MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 18, 1949
R EE R i)
a Fes en rown, |n eC air.
Present:

Charles E. Spencer, Jr.

District No. 1

W. Randolph Burgess District No. 2
Frederic A. Potts District No. 3
Sidney B. Congdon District No. 4
Robert V. Fleming District No. 5
T. Brown District No. 6
Edward E. Brown District No. 7
Henry E. Atwood District No. 9
James M. Kemper District No. 10
J. E. Woods District No. 11
Reno Odlin District No. 12
Herbert V. Prochnow Secretary

Absent:

Mr. W. L. Hemingway District No. 8

Ietabhs ofH\e |tem38 aﬁe for the eetm a the co usmnsothe

%OLE] tdp o nd In the Con rf emora (iﬂ rd of (%vernors rom

the eeraIA visory Council, whic ows on pages 9,3 an these minutes.
The meeting adjourned at 6:37 P.M.

HERBERT V. PROCHNOW
Secretary.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 19, 1949

At 10:00 A.M., the Federal Advisory Council reconvened in Room 932 of the May-
flower Hote? Wzli\&mgton g Y d

sent: M E wa Brown, Preside t M ssrs Charles E_Spencer Jr Ran-
ol Eur £ss eerlc tts §‘ dne (ﬁert%/ FFe n rown
E(eﬁ twdod, mesM emper, 5] % oo s don In, and Henl) tV. Jrochnow
ecretary.
Absent: Mr. W. L. Hemingway

heC uncn re |e ed |t conc sof h rewousd ar the jtems on the
eﬁ] ot cre vernors t|a emor 51
o over ors omt e sor uncil, w |c ows on es
an sm enda |te s with the conclusion r
emorandu v! |ve to the Secretary of the Boar overn rs at
ptember 49,
The megting adjourned at 12:40 P.M.

HERBERT V. PROCHNOW
Secretary.
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS FROM THE FEDERAL
ADVISORY COUNCIL RELATIVE TO THE AGENDA FOR THE JOINT
MEETING ON SEPTEMBER 20, 1949

In V|ew of cha nq econ%mlc conditions and the P seEtJeve‘ Fgf the Govern-
H securities tshoulgl e the policy of the Federal Reserve System
with respect to the red|scount rate

The Council believes that under current COHdItI?nS it is desi O(able to retain the present
rediscount rate. Any re UC'[I(W In the rate ow ofu ? tend to ease m neg raesata
ﬁ cit financing, and with ?1 ness.show-

Itfltmgf\)%]en rates\/glq'?eﬂltﬂﬂqg%o \égg?/r %W?t Len enco rageme tO a possible inflation
trénd, QY ITP the I’edISCOUHt rate % (§) EP Tte/ ate. |%sent r ti IS iOWanI/’
E ount {ate n w woul % ICUP[ o

a perio o rea|ve erl reductmn int
: Wou d therefore make m

creaset e CGS {/\ (Evergment securities an P]
reasury an pen arket Committee responsi ilit1es In connection Wltht eGovernment

security" markets.
2 V\éhgat are the views of the Council as to business trends during the remainder of

E
R
T

The busi nﬁs tl']end at (esent 1S moderaw quard from its tow of reeent| months,
lt|s p[]o a] e that it wlll continue upwar or he remainder of 1949, Devg t[)ments
f rq A reaten a contin an%e of this trend athe trikes In such major industries as
steel coal’and the railroads and effects of the British devaluation.

theg ouncil have any comments to ake on thec |t ohc ct|onstaken
eFe eral Reserve System since the ast meeting o ou CI

The Co ncil is n.a ree Bt with the June stahement m&hc ting a deEar ure from

thtlzy mamtamm Ixe attern of rates T eCounu pproves the reduc-

tloh eserve ulrementst at ave Eeen made. These actions %ve een an en? Li]ra\g

ehc OP USINess se tlment Loo In bacgwa‘d the Council believes it wauld have

the Feder (? serve stem had released SECUI’I'[IG% to the mar ?
E?rw)t%/ in ateJ ne an Far H If mtgrest ates ha? een Rermltte to

he ounc s(? believes t ew eboF market would be in fou der.condition |

the System had released and were currently releasing bonds more freely from its portfolio.

4. Does the Council wish to express ang/ op|n|on at this time with respect to the
future refunding program of the Treasury

he Cﬂ rgll believes tha(s the Treasur sannouncemenhthat I!]t pJoposesto ISsue notes
t0 reg t onds comln He in Degem er 1S a step in t erlg O‘rfctlon As the pro-
ram evelops, 1t should intlude ref ?mto bath intermediate an ongerterm |ssues
'qea roportlon ofthe ederal debt'is now in short-term securities, especially wnen
con3| % connection with t %amount of savings ponds outstan mg and with the
steadily shortening maturities of the present long-term Issues.

D, Whalt are the views of the Council with respect to the following legislative pro-
posals:

a. A hasic revision in the I?V(\f relatm? %res rve re ujrem tmh hICE would ba
requirements on types ot deposits at er t an oc tlon 0 t and wou
be applicable to ionmember as well as member banks.
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uncrl anim qr%rs\)/oft ) mrh gha%hnerther the Board of overnors
Pnoerm era agency should have authority to e Teserve requirements of non-

other erves of rE%mher QFQF ewhrle the Council rec an%(es that ther |s some

cko 0qIC |n epree asls f rminin reservesgw sl}/ Ver
ears rownu Wrs 1S arran ement and aso rat ef neler rt efore

00D Irft}ﬂhj 10ty spet f‘c'%”r&?osa‘i?aa” b e

b. The authority of the Federal Reserve Banks with respect to industrial loans.
suppsb}ed%nM k}h cer]tgﬂ atrprgnrgnr tybt(rvtw\}vhrtﬁm orIIIt w(rjhas?ﬂrtaﬂg?cajtfroth] ¢ Counc
etCouncrl F% \}oert with Ihs mendments ofB l40 |s iven in the pe R ”}ef
at some h/ alve is desira emer enty cre It sr ua ns and Wit
reco mendatio he enr%nq:ar&c{ 9& epowe tar overn-
me agen les, O\nclu in egrea ycur many
Instances should be ter mate

At th m of the ab ve statementb the ou Con ress was considerin
strrctronot e ?5@ T-'EC mergency situat |onsgg

Can £e r[%] lﬂl
se%uent Iegrsla IOﬂ COﬂt mue roa ers tnere 1S no present
spect of.re ucrn tWO rn n dgencles

H lending 0 aran?gepoc\rlvv%?s in @e soau ngr rle 85 refore w u§ IVIng
gdrtrgnal ou ran eing powgrs to the Federal Reserve srn the Indus rra?frelr&J

e T
B wrements 1%“% %ers pan R g ek()jhsh/ment 0?%I‘én0en E)y !3

(c) The Council favors H.R. 5749.

6. Thoepassgargomou[rg dmr(ne %E haveI ghee vrewsrogI atthee E;&embers 18f %e Cou rﬁrlrlesog dthé

IBtIe &uat 49, a

I, enar ectoro oar % [ |sron erat ons 0&66)

h|r srs ant Postma er ener |n|n an\/v coh st

tf par men asu er considerati nw |s uance and co ec 10
mone ge ere 1S also nc ose amemo Jan ur? PerePare

%naE e 0f AU us mee
gvtrves of the Post epartm ntwrth membe oar tafa whic
the proposal was drscusse

TheCoHegrlfavlgrsthepFrio osaIrIatgng re% |ssuaneandc§ |I t?stalmonex

er%[ﬁrg)gr%ese tems ﬁgcﬁr%hng aerr\e%sona € amou glrng)ver A expense |

1. Should the)holdrng company bill not include an exemption for wholly-owned trust

The Co ncil believes that the ho Oh |ding eo%pan ill should be ame de to exempt
holl Iy-oyine truts Lompanjes not doin y & commercial banking business. an exemB
lon would not interfere witn the primary purpose o theb
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8. Tp] uestlo of tmea_i of th FeEer | Reserve Board to ard Plf (? %
Ich woul |vet e era n s the Spower 10 borrow rom the Federa
Reserve Ban for one year at t eFe eral Reserve discount rate.

. In theg (i ment (B‘t e Coun Clll the 0VISIOnS ofJ-I 2w0u|c“3 %vlde for.an
|mpr8perus r]tra acl tlesa areunsoun ea optign of suc |sla lon
would nevitahl P e sure for similar r|V|e es. overnment’ etn Ing
agencies. The Councl wou appreciate knowm the position o eBoard on this bill.

9. The BoaJd has sent to the members of he Councna oBflden éstaff.stud rela-
tive to de 05| uran e co e ehrae and base 0 0sit Insyrance
assessments. P remaeI e current views of the Council con-
cernlnﬁ aBX afngest ats e made in deposit insurance coverage and the
rate afd base of deposit msurance assessments.

On Mg?/ 17, 1949, the Co&mml made the following statement to the Board of Gover-
nors regarding the subject of deposit insurance:

“The Council is farglhar with tn |scu33|%ns on this ma& ter which. the Federal
Degosnjnsur nce Corporation nas adW| acomm|tteeo eA ern:ﬁn Ban er?
oclation f out emgc nH ng ﬁrt(gu ar formula, the Counci
favors In general an approdch to this subject n 'the basis of these discussions.
“Sglere|§|cally, the Council believes any legislation should include the following

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. rrovmon should be made f(% r maintaining the inteqrity of the fund b estzﬁt])
shlng a statutory formula for an aytomatic ?cale assessments, based on t
revi uts ears 10 Fes and expenses, to range from no assessment, or an assess-
']}ﬁ nominal amount, under present conditions, to a maximum of one-

twelfth of one per cent per’annum.

|n angl stugg for the pyr se of d termlnlng the ade ac of eder De 0sit
surance Cor oganon sand t teo ne o%n ests
‘elm ortance of considering not only the 053| osses of eral o%{
S ra ce orporatlo but afso the e cto ban earnlngs ca 'tﬁl and d|V|fe S
fhe stead X Eraln 0f assessments. These asiessments the
|nd|V|dua|b nk to make 1ts own provision for losses

he Coun]clla re |atest eop rtunity it has been given to examin thecon idential
ﬁ n0| reﬁ$ sasa important contribu |on llﬁn & consl deration

T

staff Stu %

tr_hlssu ect ouncil als recia est e Inte estt oar In thes ases
deral’de osn msgrancew ks. nﬁaes

educe the power 0

areo suc Vlta Im ortance tO

|scu33|on fn W ta Jn% s]n ace am various |ne rou s, the Councll
shs [] ? 1SCUSSIons WIS Hmmlt |tse osp CIfI proposals In the mean
tlmet ouncil will give the matter further study.

