried to be helpful to the Board on this matter. He asks the
Secretary of the Council to give to the Secretary of the Board copies
of correspondence of Brown and Fleming on this subject.

Fleming states that McClellan informed him he believed the
Board should be retained as an agency of the Congress.

Vardaman reports that McClellan said yesterday in the Senate
that there were two points in the Reorganization Bill on which he
would not yield. One of the points was that he wished no exemption
of any agency under the Bill, and the other that he wished to give
either House of Congress the right to veto.

McCabe reports that the Board has_not engaged in any activity
in its own behalf on the Reorganization Bill, and the Board app

ciates the Council’s action.

SENATE BILL 1775 AND SENATE JOINT RESOLUTION 87

E. E. Brown states that the Secretary ° ~ ~ 8~ r~he Council
?iven a copy of the statement he Pf?sen” currency on May 12, 197M9-

before the Senate Committee on Banking an d 1nto seSsion because
Executive Committee of the Counci w Resolution 87 were called

parings on Senate Bill 1775 and Sena e days before the Council

J°r May 11, 12 and 13, 1979, which was a Committee of the Council

E*&)eic_ted to meet on May &5— The <" _siv the stgtem nt which

al un power to act and approved unanimously pederal Advisory

;rown presented to the Senate Commit e - unanimously.

C°uncil has now also approved the statemen
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McCabe says he understands some members of the Council feel
that he has shown bad faith because the hearings were called a few
days before the Federal Advisory Council was to meet. He states that
he frankly did not have in mind the specific dates of the meeting of

the Council.

Fleming reports that the American Bankers Association was
apparently the only bankers group which was advised regarding the
legislation.

DOES THE BOARD OF GOVERNORS PROPOSE TO SECURE INTRODUCTION OF
BANK HOLDING COMPANY LEGISLATION IN THIS SESSION AND ATTEMPT

TO OBTAIN ENACTMENT,; AND IF THAT IS NOT INTENDED IN THIS
SESSION, WHAT ARE THE PLANS FOR BANK HOLDING COMPANY LEGISLATION?

E. E. Brown reads the above item on the agenda and states that
Odlin particularly has given a great deal of thought to the proposed
legislation and is very much interested in its enactment. He asks the
Board what the plans are for bank 'holding company legislation.

McCabe replies that no one has given more thought, or is more
interested in the legislation, than the Board. The Board has talked
with all the various banking groups and has submitted the proposed
legislation to the FDIC and to the Treasury. McCabe has also talked

to Senators Maybank and Tobey. Senator Robertson has asked Senator
Lucas and Vice President Barkley whether a priority may be obtained on
the legislation. Senator Robertson is willing to conduct hearings
when the bill is introduced. McCabe expects to introduce the bill.
Odlin. The Board has discussed this subject frequently with
the Council, and on other occasions in its printed publications. The
Council is particularly interested in knowing of the plans of the

Board for the advancement of this legislation through the Congress.
Odlin says some bankers in his district are so naive they think he
can find out from the Board exactly what the Board expects to do re-

garding this proposed legislation. Odlin asks if there is any chance
of the bill going through this session of Congress. He also asks
whether the legislation definitely will be introduced.

McCabe. Senator Robertson has said that if the legislation
comes to him he will conduct hearings. Senators Robertson and Tobey

are for the legislation, and McCabe believes Senator Maybank also
favors it.

Odlin asks whether the Board will introduce legislation so
hearings can take place.

McCabe. It is our intention to introduce legislation, but the
proposed legislation may go to hearings and still not be considered by
Congress in this session. However, if it goes to hearings and is not
considered at this session, it should be near the top in priority in

the next session of Congress.

Dig'@'
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Odlin states he would like to tell the banks on the Pacific
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McCabe says he would

like the express approval of the three
banking agencies on the proposed legislation.

Vardaman. The bill must go to the Budget before it
Congress.

McCabe. The bill could go to the Budget first before the three
agencies approve it.

Eccles agrees this could be done.

