
MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

October 1, 1950
The third statutory meeting of the Federal Advisory Council for 1950 was convened in Room 932 of the Mayflower Hotel, Washington, D. C., on October 1, 1950, at 2:10 P.M., the President, Mr. Brown, in the Chair.

Present:
Walter S. Bucklin District No. 1
Frederic A. Potts District No. 3
Sidney B. Congdon District No. 4
Robert V. Fleming District No. 5
J. T. Brown District No. 6
Edward E. Brown District No. 7
W. L. Hemingway District No. 8
Joseph F. Ringland District No. 9
David T. Beals District No. 10
DeWitt T. Ray (Alternate for J. E. Woods) District No. 11
James K. Lochead District No. 12
Herbert V. Prochnow Secretary

Absent:
N. Baxter Jackson District No. 2
J. E. Woods District No. 11
On motion duly made and seconded, the mimeographed notes of the meeting of the Council held on May 14, 15 and 16, 1950, and of the meetings of the Executive Committee held on August 1, 1950, and September 13, 1950, copies of which had been sent previously to the members of the Council, were approved.
President Brown reviewed the subjects discussed at the meetings of the Executive Committee of the Council held August 1 and September 13, 1950.
A complete list of the items on the agenda for the meeting and the conclusions of the Council are to be found in the Confidential Memorandum to the Board of Governors from the Federal Advisory Council, which follows on pages 28 and 29 of these minutes.
In addition, it was agreed that the Council ask the Board what steps it had taken to obtain voluntary cooperation to curtail credit in accordance with the provision of Public Law 774. Furthermore, it was agreed to pursue the subject with Dr. Stonier of the American Bankers Association.
The meeting adjourned at 6:05 P.M.

HERBERT V. PROCHNOW
Secretary.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
October 2, 1950

At 10:00 A.M., the Federal Advisory Council reconvened in Room 932 of the Mayflower Hotel, Washington, D. C.
Present: Mr. Edward E. Brown, President; Messrs. Walter S. Bucklin, N. Baxter Jackson, Frederic A. Potts, Sidney B. Congdon, Robert V. Fleming, J. T. Brown, W. L. Hemingway, Joseph F. Ringland, David T. Beals; DeWitt T. Ray (Alternate for J. E. Woods); James K. Lochead, and Herbert V. Prochnow, Secretary.
Absent: Mr. J. E. Woods.
The Council reviewed its conclusions of the previous day regarding the items on the agenda and sent to the Secretary of the Board of Governors the Confidential Memorandum to the Board of Governors from the Federal Advisory Council, which follows on pages 28 and 29, listing the agenda items with the conclusions reached by the Council. The Memorandum was delivered to the Secretary of the Board of Governors at 11:50 A.M. on October 2, 1950.
The meeting adjourned at 12:00 A.M.

HERBERT V. PROCHNOWSecretary.
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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 OCTOBER 3, 1950

1. What further consideration has been given by the Council, or the Special Committee appointed by the Council for the purpose, to the proposal to base reserve requirements of a member bank on the character of the bank’s deposits rather than on the location of the bank?
The Council has considered further the proposal to base reserve requirements of a member bank on the character of the bank’s deposits rather than on the location of the bank. When the proposal was discussed with the Board in February, 1950, it developed that one of the first matters requiring consideration would be the problem confronting the livestock banks. No formula or agreement in principle has so far been developed for meeting this problem. In addition, under the proposal a considerable percentage of country banks would have been required to maintain higher reserves if total over-all reserves are maintained at the present level. It was apparent that to obtain acceptance of the proposal from the country banks it would be necessary initially at least to reduce over-all reserves. With present inflationary trends, a reduction in over-all reserves would obviously be undesirable.
In view of prevailing unsettled conditions, any proposal for changing the method of determining bank reserves would be disturbing to the banking system at a time when the complete cooperation of the banks is necessary to the efficient functioning of the economy. The method now used to determine reserves is thoroughly familiar to the banks, and the banking system has for many years operated effectively under it. The Council therefore does not favor a change to the uniform reserve proposal at this time.
Before any steps are taken to request authority to increase maximum statutory reserve requirements, the results of the regulation of consumer credit, including more stringent consumer credit regulation, and the results of the regulation of real estate credit should be studied and evaluated. Cooperative voluntary restrictions in the extension of inflationary credit, authorized and intended by the Defense Production Act of 1950 and the President’s directive of September 9, 1950, giving control over agreements for such voluntary restrictions to the Board, should be tried with the cooperation of banking and other financial associations. We recommend that prompt steps be taken by the Board to initiate and stimulate such voluntary agreements.
If economic conditions should thereafter clearly necessitate any change in maximum statutory reserve requirements, the Council is unanimously of the opinion that no special reserve in any class of government securities should be adopted, but that the pattern used in 1948 should be followed, extending temporary authority for increased maximum cash reserves, with the present division for reserve purposes of central reserve, reserve and country banks continued. Any authority granted should be for a period not to exceed two and a half years so Congress would have the right to review the matter.