10. Discussion of H.R. 1689.

I h 1689, th | h ' he resol

Wh.éh”féﬂa‘v”v%%?”r%tsmEsf%n A A G A
anking and Currency:
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RESOLUTION

“The Federal Resepve System. is this country’s Centra| Bank, Its decjsigns are of
gﬁ%vgrhna%c;/rrtn%r}]cte ¥or tﬁg Nation’s weﬁ-bem . They m%‘uence the treno, ofq)usmess

“The Board of Goverpors of the Reserve System is the top command of the System,
It's oul%(%emanneciq By %e a?lest an Pséqua[!?f}eg e%gﬁe?n t?] country.y\?\}ﬁen
the System was seB,up,t e salaries of the Boar weré) ce aét e.?aweleve as
members of the Cabinet and that relationship has been continued until the present.

the Board simply as .a
ftne oaréj i

“H.R. 1689 would break tt}lﬁ_soun tradition by treatin

mm?]r reogruI%t?Fy ency. This would lower the z_resngeei an.d make. it
mych mare di Bcuito ggrsuade gtﬁemen to bf |tsp mbers. It would impair hts
natlljgrqce,upon anks and the public and cripple 1t for its essential service to the
E)/\r/gferreacgwrg%doéga,t members of the Board be placed on a higher salary level,

* k kk k k%
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RAL ADVISORY COUNCIL
ERAL RESERVE SYSTEM

September 20, 1949

At 10:45 A.M,, a joint conference of the Federal Adyvisory Council and the Board o
(R?,overnorg o?t e Fe%JBa Reser e%ystem was ela ﬁl\t e @gard oom of the lgederaI
eserve Building, Washington, D. C;

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

Chairman Thomas B. McCabe: Governors Marriner S, Eccles, M. S. Szymczak,
Ernest % n[}ra er, ]]awesBK. arﬁl an, Jr., and§ Lawrence élayton; also, !\?r%yg] ar-
penter, Secretary of the Board of Governors.

Present: Members of the Federal Advisory Council:

Mr. Edward E. Brown, President; Messrs. Charles E. Spencer. Jr., W. Randolph
Urgess, Fregerch otfs, Sidne %E&W dson, oBer . Flerﬁn _J. T, Brown, Henr
Eécgetyg(r))?d’ ames M. Kemper, X . o%ds, eno (ngm, anol lglerbertv Wrochnovsx

Absent: Mr. W. L. Hemingway.

Preshdent Br an requested ar}]d r ce|veci Pﬁrnv]sslon of the anrd t0.consider tth |ast
ifem on the agenda first, because the Council felf the ifem was the, ostJmRo.rta L, reﬁl-
ent Brown then read the item angd the conclusions o tge ouncil as give |Pt e Confl-
ential Memorandum to the o?r%o Governorstrom the Federal Advisory Council, as printe
on pages 28, 29, 30 and 31, or these minutes.

An off-the-record discussion followed.

. The Pre |deﬁ1t of the Council then Tead the first gng secong |temf on the asqsenda,

hlc@ were COISE/Iy relateg, and the conclusions reached by the oqfn&] as e)ﬁpﬁ ng In

the Confidentjal Memorandu prevmusl?/ mentioned. At the'request of Chairman McCabe,
the ensuing discussion was off the record,

. President Brown read the third item on the agenda and the conclusions of the Coungil
included *n the ConﬂJenUalMemo,ranJHr?, wh|c?1g|s a part o? these minutes. %rle HIS-
cussion of recent open market activities followed.

President Brown than read agenda item 4 covering the refundin ram of the
poci el Bt R e O
oard 15 In general agreement with the Council on this item.

President Brown than read item 5a of the agenda and the conclusions of the Council
as given n trhe (Eonfrl]dentlal emorangum cited gbove.

. Chairman h/IcCabe raised éhe question as to the leadership.of the correspondent banks
{/% r?gtrjgeg%r{gst e present Inadequacies and Inconsistencies in reserve requirements in

. Dr. Burgess replied that thehA. B. A. has pﬁrt of its staff Wonqng ?n a uniform bank-
ing code and som pro?ress In that direction’ has egnrpde. e believes ﬁ.ver Iarge
Ee centage of the deposits z?re now represented by Federal Reserve membership or are in
tates having good reserve faws.
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Preside BrownJead item H ?ea enda and the conclusions f e.Councth/Ias
%lven In th(ej emaqrandum fo the oar Governors revmus mentlone airman Mc-
abe stated that he thought It was unnecessary to |scusst IS Item.

President Br? n re? item 5¢ n the a \ﬂendfl anddtherconclusmns of the Council as
tated In the emoran F y cited. There was no further comment
y either mem ers 0 t eBoard ort ounu

Presj denthBrow ead \tem 6 on the agenda an tBe conclusions of the Council as
expresse In the Con ential Memorandum mentioned above.

Premﬁen% Brown read it Mm 7 on the enda ang the oncIu3|8ns of tPe Council

iven In the aforementioned Memorapdum. Chairm cCa e.stated 1t is difficult to wor
8utt IS matter, W] Hopes sometnmg may% d%ne about it.

President Brown then read item 8 on the agenda_and the conclusions of the Counci
aﬁ eé[)resse&1 In the Memorandum cited above %/I ?ayton state(! that t?] oard an&
ouncil are In agreement on this matter.

(f coverage, tn

ratea Insurance tsand t he& Iumﬁns rhm as |ven In t

Confidentia emoran u81 r. ?] ese eCounC|I tacom-

rwttfeto ork with the Ra| anot ard onthere ort tB 8 gwake to
oint Committee on the Economic eport on this su Ject ctober 15

he|dToﬂN“3$?nﬁ’E§r 011‘3thle4 %ﬁgn% %g the Board agreed that the next meeting would be

The meeting adjourned at 1:35 P.M.

Presj dent rown read thea enda item relative to changes.in
l) s&w gtethe go

HERBERT V. PROCHNOW
Secretary.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
September 20, 1949
Federl Rasern eulltirg el A ann Cpungl racamiened 1 Board Rporfine
Pr ent M E war E B owgr OlPresg,v SSIS. Cgar encer j Ran-

eqleric oun,
EEM Wbo amesM emper ood enoR(9 nan BPtV Proch now,

Absent W. L. Hemingway

T ST gy ot e ROILY s g
Vﬂw Al anof L
re atIVG tOt ESU jeC eral EDOSI Insurance

The meeting adjourned at 3:10 P.M.
HERBERT V. PROCHNOW
Secretary.
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On September 20, 1949, President Brown, accompanied by Mr. Fleming and Mr.
Burgess, prpesenteo[ t%e f%?lowmg Fetter and Heso?utlon%o enator urnetnﬂ?. %/Iay ank:
FEDERAL ADVISORY COUNCIL

September 19, 1949

The Honorable Burnet R. Maybank

Chairman, Committee on Banking and Currency
United States Senate

Washington 25, D. C.

My dear Senator Maybank:

.0n behalf of the Federal Advisory Council, | am pleased to enclose for your consid-
eration a Resolution wh(|jc the Coun3/|I passed todaay vit% reference to HR-¥6%9.

It is the opinion of the Cou cildthat to leave the |30ard of Gavernors in the salar
classification in which t eg/ areé) ced In the House Bill may have far-reaching repercus-
sions In the conduct of thé Federal Reserve System In the future.

Respectfully yours,

(Signed) E. E. Brown
President

Enclosure

RESOLUTION OF THE FEDERAL ADVISORY COUNCIL OF THE FEDERAL
RESERVE SYSTEM WITH RESPECT TO H. R. 1689, SETTING NEW SALARY
SCHEDULES FOR VARIOUS GOVERNMENT OFFICIALS

“The Federe%l Reserye System is tgis counm/’s _C?ntral B?]nk. Its de?i%ion_s are of grave
brpo%te%r{ce or the Nation’s well-being. Théy influence the trend of business and’ em-

“Th(i Board of Governors of the 5 Serve S ste{P IS tqe.to? command of the ?}ysgem. It
should be manned by the aplest an Cfstqual le Beo in the country. When the X?t%m
wa%.set u;[)], tme saldries of the Board were Pace a f %same level"as members ot the
Cabinet and that relationship has been continued until the present.

“H. R, 1689 would break th\s sound thadmon.b t¥e?]t|n the Boadrd m&np.lly as a minor
re ulafor a encal his would lower the Bestlg of the Board an .nga e it muc molze
difficult t g.rsu de able en{o e Its memboers.” [t would impalr 1ts influence upon banks
and the public and cripple 1t for its essential service to the Nation.

