
MINUTES OF THE JOINT CONFERENCE OF THE EXECUTIVE COMMITTEE 
OF THE FEDERAL ADVISORY COUNCIL AND MEMBERS OF THE 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
September 13, 1950

At 10:39 A.M. a joint conference of the Executive Committee of the Federal Advisory Council and members of the Board of Governors of the Federal Reserve System was held in the Board Room of the Federal Reserve Building, Washington, D. C.
Present: Members of the Board of Governors of the Federal Reserve System.
Chairman Thomas B. McCabe; Governors M. S. Szymczak, R. M. Evans, James K. Vardaman, Jr., Edward L. Norton, Oliver S. Powell, and S. R. Carpenter, Secretary.
Present: Members of the Executive Committee of the Federal Advisory Council:
Mr. Edward E. Brown, President; Messrs. Robert V. Fleming, N. Baxter Jackson, Frederic A. Potts, Sidney B. Congdon and Herbert V. Prochnow, Secretary.
Chairman McCabe stated that the Board would appreciate having the viewpoint of the Executive Committee of the Council on a number of matters, including particularly the following: open market policy; control of consumer credit; control of real estate credit; the plan to reduce to two days the maximum deferment for cash items; and the Defense Production Act of 1950.
Almost all the discussion was off-the-record, and most of the meeting was devoted to the subject of open market policy. The announcement of the Treasury in August, rela­tive to its financing program, and the announcement of the Federal Reserve System at the same time, regarding the raise in the rediscount rate by the Federal Reserve Bank of New York, were reviewed at length.
In connection with the controls on consumer credit, the general opinion was that these controls might have to be strengthened considerably to be effective.
Mr. George B. Vest, General Counsel of the Board of Governors, entered the meeting at this point to answer questions on the proposed regulation to control real estate credit. The Defense Production Act of 1950 places the authority over real estate credit in the President. Part V of the Executive Order delegates authority to the Board of Governors, after having obtained the concurrence of the Housing Administrator, to regulate conven­tional residential real estate credit. The regulation by the Board of conventional non- residential real estate credit does not require concurrence of the Housing Administrator.
The authority of the President to reduce or suspend phases of the Government housing program is delegated to the Housing Administrator so far as that authority relates to loans on real estate involving residential property. The Administrator is required to issue such regulations and take such other action as may be necessary to insure that the restrictions imposed on construction credit by the regulation issued by the Board shall be applicable to the fullest extent practicable to real estate loans under the Govern­ment housing program.
President Brown emphasized the necessity of considering with great care the real estate credit controls as they relate to commercial loans extended to large borrowers who
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are constantly engaged in some type of construction. At least a portion of the commercial loans to such customers as packers, steel companies, and railroads might be considered as going into construction. President Brown raised the question of whether a bank would be responsible for seeing that none of the money borrowed by a commercial customer of this type went into real estate construction. He pointed out the difficulty of regulating this credit, and that unwise regulation might result in restricting commercial loans essen­tial to the functioning of the economy. Any regulation covering non-residential construc­tion needs to be very carefully checked by competent commercial and investment bankers and others familiar with such construction. President Brown urged very strongly that the first regulation to be issued be restricted to residential construction only so that ample time could be given to the consideration of the necessity of regulations to govern indus­trial construction and commercial construction, as well as the form of such regulations, if it was deemed necessary to issue them. He also urged that all industrial construction and many types of commercial construction should be fully exempt.
Chairman McCabe said that a number of meetings were being called to consider all aspects of the proposed regulation of real estate credit and that special consideration would be given to President Brown’s suggestion.
Following the morning meeting the members of the Executive Committee had lunch­eon with Chairman McCabe and continued the discussion informally.
The meeting adjourned at 2:15 P.M.