2. In accordance with the discussions between Chairman McCabe and President Brown, it is understood that the Council will be prepared to discuss the reduction to two days of the maximum deferment for cash items.
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The Council believes in time schedules which are actual and not artificial. Availability should be as prompt as it is possible to make it with the best transportation facilities, but it is an unsound practice to give credit for reserve purposes for an item before it is actually collected. Apart from the fundamental principle that an item should not be credited until it has reached its destination and has been collected, the proposed reduction to two days of the maximum deferment for all cash items would result in more float, and thus in more inflation at a time when efforts are being made to curb inflationary trends. The Council therefore does not favor the proposed reduction to two days of the maximum deferment for all cash items.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
October 2, 1950

At 2:20 P.M. the Federal Advisory Council convened in the Board Room of the Federal Reserve Building, Washington, D. C., the President, Mr. Brown, in the Chair.
Present: Mr. Edward E. Brown, President; Messrs. Walter S. Bucklin, N. Baxter Jackson, Frederic A. Potts, Sidney B. Congdon, Robert V. Fleming, J. T. Brown, W. L. Hemingway, Joseph F. Ringland, David T. Beals; DeWitt T. Ray (Alternate for J. E. Woods); and Herbert V. Prochnow, Secretary.
Absent: Messrs. J. E. Woods and James K. Lochead.
President Brown presented Dr. Woodlief Thomas of the Staff of the Board of Governors, who in turn introduced a number of other members of the Board Staff, who made a visual-verbal presentation on “The Current Economic Situation and Outlook”.
The meeting adjourned at 3:25 P.M.

HERBERT V. PROCHNOW 
Secretary.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
October 3, 1950

At 10:45 A.M., a joint conference of the Federal Advisory Council and 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 Marriner S. Eccles, M. S. Szymczak, R. M. Evans, James K. Vardaman, Jr., Edward L. Norton, and Oliver S. Powell; also,S. R. Carpenter, Secretary of the Board of Governors.
Present: Members of the Federal Advisory Council:
Mr. Edward E. Brown, President; Messrs. Walter S. Bucklin, N. Baxter Jackson, Sidney B. Congdon, Robert V. Fleming, J. T. Brown, W. L. Hemingway, Joseph F. Ringland, David T. Beals; DeWitt T. Ray (Alternate for J. E. Woods); James K. Lochead and Herbert V. Prochnow, Secretary.
Absent: Messrs. Frederic A. Potts and J. E. Woods.
President Brown read the first item on the agenda and the conclusions of the Council as given in the Confidential Memorandum to the Board of Governors from the Federal Advisory Council, as printed on pages 28 and 29 of these minutes.
An extended discussion followed on reserve requirements, and the general problem of inflation.
The President of the Council then read the second item on the agenda, and the conclusions reached by the Council, as expressed in the Confidential Memorandum previously mentioned, after which there was a brief discussion of the item.
The meeting adjourned at 1:32 P.M.

HERBERT V. PROCHNOWSecretary.

31

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



MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL
October 3, 1950

At 2:40 P.M., the Federal Advisory Council reconvened in the Board Room of the  Federal Reserve Building, Washington, D. C., the President, Mr. Brown, in the Chair.
Present: Mr. Edward E. Brown, President; Messrs. Walter S. Bucklin, Sidney B. Congdon, Robert V. Fleming, J. T. Brown, W. L. Hemingway, Joseph F. Ringland, David T. Beals; DeWitt T. Ray (Alternate for J. E. Woods); James K. Lochead and Herbert V. Prochnow, Secretary.
Absent: Messrs. N. Baxter Jackson, Frederic A. Potts and J. E. Woods.
After some discussion as to the best method of making the agreements for voluntary cooperation effective, it was decided that as a preliminary step, Messrs. Fleming and Hemingway would talk with Dr. Stonier of the American Bankers Association. In addition, it was agreed that President Brown would discuss the matter with James E. Shelton, President of the American Bankers Association.
The meeting adjourned at 3:25 P.M.