RECENTLY THERE HAS BEEN RENEWED DISCUSSION OF THE SUGGESTION
THAT THE FEDERAL DEPOSIT INSURANCE CORPORATION ASSESSMENT BE
REDUCED AND INSURANCE COVERAGE ON DEPOSITS INCREASED. IN A
RECENT REPLY TO A REQUEST FROM THE SENATE BANKING AND CURRENCY
COMMITTEE FOR A REPORT ON A BILL TO INCREASE THE INSURANCE
COVERAGE FROM $5,000 TO $15,000, THE BOARD STATED THAT THIS
CHANGE SHOULD NOT BE CONSIDERED WITHOUT DUE REGARD TO THE
REDUCTION OR ELIMINATION OF ASSESSMENTS AND A REVISION OF THE
BASIS FOR SUCH ASSESSMENTS, AND THAT THE BOARD HAD INSTITUTED
A CAREFUL STUDY WITH A VIEW TO PLACING ITSELF IN A POSITION TO
RESPOND TO FURTHER INQUIRIES THAT THE COMMITTEE MIGHT WISH TO
MAKE. THE BOARD WOULD APPRECIATE HAVING THE VIEWS OF THE
COUNCIL ON THE MATTERS THAT SHOULD BE TAKEN INTO ACCOUNT IN
MAKING SUCH A STUDY AND THE CONCLUSIONS THAT MIGHT BE REACHED.

E. E. Brown reads item two, as given above, and the conclusions
which the Council had submitted in its Confidential Memorandum to the
Board dated May 17, 1979* A copy of this Memorandum is a part of
these notes. Brown states that the discussions of the FDIC and the
ABA committee provide for a minimum assessment of 1/96 of | per cent
and a maximum assessment of 1/12 of 1 per cent per year. There is a
sliding scale of assessments based on the losses and expenses of
previous years. The last figures of the FDIC for 1975 show 96.5 per
cent of the number of all deposits are covered by insurance and 43

per cent of the dollar volume of deposits. The Council is familiar
with the Pittsburgh plan and other proposals, but believes the dis-

cussions of the FDIC and the ABA committee provide the best approach.
The Council believes the

assessment should be reduced.
McCabe asks whether the Council has considered assessments
based on risk and non-risk assets.

E. E. Brown states that the
It would give the large banks the
therefore not have

Council knows of this suggestion.

advantage, and politically it would
a chance of approval.

Fleming understands the FDIC favors the ABA approach.

E. E. Brown believes Harl

favors a plan along the lines ~f
Harl's discussions with the A.B.A. committee.

McCabe asks whether a bill will be introduced.

IS sent to
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E. E. Brown says any bill needs the approval of the Treasury,
ppiC and other groups.

McCabe asks whether the Council has talked with Snyder.

Fleming replies that Snyder was not much interested in this

slome time ago, L” more interested now. There is little
S|b |ty that the b| will be introduced and passed this session.

McCabe reports that the Board is proceeding with its study of
the matter. The Board feels that the questions of assessments and of
increasing coverage should be considered together.

matte
POS

Fleming states that some small banks want more coverage.

Eccles. The Board took a position several years ago against
reducing assessments until the capital had been paid off. The
capital was finally paid off last year.

Fleming thinks that the principle of not reducing the assess-
ment until the capital was paid off was sound, but now that has been
done. In his bank the Federal Deposit Insurance Corporation assess-
ment amounts to about $6.00 on each share of stock.

Hemingway. Another objective was to build the fund to $1!
billion and that goal has been reached.

Burgess believes that the situation is such that a little
extra shove would be helpful in getting this whole matter off dead

center.

Vardaman asks whether a copy of the proposal of the American
Bankers Association Committee and the Federal Deposit lnsurance

Corporation is available.

in confidence with the Board

Fleming will be glad to leave
the copy Eccles now has. The credit for the plan and the formula
should be given to the Federal Deposit Insurance Corporation and
Harl. Fleming thinks the Pittsburgh plan is dead.

(At this point there was an off-the-record discussion)

Eccles. The Board has a definite interest in this matter.
Perhaps 80 per cent of the Federal Deposit Insurance Corporation
funds come from member banks. An assessment of 1/12 of one per cent
amounts to over $100 million annually and is a very large item to
come out of bank earnings. This question is related also to debt

management.

Burgess states that the Federal Deposit Insurance Corporation

assessment amounts to more than one-third as much as the stockholders

of banks receive.
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McCabe does not think the Board's ideas on this whole subject
may te greatly different from Harl's formula, but the Board reserves
the right to make any suggestions indicated from the study it is now

making on the subject.