HERBERT V. PROCHNOW 
Secretary.
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FEDERAL ADVISORY COUNCIL
C o n f id e n t ia l  summary o f  a  m ee tin g  o f  th e  E xecu tive  Com­
m itte e  o f  t h e  F e d e r a l  A d v iso ry  C o u n c il and members of 
th e  B oard  o f  G o v ern o rs  a t  1 0 :3 9  A.M. in  th e  F e d e ra l Re­
se rv e  B u i ld in g ,  W ash in g to n , D. C . ,  on Septem ber 13, 1950.
Those p r e s e n t  f o r  t h e  E x e c u tiv e  Committee v e re :  P res id en t 
B rovn; M e s s rs . F le m in g , J a c k s o n , P o t t s ,  Congdon; and 
P rochnov, S e c r e t a r y .  Those p r e s e n t  f o r  th e  Board of 
G overnors v e r e :  C hairm an McCabe; G overnors Szymczak, Evans, 
Vardaman, N o r to n , P o v e l l ;  and C a rp e n te r , S e c re ta ry .

Chairman McCabe s t a t e d  t h a t  th e  B oard  v o u ld  a p p re c ia te  having the  
viewpoint o f  t h e  E x e c u t iv e  Com m ittee o f  th e  C oun cil on a number o f m a tte rs , 
including p a r t i c u l a r l y  t h e  f o l l o v i n g :  open m arket p o lic y ;  c o n tro l  of con­
sumer c r e d i t ;  c o n t r o l  o f  r e a l  e s t a t e  c r e d i t ;  th e  p la n  t o  reduce to  tv o  
days the maximum d e fe rm e n t f o r  c a s h  i te m s ; and th e  D efense P roduc tion  Act 
of 1950.

Almost a l l  t h e  d i s c u s s i o n  v a s  o f f  th e  r e c o rd , and most o f th e  m eeting 
vas devoted t o  th e  s u b je c t  o f  open m arket p o l i c y .  The announcement o f th e  
Treasury in  A u g u s t, r e l a t i v e  t o  i t s  f in a n c in g  program , and th e  announce­
ment of th e  F e d e r a l  R e se rv e  S ystem  a t  th e  same tim e , reg a rd in g  th e  r a i s e  
in the r e d is c o u n t  r a t e  b y  t h e  F e d e r a l  R eserv e  Bank o f  Nev York, vere  r e ­
viewed a t  l e n g th .  P r e s i d e n t  B rovn and  th e  members o f  th e  E xecu tive  Com­
mittee v i l l  be p le a s e d  t o  g iv e  a  summary o f  t h i s  d is c u s s io n  a t  th e  m eeting 
of the C oun cil on O c to b e r  1 ,  2 and  3 > 1950.

In c o n n e c tio n  v i t h  t h e  c o n t r o l s  on consum er c r e d i t ,  th e  g e n e ra l opin ion  
was th a t  th e s e  c o n t r o l s  m ig h t h ave  t o  be  s tre n g th e n e d  c o n sid e ra b ly  to  be 
e ffe c tiv e .

Mr. G eorge B . V e s t ,  G e n e ra l  C o u n se l o f  th e  Board o f  G overnors, en te re d  
the m eeting a t  t h i s  p o in t  t o  a n s v e r  q u e s t io n s  on th e  proposed  re g u la t io n  to  
con tro l r e a l  e s t a t e  c r e d i t .  The D e fen se  P ro d u c tio n  Act o f  1950 p la c e s  th e  
a u th o rity  o v e r r e a l  e s t a t e  c r e d i t  in  th e  P r e s id e n t .  P a r t  V o f th e  E xecu tive  
Order d e le g a te s  a u t h o r i t y  t o  t h e  B oard  o f  G overno rs, a f t e r  having ob ta ined  
the co n cu rrence  o f  t h e  H o u s in g  A d m in is t r a to r ,  t o  r e g u la te  co n ven tio n a l r e s i ­
d e n tia l r e a l  e s t a t e  c r e d i t .  The r e g u l a t i o n  by th e  Board o f co n ven tio n a l 
n o n -resid en t i a l  r e a l  e s t a t e  c r e d i t  d oes n o t r e q u i r e  concurrence  o f th e  
Housing A d m in is t r a to r .