HERBERT V. PROCHNOW
Secretary.
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NOTEs This tran scrip t of the Secretary's notes 
is  not to be regarded as complete or necessarily 
en t ire ly  accurate. The transcript Is for the sole 
use of the members of the Federal Advisory Council.
The concise o f f i c i a l  minutes for the entire year 
are printed and d istributed  la ter .

H. V. P.

The S e c re ta ry 5 s notes on the meeting of the Federal 
Advisory Council on October 1 ,  1950, at 2 :10  P.M., 
in Room 932 of the Mayflower Hotel, Washington, D.C.
All members of the Federal Advisory Council were 
present except Mr, Jackson and Mr. Woods. Mr.De Witt 
T. Ray served as an alternate for Mr. Woods.

The Council approved the Secretary 's  notes for the meeting of 
the Council on May 14 ,  15> and 16, 1950> and for the meetings of the 
Executive Committee o f the Council on August 1 and September 13, 1950.

REVIEW OF SUBJECTS DISCUSSED AT THE EXECUTIVE COMMITTEE MEETINGS OF 
THE COUNCIL HELD ON AUGUST 1  AND SEPTEMBER 13, 1950._______________

E. E» Browne Before considering the items on the agenda, E. E. 
Brown reviews FEe su b jects  discussed at the meetings of the Execu
tive Committee of the Council held August 1  and September 13 , 1950.
The members of the Council have each received a copy of the Board 
Report to the Jo in t  Committee on the Economic Report on "Fiscal and 
Credit P o lic ie s  In Present Emergency.” The preliminary draft of 
this report was the subject of discussion at the Executive Committee 
meeting on August 1 .  Brown discusses the d i f f ic u lt ie s  confronting 
the Board in the preparation of Regulation X dealing with real estate 
controls. The most perplexing problem in connection with real estate 
controls re la te s  to loans to in d u str ia l  and commercial concerns.
Brown mentions a lso  the discussion by the Executive Committee with 
the Board r e la t iv e  to voluntary cooperation on the part of commercial 
banks, Investment concerns and insurance companies to re s tr ic t  the 
extension of large  loans fo r  longer periods where such loans might be 
considered in f la t io n a r y  in character. He c a lls  attention to the in
clusion in Public Law 77^ and the Executive Order cf the President of 
September 9, 1950 , of sections re latin g  to voluntary cooperation.

Lochead thinks that the rea l estate credit situation has many 
dangers in I t .  I t  could be the route by which socialism would enter 
the American economy as i t  did in England.

Fleming comments that Mr. Fisher Is an excellent person to 
sit in on the hearings on re a l  estate controls.

E. E. Brown s ta te s  that I t  is  hard to regulate real estate 
loans to large in d u str ie s  when a portion of any commercial loan to 
a large industry may be used for construction. I t  is d if f ic u lt  to 
work out good c re d it  controls fo r  resid en tia l construction, but it  

an in f in i t e ly  g rea te r  problem to work out any satisfactory regu
lation covering commercial and in d u stria l credit relating to real
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e s t a t e  construction. E. E. Brown reports that on September 13 , the 
Executive Committee expressed the opinion that Regulation W would 
have to be tightened to be e f fe c t iv e .

(At th is  point there was an off-the-record discussion 
on the re lation sh ip  of the Board of Governors with 
the Treasury. In terest  rates on government obliga
tion s, the rediscount ra te , open market operations, 
and other re lated  subjects were included In the o f f-  
the-record d iscussion ).

WHAT FURTHER CONSIDERATION HAS BEEN GIVEN BY THE COUNCIL, OR THE 
SPECIAL COMMITTEE APPOINTED BY THE COUNCIL FOR THE PURPOSE, TO THE 
PROPOSAL TO BASE RESERVE REQUIREMENTS OF A MEMBER BANK ON THE 
CHARACTER OF THE BANK'S DEPOSITS RATHER THAN ON THE LOCATION OF 
THE BANK?_____________________________________________________________

E. E. Brown asks Fleming, as Chairman of the subcommittee of 
the Council on th is  su b ject, to comment on th is  item on the agenda.

Fleming. The subcommittee of the Council was confronted with 
the consideration of two questions: (1)  Could the uniform reserve 
proposal be changed to elim inate the problems with which the l i v e 
stock banks were confronted; and (2) What could be done to meet the 
problem of higher reserves which would be required of a number of 
country banks. A meeting was held in Kansas City regarding which 
Mr. Beals has p rev io u sly  reported.

Beals s ta te s  that at the Kansas City meeting i t  was agreed that 
the Federal Reserve S t a f f  was to t ry  to find solutions for some of 
the problems ra ise d . Representatives of the Federal Reserve banks 
and of the l iv e s to c k  banks were present. No word has been received 
from the Federal Reserve S t a f f  since that meeting.