“We recommend that members of the Board be placed on a higher salary level, preferably

$20,000.”
Xk k k k k% %

September 19, 1949
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REPORT OF SUB-COMMITTEE OF THE FEDERAL ADVISORY COUNCIL
ON F.D.I.C. ASSESSMENTS

g of B Sl o, eet%”tt A COU“V%" fUrher Ot%t rWt'to“ o Fadt ) me%h
N ur e a ses?mentsr e ight 0f the. st re are a eder
oard. After | drvr ual sr ea jon.0 rob e ommrttee as

as ington 0 and the fo Iowrn are Its suggestrons to the era

eserve’Board.
The Committee wrs s fi stto express jis.appreciation of the hreadth and thoroygh-
nes Pthest Rre‘p % eBoard’s ta# ﬂﬂp hemostcorngleteassemblmg Td ta
consl eato estrons at |ssu atte ommitteg has seen néra
om Ittee mdsr ourrence Wlt ebroa approach to the proble sand
line ot reasoning o the ta report, with reservatrons at' some points,

The reatestdrffrcultg I|e not in the broad otﬂectr\res to esou%ht but in secur-
% ree ent nap gt merican Bankers ssocratron as a tommittee whic
ena wor esu Hect or SIX years and hasg carrr nconversatron wit
the edera De osrt nsurarce Corgor éron sto modi catron e aw A numper o
ot er gtover men a encles are conc rng E From Barrous slr esm Ifferent
%g ﬂ ave made Itrs our eIreft atte ederal Deposit nsura rora
1St ea encyy |ch should pr?:sent to&e ongress a Specific program ased on ts
ex erience. and studies. V\l Ile [th edera eserve “System IS broadly™c oncerne mt
matter, this.is nqt prrmarr edera eserve roblem, and the ouncil at Its two
C%d'ﬂ [r tmg |ven mm ttee on ! nce |n hot |s to sponsor a spe IJC

0 m| e tere ore, IS report will rather emphasize certain
principle d) ich shouldn]o Iowed P P

1. Reduction of assessment. The Co mrttecan eak for the Council in_its emphatic
ar?reem ntwrth rheSta%?r ortas the esrra ||t p rom ta [dstantraf re B troH
E asses(sﬁmeni; re ort revr co vncrn§ eco oss experience.

s e
Eell dE %‘anrkss 'tﬁhesm (asrte gonbsﬁa tia SH%]IGTIHM:‘IS |s?sft ebawoy] dol?arso Jd)sk assetsg

The orntwhrchthe Com tte would emphasize more vigorous tha |sdone|nthe
s ST e L
arrerretu 5@ 5ar Isﬁarenowse érscoun their [iquidatjng value

In % eay
and m cult to sell th ;frs ares# emarketatf prrcstoo in new
ca |ta rom a long- ranrde point of view of the stren ?d}) erican ban rn

th of
Ly BT e e ekl
market. A red]d)ctron InF.D.I. E assessments [nbega materr)al ald towards this o%jectrve

e of assessments. The Caquncil has steadily taken the position that in any re-
R LS e B A
ment shoﬂ thye eamountss ou
setb e law ra r than oarg f rePt /ecrsro

any oBe ear shou no excee

base rev!)ous experience as to osses;ﬂt e>80
together have recently been running under ten milfion do

36

assessments grovrsrons ou dﬁ r]mamtarntng ehmte rit
%ntrr} atlon 0f some assessment, an aracteristics ot this assess-
ctua 1ons In | utory, Wrt variations
e att naxXimum assess-
} ne annual assessment
seso e corporation, whic
ars a year.
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the matter of the to ssessment, the Staff report suggested 1/10 of 1% rather
Ehan Ht present 1/12, @Fﬁeve t]hat 1112 |st| nougahg% d |dt |1s accepted0 by ﬂr
anking communrty and by the public as an appro rrate maximum rate.

As to the Jen gth of past ex erience on which the changes in the assessment should be

Based the Staff report makest e.su estron tha a ten-yedr. moving avera%e IS.a sounder

asis than a sin Ieprevro ear’s e |ence 1S avor S im %frwah v re crease |
! Ith the

B?rettSS?%ﬁtt”tﬁd sl Lfone oLmeCcteta”ttttet e e £ b.11C. it b sk
a definit (J reaction to

?re ommen atron The.question. IS d(ne of th eP P

re uctions \n the Tun ahnd the en%th of% e that it would take to resto ossehs Incurred.
Our general feeling 1S that an ave age 0T a shorter perio t be more
acceptable from the public point of View.

3 Coverae The Advrsorg Council_at its May meeting stated its opPosrtron to an
crease eeovera e over.$5,000. ThlsCommttee ebco?nrzes however, the concHsron
? at an intrease in the covera}gewou not nc?nsrstentwrth or should not
|nter ere wit asubstantral reduction In the assessment. We also reco nrze that there |sa
certal rbamounto agit tren for an Increase |n e cov?raé;e particu ary on the part o
small banks. It Is olr L however, on the pasis of surveys made [y the A errcan
Ban ers Assocjation and ot r] %encres that th| agitation | In of substant |I In scope
an we entertarn doubt as to whether, in fact, smaller banks w ud(?ematerra benefite g
heir e os by an, O,tcrease In tne co(\{erae T ematter however ecide
ro rﬁ |c consr rations. T ere 0esnot a Pear to be rom the public, as distin-
8u|she from the banks, any demand for an increas ncov?ra%e and the resentcoverage

oes protect the small depdsitor, for whom it was primarily mtended.
While we recopnlze that as ltbgﬁi been oier ted, deposit |nsurance has, in a great

than ten years mig

numb rof cases, ? otected entire sthrou e purchase of assets (}/ve are n?t con-

vince Oat Sit atonsm not rrse mhe futUre where t eotl}?rmetg orrgrna con-

templated_in the Acé |qur atrn the bank and payin ePosr Insurance

psrts of $5,000 and less, m%not eadesrr le me odo procedure, ﬁhat proves to

%ase the I|m|tat|on on the covera ew* econservatrve an desrr% eun er-

stand he F.D.I.C 1sm mdasurv y 0t this problem, and suggest that final recom-
mendatrons be deferred pending

ts completion.
It should be noted that the Federal Savrng ?an assocjations are nﬁw operatrﬂg
under an msuranceg rﬁrH WhICh also has mrt and that any.change in t
%ove age 3/ ell be taken asaba ora Jan mcreaernthe overadg
|n thsot r fie etheexperrence IS st ver where a ¢change now wou
INVO ve substantia lr;rs s Ever extens 3 rrncr government guaranties needs
to be examined with the utmast care eorea option

Sim #frcatronofac%ouatrngrbasrsforassess ents. Th%Commrtteea eescom IeI
WrththeSt reportastﬁ ailit fsrmp r”an the asr? %raésess

I PO armon Wit the mrtron In the Rortso er an
Federa eserv% tgfeéares nt thncertarntrecf are |sturb| g, and a consrde esavrngs |n
expenses could be effected by the proposed procedure.

5. Relationshi ofsrze offfundtodeposrhto ) TheC?
Ptt esu gestion of the Staff r]egortthatt und be rea {0 tot ank eposrs

Itte sfeelh %th t this.Is an unnecesgaryfo Ication 0 JJ dgram Legis|a-

trono tls su h eassrmPeas possible. The various r?dpose R ns now under

conﬁ eratdon rt econtlnua lan of assessments ma efgrovrsro contin 1thed Increase

In the fund year by year, in addition to the coverage of expenses and 05ses. This Increase

37

tergrttee haLgrven gonsrderatron
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the fund is, in the neighborh dof 3%, . which is about the same rate of Wth as
ﬁg [r]){sbu Iness, ﬁlgs ? Fo#ﬁmforfi %%erelsaﬁ uafeprovm Yv{

Y)\”s . Onr%ig Ingean zﬁg lon p]ere were a formula, we wouldorqﬂ

mme P B %t”FnW wombeemeg Staéﬁsﬁ% e rages é“??%“ﬁs“%” R B e
1S | aquest ch d wel % ( orl e {nenda@on
empers lﬁ necessan ave small resources and the"contribution to the fund
wouI e In negligi eamouns
Signed W. Randolph Burgess
Frederic A. Potts
Robert V. Fleming, Chairman

October 5, 1949
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NOTE: This transcript of the 3ecretaryls
notes is not to be regarded as complete or
necessarily entirely accurate. The tran-
script i1s Tfor the sole use of the members
of Federal Advisory Council. The con-
cise official minutes for the entire year
are printed and distributed later,

H. V. P*
The Secretaryvs notes on the meeting of the
Federal Advisory Council on September 18,
1949. at 2:15 P.M.., in Hom 932 of The
Mayflower Hotel, Washington, D*C. All mem-
bers of the Federal Advisory Council were
present except Mr. Hemingnway. .

IN VIEW OF CHANGED ECONOMIC CONDITIONS AND THE PRESENT LEVEL OF THE

GOVERNVENT SECURITIES MARKET., WHAT SHOULD BE THE POLICY OF THE
TR RESERVE SYSTEM WITH RESPECT TO THE REDISCOUNT RATE?

E . E- Brown understands the Board of Governors may be pressing
tra loner rediscount rate whereas he has heard that the bank members
>n the Open Market Committee do not desire to make a change iIn the rate.

Potts states that Williamns of the Federal Reserve Bank of
hiladelphia tells him he i1s against any change now.

Burgess does not believe a reduction In the rediscount rate
rauld be of any benefit to business now*

E, E. Browmn. Lowering the rediscount rate to 1 1/4 per cent
puld probably reduce the certificate rate to one per cent. From
Tawary to May the Board was fTighting inflation* After that each step
tte Board took was to fight deflation. It is questionable whether the
resgit business upturn 1s permanent. IT inflation is still a threat,
Jen the rediscount rate should not be lowered.

) Potts believes that the best reason for not lowering the re-_
ilscount rate now is the upturn In business. No one knows for certain
foether this upturn is permanent. Deficit financing i1s also inflation-

iry,

Burgess. We are iIn a state of prosperity and should not do
Hov what should be done at the bottom of a depression*

Congdon agrees with the comments of Burgess and Potts.

Atwood agrees with the previous comments., He states that the
fediscount rate is so low now that it would be advisable to retain the

little power the Board has left in the rate.

Board should withhold action now and re-

Odlin st ,tes that the
the present rate.

Pin some of the power still remaining in
llemper agrees with the previous comments but is Knclined to
the Board will reduce the rate.
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j- T- Brown agrees with the views already expressed. He sees no
od reason for reducing the rate.

Woods sees no logical reason to reduce the rate.
spencer IS In agreement with the previous comments.

Odlin emphasizes that the rediscount rate should be a penalty

.