IN A RECENT LETTER TO THE CHAIRMAN OF THE BANKING AND CURRENCY
COMMITTEE OF THE HOUSE, THE BOARD TOOK THE POSITION THAT ACTION
ON BILL H. R. 1161, A BILL TO PROVIDE FOR THE CONVERSION OR
ABSORPTION OF NATIONAL BANKS INTO STATE BANKS SHOULD BE DEFERRED
UNTIL CONSIDERATION HAD BEEN GIVEN TO THE PROBLEM OF RESERVE
REQUIREMENTS. SUBSEQUENTLY, MR. BROOKS, PAST PRESIDENT OF THE
STATE BANK DIVISION OF THE AMERICAN BANKERS ASSOCIATION, WIRED
THE BOARD CRITICIZING THAT POSITION. COPIES OF HIS WIRE AND
THE BOARD'S REPLY ARE ATTACHED. THE BOARD WOULD LIKE TO HAVE
THE COMMENTS OF THE COUNCIL ON THE BOARD'S POSITION.

E. E. Brown reads this item and the conclusions which the
Council has submitted in its Confidential Memorandum to the Board on
May 17, 1979- This Memorandum is a part of these minutes.

Burgess says that the State Bank Division of the American
Bankers Association is for the bill.

E. E. Brown understands that the bill has no chance of pas-
sage in this session of Congress.

(AT THE SUGGESTION OF McCABE ITEM 4 OF THE AGENDA WAS
DEFERRED FOR DISCUSSION UNTIL THE LATTER PART OF THE

MEETING)

SINCE THE COUNCIL MET ON FEBRUARY 13-15, 1979, THE BOARD HAS
RELAXED THE PROVISIONS OF REGULATION W ON TWO OCCASIONS AND
HAS REDUCED MARGIN REQUIREMENTS FROM 75 PER CENT TO 50 PER
CENT. THE BOARD WOULD WELCOME THE COMMENTS OF THE MEMBERS
OF THE COUNCIL ON THESE ACTIONS AND THEIR VIEWS AS TO WHAT,
IF ANY, FURTHER STEPS THE BOARD OR THE FEDERAL OPEN MARKET
COMMITTEE MIGHT TAKE AT THIS TIME TO MEET THEIR RESPONSI-
BILITIES IN THE MONETARY AND CREDIT FIELD.

E. E. Brown reads Item five, as given above, and the conclu-
of the Council as expressed in the Council's Confidential

sions
included in these minutes.

Memorandum to the Board which is

McCabe states that the Board has talked with the finance
companies and the automobile companies, and has found that although
these people are opposed to Regulation W as a permanent power they
do not favor the suspension of the regulation now. The automobile
manufacturers favor keeping the one-third down payment but are
divided on the maturity. On other items under Regulation W, there
are many different views. The Board's position is to modify the

terms as rapidly as conditions permit.

Vardaman asks whether the people who wish an extension of
Regulation W desire trade regulation and not credit regulation. He

éreF\ﬁEsQ'ERthat those who wish extension may wish it because they
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McCabe states that small business seems to want the regula-
tion, but- many big businesses apparently favor competition and the
elimination of controls. He says that Vardaman's question depends

upon the groups to whom you speak.
Atwood asks whether Vardaman may not be right.
again that it depends upon the business men with

McCabe states
whom you talk.

E. E. Brown says that he is surprised at McCabe's statement
as the large finance companies have testified in favor of letting

the regulation lapse.

Spencer believes that another factor requiring consideration
is that of profits.

Odlin states that in his experience the terms under the
regulation become not the maximum terms but the minimum terms.

Eccles says that Congress gave the authority under Regulation
W for the purpose of dealing with an inflation. Eccles believes the
re ulation should be repealed when it has served its purpose of con-
trolling credit. It was not intended to be anv.instrument for trade

regulation.

McCabe asks what effect the lowering of reserve requirements

may have on interest rates.

Spencer says there will be pressure for lowering them.

Burgess states that when the reserve requirements were
lowered recently a good job was done in supplying securities to the
market. If reserves are lowered further, there should be an in-
creased supply of notes or bonds of intermediate maturities to meet
a shortage of such securities in the market. F's and G's might also

be made available to banks.

McCabe. In the absence of any action by the Treasury in

supplying securities, will the lowering of reserves reduce interest

rates and thus reduce bank earnings?

Burgess replies that the Federal Reserve System is holding

amount of short-term securities which the banks could buy.

a large
rates, but the net result for

There may be some tendency to reduce
the banks would be to increase earnings.