Fleming s ta te s  that he talked with Woodlief Thomas of the S ta f f ,  
and Thomas did not think i t  was advisable to go any further with th is  
reserve proposal at present. Thomas did not know the item was on the 
agenda. This item may have been put on the agenda for the purpose of 
opening up the whole question of reserves, although a top s t a f f  man, 
Woodlief Thomas, b e lie v e s  consideration of th is subject should be 
held In abeyance.

Hemingway read the following report which was adopted by the 
Advisory Committee on S p ecia l A c t iv i t ie s  of the American Bankers 
Association; MIt  was unanimously agreed by the Committee to recommend 
that in view of the present c r i t i c a l  foreign situ ation , which requires 
fullest cooperation by the banks, any plan fo r  changing the method of 
determining bank reserv e s ,  such as the Uniform Reserve Plan outlined 
by the S t a f f  of the Board of Governors of the Federal Reserve System, 
or the Special Reserve Plan providing compulsory investment by the 
tanks in government s e c u r i t ie s ,  would be disturbing to the banks and 
the economy, and that i t  would therefore be much more e f fe c t iv e  to 
adhere to the present system of determining reserves, which is  so 
*ell understood and i s  working without serious f r i c t i o n . ”

E. E. Brown. The resolution  apparently favors the present plan.
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E.  E . Brown questions whether modest increases in the interest 
rate w ill  m ateria lly  r e s t r ic t  credit or that Regulation W, with the 
p r e s e n t  terms, w i l l  g re a t ly  c u rta il  credit. Some increase in reserve 
requirements may be found necessary I f  the inflationary trend con
tinues. I t  may be desirab le  in the Council's memorandum to follow 
the suggestion of the A.B.A. resolution, which Hemingway has read, 
of keeping the present reserve method, although it  may be considered 
unfair to the cen tra l reserve c i t y  banks and to some reserve city 
banks. Brown sta te s  that i f  the special reserve idea Is adopted he 
would not favor a sp e c ia l  type of security for the special reserve, 
but would favor regular short-term issues for the special reserve.
He believes i f  a sp e c ia l  reserve should be approved that it  would 
be undesirable to have one type of issue for the public and a 
different type of issue for the special reserve.

Fleming b e lie v e s  the specia l reserve idea is bad because it  
opens the way to the so c ia liz a t io n  of banks. He agrees with E .  E .  
Brown that any increase in reserves should be made on the basis of 
the present plan* that is ,c e n tr a l  reserve, reserve, and country 
banks rather than to in s t itu te  a special reserve.

J .  To Brown comments that the idea of the Comptroller that a 
bank should not have r i s k  assets to cap ita l in excess of a certain 
ratio is  approaching the sp ecia l reserve backwards and in a sense 
amounts to the same thing.

Hemingway s ta te s  that the Comptroller's idea is  to take the 
total a sse ts ,  deduct the cash and governments and ca ll  the other 
assets ’’r i s k  a s s e t s . ” He understands that the ratio  which has been 
discussed is  6 or 6|- times the ca p ita l.

E. E. Brown says that Robertson did not mention the 6 or 61- 
ratio in his prepared speech before the American Bankers Association 
Convention, but did mention the ra tio  in a special conference with 
questions and answers. I f  the banks are faced with an increase in 
reserves, no in te re s t  would be paid on cash reserves. With a special 
reserve, in te re st  would be paid. I t  is  possible to have a special 
reserve with regu lar short-term governments e lig ib le  for the reserve, 
or a special reserve  with only a p articu lar type of security issued 
for this reserve . Brown favors the cash reserve, despite the loss 
of in terest ,  over e ith e r  type of special reserve, because of his 
fear of what a sp e c ia l  reserve might eventually lead to for the bank
ing system.

Bucklin asks i f  Brown is  speaking of a reserve over and above 
the present maximum l im its .

E .  E .  Brown s ta te s  that he is  speaking of a reserve over the 
Present maximum i f  a higher reserve should temporarily become neces
sary.