1J- E- Brown states that the conclusions submitted to the Board
t include the following points: (1) no change should be made In
S5rediscount rate, unless there iIs an Important or marked change iIn
»level of the economy; (2) a reduction in the rate would only bring
lier money rates and money rates now are historically lov. In Ma
Jue when there was greater business uncertainty there may have n
€ justification for reduction; 3) with deficit financing, and with
INness now Increasing, It Is not desirable to encourage a possible In-
tionary trend.

Burgess. The business recession was never fully completed. It
better not to overstimulate the economy now.

E. E. Brown. Except during war, the rediscount rate should be
J penalty rate and 1t should have some stability?

Odlin believes that the views of the Council on this point should
positively rather than negatively. It would be better to state
uncil is In favor of retaining the present rediscount rate
that the Council i1s opposed to changing the rate.

THE VIEWS OF THE COUNCIL A5 TO BUSINESS TRENDS DURING THE
OF 19457

E. Brown. The business trend is moderately léﬁ\évard_and barring
; _ rikes In such Industries as steel, coal, and railroads, the
anavancontentie uoward for the balance of the vear:
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thS ago, 1t BASMt have been possible to justify a decrease in the re-
count rate* However, with deficit financing, and with the pressure
m higher wages, there is no assurance that the inflationary spiral may

O start again*

IT the rediscount rate Is reduced®* resulting In higher
ft ices for government securities, the problem of handling the govermment
ecurity markets will be further complicated.

E- E. Browmn, A reduction in the rediscount rate would complicate
rd meke far more difficult the Treasury and Open Market Committee re-
asibilities In connection with the government security markets*

poes TEE COUNCIL HAVE ANY COMMENTS TO MAKE ON THE CREDIT POLICY
ACTIONS TAKEN BY THE FEDERAL RESERVE SYSTEM SINCE THE LAST MEET-
nr oF THE COUNCIL?

E. E« Brown* The System has not put out bonds the Federal
€S€rVe hanks hold*

Burgess* The Federal Reserve banks have not pumped out bonds
nto the market* Buyers could not get them and the markets were forced

E* E* Brown”™ The bond market unpegging was a step In the right
Irection.
Fleming states that the Council may say It was iIn sympathy with

he reduction In reserves, but believes it would have been helpful iIf
Ie System had released securities to the market more promptly*

E, E* Brown thdinks that the memorandum to the Board may state

of the reductions in reserve requirements and agreement with

e Jure statement indicating a departure from the policy of maintain-

a fixed pattern of rates* The Council may also state that securi-
Ies \vere not fed out soon enough.

Congdon believes the Council may approve the June statement, but may
that more prompt action iIn supplying the market With securities
have been advisable*

Burgess. It would have been desirable to have unloaded some of
holdings of the System.

Woods * The Board may argue that selling bonds would have ab-
sore of the released reserves*

«rdzleming believes that the Council may approve the policies in

but--gstate that more prompt aation in supplying the market
I ae Loavai it lAd hayvwe hoaoan Aoacs rah oo



Potts. believes the Boards actions have been helpful, but that
ventories were a factor™

nnngdon believes that the Boardils actions vere a minor factor™

pipmyp:. The Inventory situation was a major factor, but the
actions helpede
odlin believes the Board™s actions vere good,

Kemper thinks the Board*s actions oonstituted one of the major

tors Ixl stimulating business*

Jf T> Bromm, The Board*s actions vere important, plus the iIn-

tory 3trtuation*
~ Woods* The Board’s actions vere helpful, and it may have been
wincidence that they came simultaneously,vith the upturmn™®

Suencer» The Board"s actions vere helpful,

Atwood believes the Board’s actions vere coincidental vith
E uptun™
Burgess* The Board moved in the right direction®
The Board3s actions were timely*

£. B> Brovtu The Council believes the Boardfs actions In reducing
tesEne requirements and iIn announcing the policy that looked toward the
kpegging of the bond market have been encouraging influences on business

mtiment >

J* T Bromn..

Burgess« There is the question of whether the System was prompt
nough in supplying the market vith securities early in July,

E,.En Bromn™ Looking backward, somewhat prompter action in re-
essing government securities might have been desirable*

_ Congdon believes the Council may approve iIn principle the Boardls
os.and agree they were helpful in the limited area in which such iIn-

Digit
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Rnrpess. The Council may state It does not feel i1t was necessary
permitinterest rates to fall so low,

THE COUNCIL WISH TO EXPRESS ANY OPINION AT THIS TIME WITH
TO THE FUTURE REFUNDING PROGRAM OF THE TREASURY?

Afiling» The Treasury is taking the Tirst step in December to
-then maturities. The Council may state it believes the Treasury’s
~uncement reiative to the bonds maturing in December is a step in
~right direction and should be continued as the program develops. It
ifuld include intennediate and longer-term issues. In the judgment of
QuUncil, too large a proportion of the Federal debt is now in short-
hVsecurities, especially when it is considered in connection with sav-
J® bonds which are demand obligations* Moreover, the long-term issues
steadily becoming of shorter maturity*

Rt E. Brown notes that all members of the Council are iIn agree-
Bnt vith Fleming®™s comments.

\im ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE FOLLOWING
LEGISLATIVE PROPOSALS:

a. A BASIC REVISION IN THE LAW RELATING TO RESERVE REQUIRE-
MENTS WHICH WOULD BASE REQUIREMENTS ON TYPES OF DEPOSITS
RATHER THAN LOCATION OF THE BANK, AND WOULD BE APPLICA-
BLE TO NONMEMBER AS WELL AS MEMBER BAFFKS*

Odlin. The Council may say at the outset that it is opposed to
sbjecting nonmember banks to regulation by the Board of Governors.

E. E. Browmn, The Council may state that i1t is unanimously of
te gpinion that neither the Federal Reserve Board nor any Federal
gy should have authority to fix the reserve requirements of non-
aber banks* The uniform reserve system i1s probably a more logical
oe than the basis of detemdntng reserves by cities* There is also a
Enbrmlal question of whether reserve requirements should be fixed by

v Congdon. Any change iIn the present basis iIs unsettling. There
?Whaps some fault in the present reserve requirements, and the
&’le matter should be given further study.

alt ~ .dhint The present arrangement for determining reserves vorks
~ vell and there 1s no reason to change simply to change.

la E. Brown believes the Bopp proposal is more logical than
Proposals previously made.

te? at Su*Kkeaa1 The Council may state i1t would be pleased to give fur-
Aoosed t to M le &atter. Any change is upsetting. The Council is

VEluding nonmember banks. There should be a ceiling on
vhich would permit banks to live.

kaj>o Brownt The Council may first say that nonmember banks
\ B* subject to the authority of the Board or any Federal
206 J u may then state that as to member banks the Council recog-
Digitized for FRASER of logic in the present basis, but the country has
M iieserstonsecoseif to this arrangement and the banking system has operated
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11 under_ it® Before the Council expresses an opinion on a change to
other basis, the Council vould need an opportunity to study specific
poposals and their effects on groups of banks and on the banking

yJtOEW
WHAT are THE VIEWS OF THE COUNCIL WITH RESPECT TO THE FOLLOWING

LEGISLATIVE PROPOSALS:
THE AUTHORITY OF THE FEDERAL RESERVE BANKS WITH RESPECT

TO INDUSTRIAL LOANS,

Ef Brown. In connection with this i1tem, the Council may call
ttention to Its statement to the Board on March 11, 19V, relative to
408* At that time it appeared possible to restrict r. F. C. loans to
mergency Situtations. At present It does not appear to be possible so
Orestrict the R. F* C. The Council is opposed to two government agen-
ies having lending or guarantee powers In the same fiel The Council
ould prefer to leave Section 13b as It stands*

Atwood favors the statement which E» E. Brown has made and all
[ebars of the Council agree,

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE FOLLOWING
LEGISLATIVE PROPOSALS:
c. H* R* 5749f INTRODUCED IN THE HOUSE OF REPRESENTATIVES
BY CHAIRMAN SPENCE ON JULY 25, 1979, "TO AMEND SECTION
9 OF THE FEDERAL RESERVE ACT, AS AVENDED, AND FOR OTHES
PURPOSES'. THIS BILL, PROPOSED BY THE BOARD. RELATES
TO CAPITAL REQUIREMENTS FOR MEMBERSHIP AND THE ESTAB-
LISHVENT OF BRANCHES BY MEMBER BANKS.

Fleming believes the Council should approve H.R. 57°9*

E« Brown asks for an expression of opinion from each member
of tre Council and all approve H*R. 5779*

THE BOARD WOULD LIKE TO HAVE THE VIEWS OF THE MEMBERS OF THE COUNCIL
ON THE PROPOSAL CONTAINED IN THE ENCLOSED LETTER DATED AUGUST 10,
1949, ADDRESSED TO MR* LEONARD, DIRECTOR OF THE BOARD1S DIVISION OF
BANK OPERATIONS, BY MR* JOSEPH J. LAWLER, THIRD ASSISTANT POSTMASTER
GENERAL, OUTLINING A PLAN WHICH THE POST OFFICE DEPARTMENT HAS UNDER
CONSIDERATION WITH RESPECT TO ISSUANCE AND COLLECTION OF POSTAL
MONEY ORDERS. THERE IS ALSO ENCLOSED A COPY OF A MEMORANDUM PRE-
PARED BY MR. LEONARD UNDER DATE OF AUGUST 11, 1949, REGARDING A
MEETING OF REPRESENTATIVES OF THE POST OFFICE DEPARTMENT WITH MEM-
BERS OF THf BOARD13 STAFF AT WHICH THE PROPOSAL WAS DISCUSSED.

1
E* E.. Brown. This proposal tends to place money orders on the

ik basis as cashier*s checks. It may cut down the sale of cashierfs

F 1 , I1twould be an Improvement as to mechanics, but the
mie charged may determine how competitive it will make Postal money
>tlers to cashierls checks.