The a u t h o r i t y  o f  t h e  P r e s i d e n t  t o  red u ce  o r suspend phases o f th e  
Government h o u s in g  p ro g ram  i s  d e le g a te d  t o  th e  H ousing A d m in is tra to r  so f a r  
as th a t a u t h o r i t y  r e l a t e s  t o  lo a n s  on r e a l  e s t a t e  in v o lv in g  r e s id e n t i a l  
Property . The A d m in i s t r a to r  i s  r e q u i r e d  t o  i s s u e  such r e g u la t io n s  and tak e  
such o th e r  a c t i o n  a s  may be n e c e s s a r y  t o  in s u re  t h a t  th e  r e s t r i c t i o n s  imposed 
°& c o n s tru c t io n  c r e d i t  b y  t h e  r e g u l a t i o n  is s u e d  by th e  Board s h a l l  be a p p l i ­
cable to  th e  f u l l e s t  e x te n t  p r a c t i c a b l e  t o  r e a l  e s t a t e  lo a n s  under th e  Govern- 
laent housing  p ro g ram .

P r e s id e n t  B rovn  e m p h a sized  t h e  n e c e s s i t y  o f  c o n s id e r in g  v i t h  g re a t 
°are th e  r e a l  e s t a t e  c r e d i t  c o n t r o l s  a s  th e y  r e l a t e  t o  com m ercial loans ex­
pended to  l a r g e  b o r r o v e r s  vho  a r e  c o n s t a n t ly  engaged in  some type  o f con­
s tru c tio n . A t l e a s t  a  p o r t i o n  o f  th e  com m ercial lo a n s  to  such custom ers 
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. to construction. P r e s i d e n t  B rovn  r a i s e d  th e  q u e s t io n  of w hether a hank 
^ald be r e s p o n s ib le  f o r  s e e in g  t h a t  none o f th e  money borrowed by a com- 
^ycial custom er of t h i s  ty p e  v e n t  i n t o  r e a l  e s t a t e  c o n s tru c tio n . He 
tin te d  out th e  d i f f i c u l t y  o f  r e g u l a t i n g  t h i s  c r e d i t ,  and th a t  unwise 
regulation m ight r e s u l t  i n  r e s t r i c t i n g  com m ercial lo an s  e s s e n t i a l  to  the  
functioning of t h e  econom y. Any r e g u l a t i o n  c o v e r in g  n o n - r e s id e n t ia l  con­
struction needs t o  b e  v e r y  c a r e f u l l y  checked  by com petent commercial and 
investment b a n k e rs  a n d  o th e r s  f a m i l i a r  w i th  such c o n s t ru c t io n .  P res id en t 
Srovn urged v e ry  s t r o n g l y  t h a t  t h e  f i r s t  r e g u l a t io n  t o  be issu ed  be r e ­
stricted t o  r e s i d e n t i a l  c o n s t r u c t i o n  o n ly  so t h a t  ample tim e could be 
nven to  th e  c o n s i d e r a t i o n  o f  t h e  n e c e s s i t y  o f  r e g u la t io n s  to  govern in ­
dustrial c o n s t r u c t io n  an d  c o m m erc ia l c o n s t r u c t io n ,  a s  w e ll  a s  th e  form of 
such r e g u la t io n s ,  i f  i t  v a s  deem ed n e c e s s a r y  t o  is s u e  them . He a lso  urged 
that all i n d u s t r i a l  c o n s t r u c t i o n  and  many ty p e s  o f  commercial c o n s tru c tio n  
should be f u l l y  ex em p t.

Chairman McCabe s a i d  t h a t  a  num ber o f  m ee tin g s  were be ing  c a l le d  to  
consider a l l  a s p e c t s  o f  t h e  p ro p o s e d  r e g u l a t i o n  o f r e a l  e s t a te  c re d i t  and 
that s p e c ia l  c o n s i d e r a t i o n  w o u ld  b e  g iv e n  t o  P re s id e n t  Brown’s suggestion .

Follow ing t h e  m o rn in g  m e e tin g  th e  members o f  th e  E xecu tive  Committee 
had luncheon w i th  C hairm an  McCabe an d  c o n tin u e d  th e  d is c u s s io n  in fo rm ally  
until 2:15 P.M. when t h e  m e e tin g  a d jo u rn e d .
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