Fleming. I f  i t  becomes necessary, Fleming favors a temporary 
increase in cash reserves  following the 1948 pattern. He does not 
favor burying the uniform reserve plan, but at present he believes 

is  not d esirab le  to change the method of determining reserves.
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Eo E . Brown sta tes  that in the memorandum of the Council to 
the Board, the Counci 1  may point out that under the uniform reserve 
proposal o v e r -a l l  reserve requirements would be reduced. It would 

n e c e s s a r y  to reduce reserve requirements for the country banks 
in order to obtain adoption of the proposal. With the present in
flationary trend any reduction in reserves is undesirable. In 
addition, the l iv e s to c k  banks have been dealt with unfairly in 
the S ta ff  proposal, and the S t a f f  has presented no formula for 
meeting the problem of the livesto ck  banks. I f  there is to be an 
increase in the maximum statutory  reserves, i t  should follow the 
present plan under which reserves are based upon the classification  
of banks as cen tra l reserve , reserve, and country banks. The memo
randum of the Council to the Board may also state the Council is 
unanimously of the opinion that i f  any Increase in the maximum 
statutory reserves is  c le a r ly  necessary, the increased reserves 
should follow the pattern  of 19^8 , with authority given to increase 
reserves fo r  a period not to exceed 2? years so Congress could 
have the r igh t to review the authority,, Moreover, before consider
ing any increase in the maximum statutory reserve requirements, 
careful study should be made of the e ffe c t  of the regulation of 
consumer c re d it ,  including a tightening of the consumer credit 
regulation, and the e f fe c t  of the regulation of real estate credit.

Potts asks whether the Council favors laying this proposal on
i c e .

Bucklin thinks i t  i s  necessary only to say that at the present 
time the Council does not favor a change to the uniform reserve 
proposal.

Ray. Does the Council favor an immediate increase in reserves 
over the present le g a l  maximum reserve requirements?

Eo E, Brown. The Council only favors an increase in the max
imum statutory  reserves i f  the fin an c ia l situation c learly  makes an 
increase d e s ira b le .  In that event, the increase should follow the 
present method of determining reserves.

IN ACCORDANCE WITH THE DISCUSSIONS BETWEEN CHAIRMAN MCCABE AND 
PRESIDENT BROWN, IT IS UNDERSTOOD THAT THE COUNCIL WILL BE PRE
PARED TO DISCUSS THE REDUCTION TO TWO DAYS OF THE MAXIMUM DEFERMENT 
FOR CASH ITEMS ____________

Eo E. Brown reads item two on the agenda and states that the 
Board of Governors had voted to put into practice the reduction to 
two days of the maximum deferment for cash items. Brown had sug
gested to the Board that the actual adoption of this time schedule 
should be deferred u n t i l  the Council could discuss the matter.
Under present conditions, anything that increases a v a ila b ility  adds 
to in f la t io n . The Chicago banks are not enthusiastic about the 
proposal but might not f ig h t  i t .  The proposal is  uneconomic and 
unsound as i t  g ives  c red it  to an item before i t  is  actually collected.

Congdon. I t  Is  uneconomic and unsound.
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E . E. Brown. The Board of Governors believes i t  would save 
a great deal of bookkeeping.

Fleming. I t  means that national companies would have funds 
available to them before they were collected, and their treasurers 
wo u ld  natu ra lly  take advantage of that situation.

Lochead, No matter how the Council votes, the Board w ill 
p ro b a b ly  adopt the procedure.

J .  T. Brown presents figu res showing that the float in the 
S y s t e m  with the two day plan would be increased around $100 million.
He states that the Board ta lks  on one hand against inflation and then 
on the other hand argues fo r  th is measure which is  inflationary. A 
number of the d i s t r i c t s  have two day a v a i la b i l i ty  within the d is tr ic ts ,  
prom a s e l f i s h  standpoint, his bank would probably be helped, but 
he believes the procedure would be unsound.

Flemingo A v a i la b i l i t y  should be as prompt as it  is  physically 
possible to make it*  Immediate a v a i la b i l i ty  would mean keeping a 
credit f i l e  on every  name.

Ray. The Board could go to one day as easily  as two days.

Bucklln. The proposal i s  in flation ary  and economically un
sound.

E. E. Brown. The Council does not object to a time schedule 
which is  ac tu a l.  Present time schedules have been shortened with 
improvements in tran sp ortation . A c ity  in Maine obviously may not 
be able to c o l le c t  an item in two days in Arizona. The Council 
may state I t  i s  opposed to any plan which gives credit for funds 
not actu ally  c o lle c te d . Apart from the fundamental proposition 
that an item should not be credited u n til  i t  has reached its  destin
ation and has been c o lle c te d , the proposed reduction to two days 
would resu lt  In more f lo a t  and in more in flation .

#*#*•**#**#■ *****
E. E. Browns

In connection with the re s t r ic t io n  of bank credit Brown asks 
who should take the lead in obtaining voluntary cooperation to cur
ta il  cred it in accordance with the provisions of Public Law JJk.