Kempert It would compete with special types of checking accounts,
nigi-dnd may-also tend to make some persons do their banking at the post

http:// rmysfed.org/
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flongdon does not believe it will change the habits of the people
a great deal#

LIF t. Brown agrees and says that in many small towmns the post-
natar iIs omeriest person in tom. Consequently, the banks should
have no trouble in competing.

HFE. Bromn. The Council cannot logically oppose the proBosal
from an expense basis. The post office agrees to pay the costs, but

the question OfF whether 1t makes the post office more competitive vith
tte banks Is a matter for consideration. From the operating standpoint
It improves the present situation, but it may take some transactions

aut of the banks and make the post office more competitive .vith the banks,
perhgps the Council can state that It has no objection to the proposal
provided the Federal Reserve banks are fully reimbursed for their ex-
penses in handling these items, iIncluding a reasonable amount for over-

head*

Woods thinks that 1t may result in small banks losing some busi-
ness, hut 1t vill not be particularly harmful.

Potts states that a committee of the American Bankers Association
hes approved it.

SHOULD THE HOLDING COMPANY BILL NOT INCLUDE AN EXEMPTION FOR
1/HOLLY-OMNED TRUST COMPANIES?

EJS» Brovn asks the opinion of the members of the Council on this

guestion and the members unanimously approve the exemption of mo!l¥—
Dywed trust companies from the provisions of the holding company bill.

Burgess reports that the Board had turned down the request for
such exemption,

i Spencer reads a copy of a letter he received from the Board on
this matter.

Odlin. It vould seem unvise to d.rav the bill so it incurs the
enmity of those vhom the bill is not intended to reach.

E. Ea Brovn. The Council may state that i1t believes the ho
my company bill should be amended to exempt wholly-ovned trust com-
penies not doing a commercial banking business,, Council believes
luh an exemption vould not iInterfere vith the primary purpose of the

>ill.

THE QUESTION OF THE ATTITUDE OF THE FEDERAL RESERVE BOARD TOWARD
R. 5512 WHICH WOULD GIVE THE FEDERAL LAND BANKS THE POWER TO
BORROW FROM THE FEDERAL RESERVE BANKS FOR ONE YEAR AT THE FEDERAL
1&JEKVE DISCOUNT RATE

- Fleming states that Riefler toldhim the Board did not vish
Hiis pover.

Burgess thinks the Council ought to ask the Board vhy the
Digiizes 1 Fracid NOE object to Il. R* 5512.
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E. E, Bromn. Wo government agency should have the power to
iomov from the Federal Reserve '"tanks e

Burgess. The Federal Heserve banks can 'ty land "bark bonds
l‘m ﬂ*&e bonds are within SIX months of their maturity. The Council
ay state i1t iIs opposed to H. R. 5512 and woulld appreciate knowing
he p03|t|on of Board on the bill.

E. E. Brownn* The Council may report that it believes the pro-
visias of H. R. 5512 are unsound and that the adoption of such legis-
.atan would open the door to requests for similar privileges by

F. C., the Commodity Credit Corporation and other government agencies.

THE BOARD HAS SENT TO THE MEMBERS OF THE COUNCIL A CONFIDENTIAL
STAH- STUDY RELATIVE TO DEPOSIT INSURANCE COVERAGE AND THE RATE
AND BASE OF DEPOSIT INSURANCE ASSESSMENTS. THE BOARD WOULD
APPRECIATE THE CURRENT VIEWS OF THE COUNCIL CONCERNING ANY CHANGES
THAT SHOULD BE MADE IN DEPOSIT INSURANCE COVERAGE AND THE RATE
AND BASE OF DEPOSIT INSURANCE ASSESSMENTS.

E. E. Brown reviews briefly some of the provisions of the staff
Juoy relative to deposit insurance coverage and the rate and base of
Igposit Insurance assessments. Each member of the Council has received
1oopy of this confidential staff study.

Burgess. The Council may report that i1t iIs not prepared to make
detailed recommendations without a further study of the matter. The
ijoucll may call attention to ﬂ'ne views It expressed to the Board of
Jovemors on May 17, 197°9*

Ee E. Brown asks the Secretary to read the statement the Council
&k to the Board on May 17, 1949+

ICeitneP believes the small banks went more coverage. Practically
quqrg he thinks that it makes no difference i1If the coverage IS in-

The only chance of the bill being enacted into law depends upon
an agreement to Increase the Insurance coverage.

E. E. Brown. The Council may call attention to iIts statement of
Say 17, 19°9. The Council may then add that it understands the whole
natter OF''deposit Insurance coverage and assessments is still under con-
sideration. If the assessments are reduced, It Is possible the Council
nay not object to a moderate iIncrease In coverage. Brown thinks there
Is some merit iIn the proposal to determine the assessment on a five-year

IS instead Of one year.

Burgess believes the Council may cite its previous coments to
te Board on the subject as expressed on May 17, 19°"9* The Council may
3o state It appreciates the opportunity of conS|der|ng the confiden-
tial staff study. It may further call attention to the following two
points which Impressed the Council as throwing more light on the subject:
(@ tre possibility of an increase In coverage at the same time that
there IS a decrease iIn the assessment,; and 2) the use of a period of
tears, instead of one year, as a basis for determining the assessment.

Congdon. As a third point, the Council might mention the simpli-

nigiizefication OF the base for determining the assessment.
http://fraser.stlouisfed.org/
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Burgess. The Council may also state that pending an opportu-

ity for further discussion, the Council does not wish to commit it-
self tlee sPeci™cC proposals of the study.

Potts does not find country hankers with whom he has discussed
the matter desirous of iIncreasing the insurance coverage.

ppnUSSION OF H. R. 1689.

E. E. Brown states that McCabe had telephoned him about bill
H. R* 1689- McCabe feels it is better to have no bill than to have
this one. Any amendments must now come from the floor. The Adminis-
tration has Indicated 1t wants the House bill passed without -
McCabe thinks nothing can be done except perhaps to talk with those
close to the Administration. Brown believes $18,000 would be

considered Ssatisfactory.

Fleming thinks a resolution could be passed and sent to
Senator Maybank.

i Bur%ess suggests the Chair draw an appropriate resolution and
send It tO Secretary Snyder and Senator Maybank.

Potts thinks 1t would be desirable for Spencer to see Senator
Flanders.

Odlin. Each Council member might write the senators from his
state, 1T time permits.

E.E Brown asks Burgess to prepare a resolution suggesting that
tre salaries be raised to $18,000 and preferably to $20,000.

ESE SR S S S S S S S S S S S S S S S S

There was a discussion on the questionnaire which the Joint
Comittee on the Economic Report had sent to a number of bankers.
It developed that not all members of the Council had received the
questionnaire. It was the decision of the Council that this was not

amatter appropriate for consideration by the Council.

The meeting adjourned at 6:37 P.M.
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THE COUNCIL CONVENED AT 10:00 A.M. Gl

SEPTEMBER 19, 1949, IN ROOM 932 OF THE MAYFLOWER
HOTEL, WASHINGTON, D. C. ALL MEMBERS OF THE
COUNCIL WERE PRESENT EXCEPT MR. W. L. HEMINGWAY.

Council prepared and approved the attached Confidential
morandum to 'ke sent to the Board of Governors relative to the %enda
for the joint meeting of the Council and the Board on September 20,
(%IQ. Memorandum was delivered to the Secretary of the Board of
o Ernors at 1:00 P.M. on September 19, 1949. It will be noted that

iitem of the agenda i1s listed with the comments of the Council on
te 1tem.

The meeting adjourned at 12:40 P._M.
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS
FROM THE
FEDERAL ADVISORY COUNCIL
RELATIVE TO THE AGENDA FOR THE JOINT MEETING
ON SEPTEMBER 20, 19A9

1. In view of changed economic conditions and the present
level of the Government securities market, vhat should
be the policy of the Federal Reserve System with re-
spect to the rediscount rate?

The Council believes that under current conditions it is desir-
able to retain the present rediscount rate. Any reduction in the rate now
would only tend to ease money rates at a time when rates are historically
very low. With deficit financing, and with business showing some improve-
ment, It is not desirable to lend encouragement to a possible inflationary
trend. Normally the rediscount rate should be a penalty rate. The
present rate is low for a period of relative prosperity. A reduction in
the rediscount rate now would also tend to increase the prices of Govern-
ment securities and would therefore make more difficult the Treasury and
Open Market Committee responsibilities iIn connection with the Government

security markets.

2. Vhat are the views of the Council as to business trends
during the remainder of 19497

The business trend at present is moderately upward from its low
of recent months, and it is probable that it will continue upward for the
remainder of 1949* Developments which might threaten a continuance of this
trend are strikes in such major industries as steel, coal and the rail-
roads and effects of the British devaluation.

3. Does the Council have any comments to make on the
credit policy actions taken by the Federal Reserve
System since the last meeting of the Council?

The Council is in agreement with the June statement indicating a
departure from the policy of maintaining a fixed pattern of rates. The
Council also approves the reductions iIn reserve requirements that have been
made. These actions have been an encouraging influence on business senti-

rﬁént. Looking backwgrd the Council believes it would have been helpful if
€ Fe Stem had released securities to the market more

c‘eral Reserve
romptg In I?tT June and early July and if interest rates had not been
er |t .to 1d | so low. The Council also believes the whole bond market

IN soqunder condition if the System had released and were currently
re

eaSIng b0n S more freely from its portfolio.
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4. Does the Council wish to express any opinion at this
time with respect to the future refunding program of
the Treasury?

The Council believes that the Treasury’s announcement that it
proposes to issue notes to refund the bonds coming due in December is a
step in the right direction. As the program develops, it should include
refunding into both intermediate and longer-term issues. Too large a
proportion of the Federal debt is now in short-term securities, especially
vhen considered in connection with the amount of savings bonds outstanding
and with the steadily shortening maturities of the present long-term issues.

5. Uhat are the views of the Council with respect to the
following legislative proposals:

a. A basic revision in the law relating to reserve
requirements which would base requirements on
types of deposits rather than location of the
bank, and would be applicable to nonmember as
well as member banks.