McCabe asks whether there is any weakening in commercial bank

lending rates.

Spencer says that there is some evidence of weakening.

Burgess states that there was evidence of some weakening in

pates even before the recent decrease in reserves.
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Eccles. When bank credit was increasing rapidly the reserves

required were increased. The banks did not suffer. In fact, 1948
was the best year for bank earnings. Now we are in an opposite sit-
uation. We are experiencing the most rapid decline in bank loans in
history. Banks are losing earnings because of the payment of loans.
Other lenders like insurance companies are competing with banks for
the loans available. If the Board could feel that banks would buy

securities with the funds received if reserves were
lowered, the result would be good. However, there is a possibility
that banks would use any funds received from the lowering of reserves
for the purpose of making undesirable loans and cutting interest
rates. Therefore, a reduction in reserves, which presumably would
be desirable in a period like the present, might not actually work

out for the good of the economy.

the short-term

E. E. Brown agrees with Eccles that banks may be in for a
licking on earnings.

Vardaman understands that some bank examiners are placing

emphasis on a six to one ratio of risk assets to capital structure.

Congdon reports that Robertson says this is not true.

Foods. In an examination recently of a bank with which he is
this ratio was brought up by the examiner. All assets,

familiar,
short-term governments were considered risk assets.

except cash and

Congdon thinks this matter will be clarified by a letter from

the Comptroller’'s office.

Vardaman. Emphasis on such a ratio is bad in a period of

recession.

Eccles. If you had a high enough reserve requirement, you
could prevent a sloppy security market and keep a more stable inter-

est structure.

Burgess. At some point perhaps consideration should be given
to lifting the restrictions on some longer term bonds.

(At this point there was an off-the-record discussion)

McCabe. If it is assumed that the Treasury does nothing
about issuing intermediate securities, does the Council still believe

reserves should be reduced?

E. E. Brown. The Council still believes reserves should be
reduced, and it hopes the Treasury will supply the securities.

Burgess. If reserves are reduced, the Federal Reserve System
can do a great deal with its portfolio of $20 billion, even if the
Treasury does not issue intermediate notes or bonds.

If the reserves are reduced, the Board will have some

Atwood.
necessary. Otherwise, the

leeway later to increase reserves if
Digitt&€iS& rvesrmerely go higher and higher.
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Eccles. Outside of the money market banks, other banks want
higher rates than bills and certificates provide. After the banks
have all the bills and certificates they feel they need, further

reductions in interest rates will result.
Burgess does not agree. Many banks would like to increase
their short-term holdings. Any program of reducing reserves should

proceed by steps.

CONSIDERATION OF THE REFUNDING OF MATURING GOVERNMENT
OBLIGATIONS, HAVING IN MIND THE NEED OF THE BANKING
SYSTEM FOR OBLIGATIONS OF MEDIUM TERM AND THE ALLIED
QUESTION OF REMOVAL OF RESTRICTIONS AGAINST PURCHASE
BY BANKS WHICH NOW APPLY TO CERTAIN OF THE OUTSTANDING

GOVERNMENT OBLIGATIONS.

E. E. Brown reads Item six, as given above, and the conclu-
sions of the Council as given in the Council's Confidential
Memorandum to the Board which is included in these minutes.

McCabe states that the Executive Committee of the Open Market
Committee will meet Friday, June 3, and will be glad to consider the
Council's recommendations.

Eccles. What does the '67-'72 phrase mean? Does the Council
mean to include both eligible and ineligible securities in its
comments?

E-- E. Brown. When the Council states that even a '67-172
maturity is not now long term, it refers to the fact that five years

have elapsed since the bond was issued as a long term.

Eccles does not believe a long term (20 year) eligible s
desirable for banks. When a government offers a twenty-year security
eligible for banks, the government is, in a sense, placing its
approval on the purchase of the security by banks. In a period of
rising interest rates, the banks might suffer losses. Referring to
Point B under Item 6 of the Council’'s conclusions as given in the
Confidential Memorandum, Eccles states that there is no problem of

the government raising the money.

E. E. Brown replies that the problem to which the Council
refers is not one of whether the government can raise the money. It
is an overall major problem of concentrating too large a portion of
the debt in demand or short-term maturities and the difficulties

that might result therefrom.