Fleming b e lie v e s  i t  advisable to ask the Board what steps it  
has taken. He a lso  suggests that he w i l l  ask Stonier about A. B. A. 
participation in the general program fo r  the restriction  of bankcredit.

The meeting adjourned at 6s05 P»M.
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THE COUNCIL CONVENED AT 10:00 A.M.,ON 
OCTOBER 2, 1950 IN ROOM 932 OP THE 
MAYFLOWER HOTEL, WASHINGTON, D. C. ALL 
MEMBERS OF THE FEDERAL ADVISORY COUNCIL 
WERE PRESENT EXCEPT MR. WOODS. MR. DE WITT 
T. RAY SERVED AS ALTERNATE FOR MR. WOODS.

The Council continued I t s  off-the-record discussion of the 
p rev io u s  d a y  on the re lation sh ip  of the Board of Governors to the 
T re a s u r y ,  In te re st  ra tes  on government obligations^ the rediscount 
r a t e ,  open market operations and other related subjects were included in the d iscussion .

The Council prepared and approved the attached Confidential 
Memorandum to be sent to the Board of Governors relative to the 
Agenda for the jo in t  meeting of the Council and the Board on 
October 3, 1950. The Memorandum was delivered to the Secretary of 
the Board of Governors at 1 1 : 5 0  A.M. on October 2, 1950. It w il l  be 
noted that each item of the agenda is  lis ted  with the comments of 
the Council on the item.

The meeting adjourned at 12^00 a . M.
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CONFIDENTIAL
MEMORANDUM TO THE EOARD OF GOVERNORS 

FROM THE 
FEDERAL ADVISORY COUNCIL 

RELATIVE TO THE AGENDA FOR THE JOINT MEETING 
ON OCTOBER 3 , 1950

1, Vhat f u r t h e r  c o n s i d e r a t i o n  h as  been  g iv en  by th e  C o u n c il, o r 
the  S p e c ia l  C om m ittee a p p o in te d  by th e  C o u n c il f o r  th e  p u r
pose, to  th e  p ro p o s a l  to  b a se  r e s e r v e  re q u ire m e n ts  o f  a mem
ber bank on t h e  c h a r a c t e r  o f  t h e  b an k ’ s d e p o s i t s  r a t h e r  th a n  
on th e  l o c a t i o n  o f  th e  bank?

The C ouncil h as c o n s id e r e d  f u r t h e r  th e  p ro p o s a l  to  b ase  r e s e rv e  r e -  
quirements o f a member bank on th e  c h a r a c t e r  o f  th e  b a n k 's  d e p o s i ts  r a th e r  
than on the  lo c a t io n  o f  t h e  b a n k . When th e  p ro p o s a l  was d is c u s s e d  w ith  
the Board in  F e b ru a ry , 1950 , i t  d e v e lo p e d  t h a t  one o f  th e  f i r s t  m a t te rs  
requiring c o n s id e r a t io n  w ould  be th e  p rob lem  c o n f r o n t in g  th e  l iv e s to c k  
banks. No form ula o r  a g re e m e n t in  p r i n c i p l e  h as so f a r  been d ev e lo p ed  f o r  
meeting t h i s  p rob lem . In  a d d i t i o n ,  u n d e r  th e  p ro p o s a l  a c o n s id e ra b le  p e r 
centage of c o u n try  ban ks w ould  h av e  been  r e q u i r e d  t o  m a in ta in  h ig h e r  r e 
serves i f  t o t a l  o v e r - a l l  r e s e r v e s  a r e  m a in ta in e d  a t  th e  p r e s e n t  l e v e l .  I t  
vas apparent t h a t  t o  o b ta in  a c c e p ta n c e  o f  th e  p ro p o s a l  from  th e  c o u n try  
banics i t  would be  n e c e s s a r y  i n i t i a l l y  a t  l e a s t  t o  re d u c e  o v e r - a l l  r e s e r v e s .  
With p resen t i n f l a t i o n a r y  t r e n d s ,  a  r e d u c t io n  in  o v e r - a l l  r e s e r v e s  would 
obviously be u n d e s i r a b le .

In view o f  p r e v a i l i n g  u n s e t t l e d  c o n d i t i o n s ,  any p ro p o s a l  f o r  chang
ing the method o f  d e te rm in in g  bank  r e s e r v e s  w ould be d i s tu r b in g  to  th e  
banking system a t  a t im e  when th e  c o m p le te  c o o p e ra t io n  o f  th e  banks i s  
necessary to  th e  e f f i c i e n t  f u n c t io n in g  o f  th e  economy. The m ethod now 
used to  de te rm ine  r e s e r v e s  i s  th o ro u g h ly  f a m i l i a r  to  th e  banics, and th e  
banking system h as  f o r  many y e a r s  o p e ra te d  e f f e c t i v e l y  u n d e r  i t .  The 
Council th e r e f o re  d o e s  n o t  f a v o r  a  change to  th e  u n ifo rm  r e s e r v e  p ro 
posal a t  t h i s  t im e .