(@ The Council is unanimously of the opinion that neither the
Board of Governors nor any Federal agency should have authority to fix the
reserve requirements of nonmember banks.

As to the reserves of member banks, while the Council recognizes
that there is some lack of logic in the present basis for determining re-
serves, the banking system has over the years grown up with this arrange-
ment and has operated effectively under it. Before the Council expresses
its opinion on a change to some other basis, the Council desires more
opportunity to study specific proposals and their effects on individual
bam:s and on the banking system.

b. The authority of the Federal Reserve Banks with
respect to industrial loans.

() On March 11, 1947, the majority (with a minority dissenting)
of the Council supported S. 4-08 with certain amendments but with the follow-

ing qualification:

"The Council®s support, with these amendments, of Bill
LOS is given in the belief that some safety valve is
desirable for emergency credit situations, and with the
recommendation that the lending and guarantee powers of
certain other government agencies, including the R. F. C.,
should be greatly curtailed, and in many instances should

be terminated.”

At the time of the above statement by the Council, Congress was
considering a restriction of the lending and guarantee powers of the RFC
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emergency SItUAtions.. Subsequent Ie islation .has contln d the RC with
broad 8 ers, and %here ) ﬁfesent [[)] osgec? .0f educm ﬁese WS,

The Council IS overnment agencies In
guarag:;]gl ower?pfp:fﬁe samef q sty ef'e]lv g |V|n

addltlfweal | uaranteeing powers to the Federal RESEIVE anks In t e Indus-
|

trial

c. H.R. 5749, introduced in the House of Representa-
tives by Chairman Spence on July 25, 1949, "To
amend Section 9 of the Federal Reserve Act, as
amended, and for other purposes.' This bill,
proposed by the Board, relates to capital require-
ments for membership and the establishment of
branches by member banks.

© The Council favors H.R. 5749

6. The Board would like to have the views of the members
of the Council on the proposal contained in the en-
closed letter dated August 10, 194-9, addressed to Mr.
Leonard, Director of the Board"s Division of Bank
Operations, by Mr. Joseph J. Lawler, Third Assistant
Postmaster General, outlining a plan which the Post
Office Department has under consideration with
respect to issuance and collection of Postal money
orders. There is also enclosed a copy of a memoran-
dum prepared by Mr. Leonard under date of August 11,
1949, regarding a meeting of representatives of the
Post Office Department with members of the Board"s
staff at which the proposal was discussed.

The Council favors the proposal relating to the issuance and col-
lection of Postal money orders provided the Federal Reserve Banks are fully
reimbursed for their total expense in handling these items including a
reasonable amount for overhead.

7. Should the holding company bill not include an ex-
emption for wholly-owned trust companies?

The Council believes that the holding company bill should be
amended to exempt wholly-owned trust companies not doing a commercial bank-
ing business. Such an exemption would not interfere with the primary
purpose of the bill.

8. The question of the attitude of the Federal Reserve
Board toward H.R. 5512 which would give the Federal
Land Banks the power to borrow from the Federal Re-
serve Banks for one year at the Federal Reserve
discount rate.
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In the judgment of the Council the provisions of H.R. 5512 vould
,—ovide for an improper use of central banking facilities and are unsound.
The adoption of such legislation would inevitably lead to pressure for
similar privileges by other Government lending agencies. The Council vould
appreciate knowing the position of the Board on this bill.

9. The Board has sent to the members of the Council a
confidential staff study relative to deposit insur-
ance coverage and the rate and base of deposit
insurance assessments. The Board would appreciate
the current views of the Council concerning any
changes that should be made in deposit insurance

coverage and the rate and base of deposit insurance
assessments.

On May 17, 1949, the Council made the following statement to the
Board of Governors regarding the subject of deposit insurance:

"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 be-
ing 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:

A. No Increase should be made In the present Insurance
coverage of 85,000;

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

C. Provision should be made for maintaining the Integrity
of the fund by establishing a statutory formula for
an automatic scale of assessments, based on the pre-
vious 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 Council suggests 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 1ts own provision for losses."
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The Council appreciates the opportunity it has been given to ex-
amine the confidential staff study, which the Council regards as an iImpor-
tant contribution to the consideration of this subject. The Council also
appreciates the interest the Board is taking in these phases of Federal
deposit insurance which are of such vital importance to all banks. In the
light of discussions now taking place among various interested groups, the
Council does not at this stage of these discussions wish to commit itself
to specific proposals. In the meantime the Council will give the matter

further study.
10. Discussion of H.R. 1689.

In connection with H.R. 1689, the Council has unanimously approved
the resolution which follows for transmission to Senator Maybank as Chairman
of the Senate Committee on Banking and Currency:

RESOLUTION

"The Federal Reserve System is this country’s Central
Bank. Its decisions are of grave importance for the
Nation"s well-being. They influence the trend of

business and employment.

"The Board of Governors of the Reserve System is the
top command of the System. It should be manned by the
ablest and best qualified people iIn the country. When
the System was set up, the salaries of the Board were
placed at the same level as members of the Cabinet and
that relationship has been continued until the present.

"H.R. 1689 would break this sound tradition by treating
the Board simply as a minor regulatory agency. This
would lower the prestige of the Board and make it much
more difficult to persuade able men to be its members.
It would impair its influence upon banks and the public
and cripple it for its essential service to the Nation.

"We recommend that members of the Board be placed on a
higher salary level, preferably $20,000."

* ok ky oy
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On September 20, 1949, at 10:4-5 AM., the Federal
Advisory Council held a joint meeting vith

the Board of Governors of the Federal Reserve
System In the Board Room of the Federal Reserve
Building.

All members of the Council were- present except
Mr. Hemingway. 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.

PJSFAIUSSIN-GF H. R. 1669*

tE. Brown suggests that with the permission of the Board,
COU Cll would like to discuss first the last item on the agenda
ﬁWIh H. R, 1689* The members of the Council feel that from
ong View )0INt, this item is perhaps the most important one on
agenda. e dlscussion was off the record.

IN VIEW OF CHANGED ECONOMIC CONDITIONS AND THE PRESENT LEVEL OF
THE GOVERNMENT SECURITIES MARKET, "WHAT SHOULD BE THE POLICY OF
TEE FEDERAL RESERVE SYSTEM WITH RESPECT TO THE REDISCOUNT RATE?

e

E. E. Brown reads Item 1 on the agenda, as given above, snd the
aclusios of the Council as submitted 1n 1ts Confidential Memorandum
1 the Board, dated September 20, 197"9e A copy of this Memorandum is a
part of these notes. Brown adds that the Council feels the low point
of business may have been reached in June and July. New orders In some
lires are much higher. The anticipated budget deficit and possible
futher wage increases are inflationary. However, business turned
uonard before all lines of business had experlenced the effects of the
recession.

_McCabe calls attention to the Council’s comments on the dangers
of strikes In such major industries as steel, coal- snd the railroads.
Strikes In these j.ndustries would tend to depress business.

i Congdont The lowering of the rediscount rate would have little
kifluexce on such developments as strikes.

WHAT ARE THE VIEWS OF THE COUNCIL AS TO BUSINESS TRENDS DURING
THE REMAINDER OF 19497

E. E. Brown states that Items 1 and 2 on the agenda are closely
plated and 1t may be desirable to discuss them together. Brown reads
N conclusions of the Council on Item 2, as expressed in the Confi-
Gttal Memorandum to the Board, whj.on is included in these minutes.

business trend looks moderately upward, except for the strike threa
N te British situation. The prospects for 1950 are not as clear as
> are for the balance of 1949*

, McCabe then asks that the remainder of the discussion on ltems
2 be off the record.
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POES THE COUNCIL HAVE ANY COMMENTS TO MAKE ON THE CREDIT POLICY
ACTIONS TAKEN BY THE FEDERAL RESERVE SYSTEM SINCE THE LAST MEETING

n? THE COUNCIL?

E. Brown reads the Item above and the comments of the Council

given In the Confidential Memorandum to the Board. Brown states that
*te last _sentence the Council*s conclusions on this_Item as given iIn

fie confidential Memorandum to the Board refer? especially to ineligible

securities .

McCabe states that up to the 1Joresent time, the Board has tried
 let the long-term market operate freely. He asks whether the Council
: "/\s the market is too free*

Burgess does not think the market is too free* He states that
tte market was hit with a sledge hammer iIn the June statement. The mar-
ket 1s seldom told that bonds are a buy. A very heavy weight of influ-
axe wes put on one side of the market.

E. S. Brown. Looking backward, the Council feels i1t would have
been helpful if the System had released securities to the market more
prcnptli/ in late June and early July. He compares the situation to that
of awell known grain speculator iIn past Kears who bought 100 million
bushels of wheat and then announced that he believed In free enterprise

but would not sell any of his wheat.

Eccles thinks the Council is Inconsistent In 1ts conclusions on

this Item. There were two pegs in the market - a short-term pe%rggd a
log-term peg. The Board thought the short-term rate should be , but
tte Treasury would not agree. Now there iIs actually a short-term peg
of ae and one—eighth per cent. At present the iIntermediate and long-
term market should be free, jut 1T an iInflationary situation develops
agpin, the long-term market should be pegged. The Board went as far as
tre Treasury and the twelve Federal Reserve presidents would go in the

Jure statement.

HCabe. It i1s difficult, with conflicting viewpoints, to get
agreement on policy matters*

Burgess* The Council has gone a long way In its coments to
indicate that the Board did a good job.

DOES THE COUNCIL WISH TO EXPRESS ANY OPINION AT THIS TIME WITH
RESPECT TO THE FUTURE REFUNDING PROGRAM OF THE TREASURY?

£t E. Brown reads Item 4 as given above, and the conclusions of
the Council as expressed in the Confidential Memorandum to the Board.
2ron also suggests a statement might be made that the long-term bonds

Vvl not be pegged.

i McCabe does not believe one-third of the bankers would agree
vith the 1dea of taking support away from the long-term bonds.