IT WOULD BE HELPFUL TO THE BOARD IF EACH MEMBER OF THE
COUNCIL WOULD BE PREPARED AT THE JOINT MEETING TO GIVE
A BRIEF SUMMARY OF THE CURRENT AND PROSPECTIVE BUSINESS
AVD CREDIT CONDITIONS IN HIS FEDERAL RESERVE DISTRICT.

E. E. Brown reads Item four of the agenda, as given above,
and asks each member of the Council to comment briefly regarding
business and credit conditions in his district.
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Spencer reports that the business situation is spotty. The
shoe industry is off. The textile industry is also down. There
have been one or two cases of social lending through the R.F.C.
The loans were for social relief and were not business loans.
Copper and brass are also down. However, some concerns in various

lines are doing fairly well.

Burgess states that his analysis of the economic situation
is not much different from that given by Ralph Young in his report
to the Council. The downward trend is becoming evident in new
places where it was formerly thought conditions were good. For ex-
ample, there are now evidences of weakness in copper and steel.
Conditions in his district follow in general the pattern for the

country.

Congdon. Construction was satisfactory for the first three
months of 1949, but there was a letdown in the fourth month. Depart-
ment store sales are down. New and used car sales are good. There
are some strikes and some unemployment, but the decline in employ-
ment has not been drastic and labor is more efficient.

Fleming states that his district is not primarily industrial.
Department store sales are down. Automobile sales are up with the
exception of one or two cities. Savings are down. Construction,
other than expansion by utilities, 1is slowing down and the building
of homes is tapering off. The total income for the district will be

less for 1949 than for 1948.

J. T. Brown states that his report is somewhat similar to that

of Fleming's. His district is not industrial but is largely

agricultural. There is a severe curtailment in the cotton textile
industry. There is very heavy planting of cotton, and if weather
conditions are favorable there will be an especially large cotton
crop.

E. E. Brown states that his district is represented by
agricultural and manufacturing industries. Manufacturing activity
is down except automotive and steel, and the latter two industries
expect declines. Some industries that have been closed down have
been opening up on a relatively normal basis. With fresh vegetables
coming in, vegetable canners may have to take cuts on some of their

products now held in inventory. The meat packing industry has had
heavy declines on some of its products including lard. The steel
companies expect to operate at perhaps 70 per cent to 75 per cent by

the end of the year. Both management and labor are becoming more

efficient.

Hemingway finds a little more pessimism among business men
than was present two or three months ago. There is a decline in
building activity. Housing permits are off about one-third from
last year; unemployment is not particularly large, but the hours
are down considerably. Some manufacturers feel that they are getting

nearer the bottom.
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Atwood states that the milling industry is unhappy. The
price of flour is less than the cost of wheat. Some marginal con-
cerns are out of business. Residence building is down. There are
increasing Mor sale" signs. He does not expect their loans to

decline a great deal.

Kemper. The economic situation in the tenth district con-

forms substantially to that of the other districts. There is a

very large wheat crop of .225 to 250, million bushels. The oil in-
dustry is operating at full capacity, but is about to cut down on its
exploration activity. In his district, agriculture and orders for

defense have tended to bolster the situation.

Woods. Department store sales are down about eight per cent
for the first four months over the same period last year. Construc-
tion contracts for the same period are down about 15 per cent. There

is a marked decrease in oil production. Notwithstanding the declines
in business, 1949 will not be too bad compared to 1948. There is
heavy cotton planting and a tremendously heavy wheat crop. Good,
rains have fallen in Texas, including the dry western part.

Odlin believes the recession may be a little more serious than
it had originally been indicated it might be. California has had
decreased activity in various industries, but has now had some come-

back. The movies have had serious problems. 1979 promises to be a
good tourist year for the Pacific Coast, Lumber, plywood and paper

have had difficulties. The general pattern is .similar to that of
the rest of the country, but possibly the decline in business may

have been felt a little more severely.

The meeting adjourned at 1:23 P.M.

* kK Kk o 3 K e f K K Kk Kk

It was agreed that the next meeting would be held on September 18-19-

20, 1949.

The Council reconvened in the Board Room at 2:15 P.M. on May
17, 1979, with all members present except Potts.

unanimously to give the Executive Committee

The Council voted
on any matters

of the Council full power to act for the Council
which might arise before the next meeting of the Council on

September 18-19-20, 1979*

The meeting adjourned at 2:18 P.M.
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