Before any s te p s  a r e  ta k e n  to  r e q u e s t  a u t h o r i t y  to  in c r e a s e  maximum 
statutory r e s e rv e  r e q u i r e m e n ts ,  t h e  r e s u l t s  o f  th e  r e g u la t io n  o f  consum er 
credit, in c lu d in g  m ore s t r i n g e n t  consum er c r e d i t  r e g u l a t i o n ,  and th e  r e 
sults of th e  r e g u l a t io n  o f  r e a l  e s t a t e  c r e d i t  sh o u ld  be s tu d ie d  and e v a lu 
ated. C oopera tive  v o lu n ta r y  r e s t r i c t i o n s  in  th e  e x te n s io n  o f  i n f l a t i o n 
ary c re d it , a u th o r iz e d  and  in te n d e d  by th e  D efen se  P ro d u c tio n  A ct o f  1950

the P r e s i d e n t 's  d i r e c t i v e  o f  S ep tem b er 9 ,  1950 , g iv in g  c o n t r o l  ov er 
agreements f o r  such  v o lu n ta r y  r e s t r i c t i o n s  to  th e  B oard , sh o u ld  be t r i e d  
v i th the c o o p e ra t io n  o f  b a n k in g  and  o th e r  f i n a n c i a l  a s s o c i a t i o n s .  We r e c -  
onanend th a t  prom pt s te p s  be ta k e n  by th e  Board to  i n i t i a t e  and s t im u la te  
such vo lu n tary  a g re e m e n ts .
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I f  economic c o n d i t io n s  sh o u ld  t h e r e a f t e r  c le a r ly  n e c e s s i ta te  any 

change in  maximum s t a t u t o r y  r e s e r v e  re q u ire m e n ts , th e  Council i s  unani
mously of th e  o p in io n  t h a t  no s p e c i a l  r e s e rv e  in  any class of government 
securities should be a d o p te d , b u t  t h a t  th e  p a t te r n  used in  1948 should 
be follow ed, e x te n d in g  te m p o ra ry  a u th o r i t y  f o r  in c rea sed  maximum cash 
reserves, w ith  th e  p r e s e n t  d iv i s io n  f o r  r e s e rv e  purposes of c e n tra l  re 
serve, re se rv e  and c o u n try  ban ks  c o n tin u e d . Any a u th o r i ty  granted should 
be for a p e rio d  n o t  to  e x ceed  two and a h a l f  y e a rs  so Congress vould have 
the right to  rev iew  th e  m a t t e r .

2. In  a c c o rd a n c e  w i th  th e  d i s c u s s io n s  between Chairman McCabe 
and P r e s id e n t  Brown, i t  i s  u n d e rs to o d  th a t  th e  Council w il l  
be p re p a re d  to  d i s c u s s  th e  r e d u c t io n  to  two days of the maxi
mum d e fe rm e n t f o r  c a s h  i te m s .

The C ouncil b e l i e v e s  in  t im e  sc h e d u le s  w hich a re  a c tu a l  and no t a r t i 
f ic ia l . A v a i l a b i l i t y  s h o u ld  be a s  prom pt a s  i t  i s  p o s s ib le  to  maice i t  
vith the b e s t  t r a n s p o r t a t i o n  f a c i l i t i e s ,  b u t i t  i s  an unsound p ra c tic e  to  
give c r e d i t  f o r  r e s e r v e  p u rp o s e s  f o r  an .item b e fo re  i t  i s  a c tu a l ly  co l
lected. A part from  t h e  fu n d a m e n ta l p r i n c i p l e  t h a t  an item  should no t be 
credited u n t i l  i t  h a s  r e a c h e d  i t s  d e s t i n a t i o n  and has been c o lle c te d , the 
proposed r e d u c t io n  t o  two d a y s  o f  th e  maximum deferm ent fo r  a l l  cash items 
vould r e s u l t  in  more f l o a t ,  and  th u s  in  more i n f l a t i o n  a t  a time when e f 
forts a re  b e in g  made t o  c u rb  i n f l a t i o n a r y  t r e n d s .  The Council th e re fo re  
does not fa v o r  th e  p ro p o s e d  r e d u c t io n  to  two days o f th e  maximum deferment 
for a l l  cash  i te m s .
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THE COUNCIL CONVENED IN THE BOARD ROOM 
OF THE FEDERAL RESERVE BUILDING AT 2:20 P.M.
ON OCTOBER 2, 1950. ALL MEMBERS OF THE 
COUNCIL WERE PRESENT EXCEPT MR. LOCHEAD AND 
MR. WOODS. MR. DE WITT T. RAY SERVED AS AN 
ALTERNATE FOR MR. WOODS.