Eccles thinks it is wrong to load the public with long-term
bods and then pull the peg.
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A 9. Brown believes the public should be told the peg iIs re-
el ~eforeTong”™erm refunding is done.

mavton asks vhether the second sentence in the Council’s con-
.mns on this point should not read "As the program develops and
d|pgE more normal conditions™.

McCabe. The Board is in general agreement vith the Council®s
ng,Jg_on this Item of the agenda.

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE FOLLOWING
LEGISLATIVE PROPOSALS:

a. A BASIC REVISION IN THE LAW RELATING TO RESERVE REQUIRE-
MENTS WHICH WOULD BASE REQUIREMENTS ON TYPES OF DEPOSITS
RATHER THAN LOCATION OF THE BANK, AND WOULD BE APPLICABLE
TO NONMEMBER AS WELL AS MEMBER BANKS.

E. E. Brown reads Item 5 a* as given above, and the conclusions

fFtte Council as expressed in the Confidential Memorandum to the Board.
apy of this Memorandum iIs a part of these notes. Brown states that

kefae the Council expresses i1ts opinion on a change to some other basis

it vould need more specific proposals than are to be found iIn erther the
3p proposal or in the speech that Mr, Szymczak made at the School of

Bakarg at Madison.

McCabe states that he is confused by the many different reserve
requirerats over the United States. He asks who will take the lead iIf
tte correspondent banks do not take 1t In correcting the present inade-
geaes and Inconsistencies 1In reserve requirements in various states.

Congdon asks whether the bankers associations might not take the
Il He thinks they might do something as a means of strengthening the
barking systems 1n thelr respective states, and to meet what some of
tenmay consider the threats of the Federal Reserve System.

Bccles says that i1t he were a reserve city banker, he would not
1sh o lose correspondent bank balances to the Federal Reserve System.
Be trowble 1s that the correspondent bankers wish to discharge part of
re functions of a central bank. The maintenance of the dual banking
33tam i1s not a part of this question.

vardaman reports that he has finally cone to the conclusion that
gome uniformity of reserve requirements over the country.
Tee<BA is the logical group to further a "Uniform Reserve Act'" simi-
**to the Uniform Negotiable Instruments Act. Otherwise, Vardaman feels
shall eventually have Federal control.

- il. t. Thromm. Reserve requirements antedate the Federal Reserve
a half century. In the past, banking authorities did not
of" ""°* reserves as a means of managing the money market. They thought
~serves as c means of protecting banks. Now reserves are considered
h *** authorities as an iInstrument for managing the money market. If
aya/ the idea that "serves must be kept only with
ne banks, and If reserves could be counted when they are
correspondent banks, i1t would be possible to get the approval

V.
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N ymczak replies that this Is essentially the uniform reserve

pian.
_ f-E. Brown states other questions are Involved, such as, the
tion of whether reserve requirements should be fixed by law, and

Aether the Board should have the right to vary the requirements.

Burgess . The A.B.A. has part of its staff working on a uniform
raking code, and many changes have been effected in the direction of
forturty in banking laws 1n various states. The A.B.A. has been work-
ins along these lines for a long time. £urgess believes as much as
ninety per @ric > " le deposits are now represented by Federal Reserve

menbership or are IKl states having good reserve laws.

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE FOLLOWING
LEGISLATIVE PROPOSALS:

b._ THE AUTHORITY OF THE FEDERAL RESERVE BANKS WITH RESPECT
TO INDUSTRIAL LOANS.

E. Ei Brown reads Item 5 'b. as given above and the conclusions
\%. Council as expressed in the Confidential Memorandum to the Board

ICN 1s Included In these minutes.

McCabe states he does not think It IS necessary to discuss this

Hen

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE FOLLOWING
LEGISLATIVE PROPOSALS:

c. H. R. 5779, INTRODUCED IN THE HOUSE OF REPRESENTATIVES BY
CHAIRMAN SPENCE ON JULY 25, 1949, MIO AMEND SECTION 9 OF
THE FEDERAL RESERVE ACT, AS AVENDED, AND FOR OTHER PURPOSESe
THIS BILL, PROPOSED BY THE BOARD, RELATES TO CAPITA! REQUIRE-
MENTS FOR MEMBERSHIP AND THE ESTABLISHMENT OF BRANCHES BY

MEMBER BANKS.

E. E. Brown reads Item 5 c. as given above and the conclusions of
te Council as expressed in the Confidential Memorandum to the Board which
B included In these notes. There was no further comment by erther members

the Board or the Council.

THE BOARD WOULD LIKE TO HAVE THE VIEWS OF THE MEMBERS OF THE COUNCIL

(H THE PROPOSAL CONTAINED IN THE ENCLOSED LETTER DATED AUGUST 10, 1949,
ADDRESSED TO MR. LEONARD, DIRECTOR OF THE BOARDI1S DIVISION OF BANK
OPERATIONS, BY MR. JOSEPH J. LAWLER, THIRD ASSISTANT POSTMASTER GENERAL,
OUTLINING A PLAN WHICH THE POST OFFICE DEPARTMENT HAS UNDER CONSIDERA-
TION WITH RESPECT TO ISSUANCE AND COLLECTION OF POSTAL MONEY ORDERS.
THERE IS ALSO ENCLOSED A COPY OF A MEMORANDUM PREPARED BY MR. LEONARD
WIDER DATE OF AUGUST 11, 1949, REGARDINGA MEETING OF REPRESENTATIVES

CP THE PO3T OFFICE DEPARTMENT WITH MEMBERS OF THE BOARDIS STAFF AT

MCI1 THE PROPO3AL WAS DISCUSSED.

E» E« Brown reads ltem 6 as given above and the conclusions of the
1*?cll as expressed in the Confidential Memorandum to the Board which is
“lukd In these notes. Brown states that this proposal makes Postal
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_y orders the equivalent of cashier”™ checks and 1t may take some iIn-
rie fron small banks. The Council believes the expense of handling
IieGe 1tems should be full¥ covered. The Council does not think the
feceral Reserve banka should work for nothing.

Vardaman states that on this question he speaks as an individual
ater of the Board and not for the Board, This proposal will not affect
te large city banks, but small town banks will s r. There are over
ve ad one-half million Postal money orders issued each day, or owver
DO million a year. This reEI_'esents_a definite encroachment on the part
of the govermment in the banking business.

E. Bromn. If the Post Office Department is required to pay
te coplete costs of handling these Items, the Department may be less
enthusiastic about the plan suggested.

Vardaman. This proposal actually directs banking business Into
government channels.

SHOULD THE HOLDING COMPANY BILL NOT INCLUDE AN EXEMPTION FOR
mOUXi1CmED TRUST COMPANIES?

E. E. Brown reads ltem 7 as given above and the conclusions of
te Council as expressed in the Confidential Memorandum to the Board
Vvhidh 1s Included In these notes.

McCabe states it iIs difficult to work out this matter but he
hoees something may be done.

_ Eccles. If we could get the National City Bank and the First
Natioel Bank to go to bat In working out something, we might make a

QoNCESSION.

Burgess replies that he has some suggested language ready, but
vauld not present 1t at this joint meeting of the Board and the Council,

TEE QUESTION OF THE ATTITUDE OF THE FEDERAL RESERVE BOARD TOWARD
H. R. 5512 "WHICH WOULD GIVE THE FEDERAL LAND BANKS THE POWER TO
BORROW FROM THE FEDERAL RESERVE BANKS FOR ONE YEAR AT THE FEDERAL

IX3ERVE DISCOUNT RATE,

E« E. Brown reads Item 8 as given_above and the conclusions of
te Coucil as expressed iIn the Confidential Memorandum to the Board

phich 1s included In these notes.

Clayton reports that the Board and the Council are iIn agreement
this matter. At the present time the Board would oppose this legis-
laaon. Legislation giving the Federal Land Banks power to borrow from
Reserve banks would result in other government agencies seeking
te ssre privilege. The Board feels there i1s no need for this legisla-
& If the agricultural bloc presses for this legislation so that
7 legislation may pass, then the Board will work for a,penalty rate,
e, the Board would prefer the defeat of the legislation.

o E. Brown thinks it iIs unwise to compromise on the legisla-
Digiized 1 ... te basis of a penalty rate. The legislation should be defeated.
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hite BOARD HAS SENT TO THE MEMBERS OF THE COUNCIL A CONFIDENTIAL
~TAH- STUDY RELATIVE TO DEPOSIT INSURANCE COVERAGE AND THE RATE
ad BASE OF DEPOSIT INSURANCE ASSESSMENTS. THE BOARD WOULD
APPRECIATE THE CURRENT VIEWS OF THE COUNCIL CONCERNING ANY CHANGES
THAT SHOULD BE MADE IN DEPOSIT INSURANCE COVERAGE AND THE RATE AND
mzd; OF DEPOSIT INSURANCE ASSESSMENTS.

E. E. Brown reads Item 9 as given above and the conclusions of the
Council as expressed In the Confidential Memorandum to the Board which is
included IN these notes. Brown states the Council appreciates the Board’s
interest In this matter as it iIs of great importance t the banks. The
staff report contains much valuable material. At the present time several
interested groups are discussing this subject. Consequently, the Council
does not wish at this stage of these discussions to comit i1tself to _
specific proposals. The Council stands on its former statement, as given
to the Board on May 17, 1979, but is giving the whole matter further con-

sideration.

Eccles believes the Council might have a committee meet with the

ard o work on the matter, as the Chairman of the Board has been asked

0 Mke a report to the Joint Committee on the Economic Report by Octo-

€r 15. The Council could be very helpful by working with the Board and
assisting the Chairman In the preparation of this report.

The meeting adjourned at 1:35 P.M.

B S S S S e o S e S S o

The members of the Council and the Board agreed that the next
meeting would be held on November 13, 14 and 15, 1979.

EE R I S I S I I S S S S
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The Council convened at 2:30 P.M.
in the Board Hoom of the Federal
Reserve Building with all members
of the Council present except
Mr. Hemingway .

. =.e. Brown asks what action the Council wishes to take In con-

ction with the suggestlon by the Board that the Council work with the
Yaiiven of the Board on the report the Chairman has been asked to make
t the Joint Committee on the Economic Report relative to Federal deposit
Insurance. Brown states that the Chairman of the Board must present his
report October 15, which probably means that any discussions relative
1 it will be held before October le In view of short_time available,
It my be difficult to get all of the members even of the Executive Com-
mrttee to?efher for the necessary meetings. Brown suggests the c);;\[ppomt—
Ment of Fleming as Chairman, with Burgess and Potts as members a com-
mittee t work with the Chairman of Board on_this matter. On motion
duly made and seconded, the members of the Council unanimously 2¥or0ved
te apgoomﬂnent of the committee. Brown states that the views the
membe[S of the Council are essentially the same on this subject, and the

committee is fully aware of these views.

The meeting adjourned at 3:10 P.M.

B ok o S S S Ok o o

On September 20, 19"9, President Brown presented the following
letter to Senator Burnet Rt Maybank, together with the Resolution which
follonsi mr. Brown was accompsnied by Mr. Fleming and Mr. Burgess.

September 19, 1979

Tre Honorable Burnet R* Maybank

Chairmen, Committee on Banking
ad Currency

United States Senate

Washington 25* D. C#

My dear Senator Maybank:

On behalf of the Federal Advisory Council, I am
pleased to enclose for your consideration a Resolution which the Council
passed today With reference to HR-1689*

It is the opinion of the Council that to leave the
Board of Governors In the salary classification in which they are placed
in the House Bill may have far-reaching repercussions iIn the conduct of
tte Federal Reserve System in the future.

Respectfully yours,

E. E. Brown

President

~closure
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RESOLUTION OF THE FEDERAL ADVISORY COUNCIL OF THE FEDERAL
RESERVE SYSTEM WITH RESPECT TO H. R. 1689,
SETTING NEW SALARY SCHEDULES FOR VARIOUS
GOVERNMENT OFFICIALS

n Federal Reserve System is this countryls Central Bank. Its deci-
i are of grave importance for the Nation’s well-being* They influ-
e the trend of business and employment.

e Board OF Governors of the Reserve System is the top command of the

tem. It should be manned by the ablest and best qualified people 1In

country. When the System was set up, the salaries of the Board were
ced at the same level as members of the Cabinet and that relationship
been continued until the present.

R, 1689 would break this sound tradition by treating the Board simply
aminor regulatory agency. This would lower the prestige of the Board
make It much more difficult to persuade able msn to be its members,
would Empair 1ts influence upon banks and the public and cripple it
its essential service to the Nation#,

recomend that members of the Board be placed on a higher salary
el, preferably $20,000.”

September 19, 1949
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[REPORT OF SUB-COMMITTEE OF THE FEDERAL ADVISORY COUNCIL
ON F.D.1."C. ASSESSMENTS

This Sub-committee of the Advisory Council was appointed vith power

at the meeting of the Council on September 20, 1979 to give further consid-

eration to Federal Deposit Insurance assessments in the light of the study-

prepared by the Staff of the Federal Reserve Board. After individual con-

sideration of the problem, the Committee has met in Washington on October b

and 5, and the following are its suggestions to the Federal Reserve Board.

The Committee vishes first to express its appreciation of the

breadth and thoroughness of the study prepared by the Board*s Staff, This

is the most complete assembling of data and consideration of the questions at

issue that the Committee has seen. In general, the Committee finds itself 1in

concurrence with the broad approach to the problems and the line of reasoning

of the Staff report, with reservations at some points.

The greatest difficulty may lie not in the broad objectives to be

The American Bankers Asso-

sought, but 1In securing agreement on a program.

ciation has a committee which has been at work on the subject for six years

and has been carrying on conversations with the Federal Deposit Insurance

Corporation as to modifications in the law, A number of other government

agencies are concerned in the matter. From various sides many different

suggestions have been made. It is our belief that the Federal Deposit In-

surance Corporation is the agency which should present to the Congress a

specific program based on its experience and studies. While the Federal

Reserve System is broadly concerned in the matter, this is not primarily a

Federal Reserve problem, and the Council at its two preceding meetings has

given the Committee guidance in not wishing to sponsor a specific detailed

plan. The Committee, therefore, 1in this report will rather emphasize certain

principles which should be followed.
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1# Reduction of assessment. The Comittee can speak for the
Council in its emphatic agreement with the Staff report as to the desira-
bility of a prompt and substantial reduction in F.D.I1.C. assessrents. The
Staff report reviews convincingly the loss ea’erience both under the F.D.1.C.
and previously. The capital of the banks in the country is now thirteen
billion dollars. The F.D.1.C. at the end of this year will have one billion
two hundred million of reserve funds and borrowing capacity at the Treasury
of an additional three billion dollars. These are substantial suns iIn rela-
tion to fifty billion dollars of "risk assets" held by banks, on most of
vhich we believe the risk is slight.

The point which the Committee would emphasize more vigoroursly
than iIs done in the Staff report is the present need for larger bank eamings
in order to accumulate bank capital more rapidly and to reopen the bank share
market by giving the bank shareholder a fairer retum. Bank shares are now
selling at a heavy discount from their liquidating value, and most banks find
it difficult to sell their shares in the market at fair prices to obtain new
capital. Thus, from a long-range point of view of the strength of the
Arerican banking system and its capacity to finance expanding American busi-
ness, the bank capital position needs to be improved over a period both by
eamings and by the sale of securities iIn the market. A reduction in F.D.1.C.
assessments will be a material aid towards this objective.

2. Nature of assessments. The Council has steadily taken 1
tion that in any revision of F.D.I1.C. assessments "‘provision should be made
for maintaining the iIntegrity of the fund" by the continuation of some assess-
ment, and the characteristics of this assessment should be (@) that fluctua-
tions In the amounts should be statutory, with variations set by the law rather
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than by any board*8 current decision, (b) that the maximum assessment In any
ae year should not exceed 1/12 of 1$, and (©) that the annual assessment should
be based on previous experience as to losses and expenses of the corporation,
vhich together have recently "been running under ten million dollars a year.

In the matter of the top assessment, the Staff report suggested

I/10 of 1# rather than the present I/12. We believe that 1I/12 is large enough,
and Tt iIs accepted 'by the hanking community and by the public as an appropriate

goHutum rate.
As to the length of past experience on which the changes iIn the

assessment Should be based., the Staff report makes the suggestion that a
ten-year moving average 1S a sounder basis than a single previous yearfs
experience. This avoids Imposing a severe iIncrease In the assessment at a
time of depression. The Committee iIs Impressed with the Staff proposal on
this point, and believes this is one of the details on which the F.D.1.C.
might be asked to make a definite recommendation. The question is partly
ae of the public reaction to reductions in the fund and the length of time
that 1t woulld take to restore losses iIncurred. Our general feeling iIs that
an average of a shorter period than ten years might be more acceptable from
the public point of view.

3. Coverage. The Advisory Council at 1ts May meeting stated
It8 opposition to an increase in the coverage over This Comittee
recognizes, however, the conclusion of the Staff that an increase iIn the
coverage would not be iInconsistent with or should not interfere with a sub-
stantial reduction iIn the assessment. We also recognize that there is a

certain amount of agitation for an increase In the coverage, particularly
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n the part of 8in.ll banks. It is our belief, however, on the basis of
surveys made by the American Bankers Association and other agencies, that
this agitation is not substantial In scope, and we entertain doubt as to whether,
in fact, smaller banks would be materially benefited in thelr deposits by an
Increese In the coverage* The matter should, however, be decided on broader
public considerations. There does not appear to be from the public, as dis-
tinguished from the banks, any demand for an increase iIn coverage, and the
present coverage does protect the small depositor, for whom it was primarily
intended™

While we recognize that as it has been operated, deposit in-
surance has, iIn a great number of cases, protected entire banks through the
purchase of assets, we are not convinced that situations may not arise in
the future where the other method originally contemplated in the Act, of
liguidating the hank and paying off from deposit insurance deposits of $5,000
and less, may not be a desirable method of procedure. |If that proves to he
the case, the limitation on the coverage will be conservative and desirable.
We understand that the F.D.1.C. 1is making a survey of this problem, and sug-
gest that final recommendations be deferred pending its completion.

It should be noted that the Federal Savings and Loan associa-
tions are now operating under an insurance program which also has a $5,000
limit, and that any change in the F.D.1.C. coverage may well be taken as a
basis for a demand for an increase in the coverage iIn this other field, where
the experience is still very limited and where a change now would involve
substantial risks. Every extension of the principle of government guaranties
needs to be examined vith the utmost care before adoption.

k. sSimplification of accounting basis for assessments. The Com-
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~implifylng the basis for assessment and bringing it into harmony with the
definitions in the Call Reports of the Comptroller and the Federal Reserve.
The present uncertainties are disturbing, and a considerable savings in
expenses could be effected by the proposed procedure.

5. Relationship of size of fund to deposit total. The Committee
has given consideration to the suggestion of the Staff report that the fund

be related to total bank deposits. It is the Committee’s feeling that this is

an unnecessary complication of the program. Legislation on this subject should

be as simple as possible. The various proposed plans now under consideration

for the continuation of assessments make provision for a continued increase
in the fund year by year, in addition to the coverage of expenses and losses.
This iIncrease in the fund is in the neighborhood of yl5, mwvhich 1Is about the
same rate of growth as in the country’s business. It seems to us, therefore,
that there is adequate provision for growth without introducing an additional
formula. It there were a formula, we would question basing it on total deposits.

6. Treatment of new members. The Staff report raises the question

whether new members of the F.D.I1.C. system should pay larger assessments for a

few years. It is our belief that this is a question which could well be left

to the F.D.I1.C. for its recommendation. New members would necessarily have small

resource8, and the contribution to the fund would be in negligible amounts.

W. Randolph Burgess
Signed

Frederic A. Potts

Robert V. Fleming, Chairman

°ctober 5, 1979
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