Dr. Woodlief Thomas introduced a number of members of the 
Board S ta f f  who made a v isu a l-verb al presentation on "The Current 
Economic Situation  and Outlook.” Copies of the discussion were 
distributed to members of the Council.

The meeting adjourned at 3:25 P.M.
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ON OCTOBER 3, 1950, AT 10;45 A.M. THE FED
ERAL ADVISORY COUNCIL HELD A JOINT MEETING 
WITH THE BOARD OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM IN THE BOARD ROOM OF THE 
FEDERAL RESERVE BUILDING.

ALL MEMBERS OF THE COUNCIL WERE PRESENT EX
CEPT MR. POTTS AND MR. WOODS. MR. DE WITT 
T. RAY SERVED AS AN ALTERNATE FOR MR. WOODS.
THE FOLLOWING MEMBERS OF THE BOARD OF 
GOVERNORS WERE PRESENT; CHAIRMAN MC CABEj 
GOVERNORS ECCLES, SZYMCZAK, EVANS, VARDAMAN,
NORTON AND POWELL. MR. CARPENTER, SECRETARY 
OF THE BOARD OF GOVERNORS, WAS ALSO PRESENT.

WHAT FURTHER CONSIDERATION HAS BEEN GIVEN BY THE COUNCIL, OR THE 
SPECIAL COMMITTEE APPOINTED BY THE COUNCIL FOR THE PURPOSE, TO THE 
PROPOSAL TO BASE RESERVE REQUIREMENTS OF A MEMBER BANK ON THE 
CHARACTER OF THE BANK'S DEPOSITS RATHER THAN ON THE LOCATION OF 
THE BANK? _______________________ _____

E. E. Brown reads Item 1 .  on the agenda and the conclusions of 
the Council as expressed in the Confidential Memorandum to the Board 
attached. He s ta te s  that the Council’ s Sub-committee of which 
Mr. Fleming is  Chairman, arranged a meeting with representatives of 
the Board S t a f f  and the l iv e s to c k  banks. The Board S t a f f  was to pre
pare a report in connection with the discussion that took place at 
the meeting, p a r t ic u la r ly  in re la t io n  to a possible solution for the 
problem which the l iv e s to c k  banks would face under the uniform re 
serve proposal. This report has not yet been received. In addition, 
the fact that a number of country banks would have th e ir  reserves in 
creased would undoubtedly s t i r  up the situ ation  p o l i t i c a l l y .  Brown 
states that the Council may attach more sign ificance than the Board 
to the idea of voluntary cooperation, but the Council believes that 
it  is of importance. The American Bankers Association can be of 
help, but the r e s t r ic t io n  of c red it  through voluntary cooperation 
needs the ass is tan ce  of the Investment Bankers Association, insurance 
companies, and others. Brown urges the Board to take action in 
connection with the provisions of The Defense Production Act of 1950. 
The Council b e liev es  that i f  an increase in the present maximum 
statutory reserves i s  c le a r ly  required, i t  would be better to  have 
cash reserves, even i f  they cost more to the banks.

McCabe asks whether the Council believes the uniform reserve 
Is correct in  p r in c ip le ,  though i t  may not be the right time to 
adopt i t .

E. E . Brown. The cen tra l reserve c ity  banks and most reserve 
° ity  banks would probably favor the uniform reserve plan. Many of 
the country banks would undoubtedly not favor the plan. The Council
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i t se lf  is  d ivided. I f  the plan could be worked out to s a t is fy  the 
country  banks and the l iv e s to c k  banks, i t  might be accepted.

McCabe. Looking at  the plan o b jec t ive ly , w i t h o u t  a se l f is h  
v ie w p o in t^  i s  i t  a d esirab le  change?

Hemingway b e lie v e s  many banks would favor the plan, i f  the 
Board i t s e l f  would look at i t  o b je c t iv e ly .  A number of bankers in 
his D istr ic t  f e e l  th at the Board would go to any length to get mem
bers for the System, desp ite  any in jury that might be done to the 
correspondent banking b u s in ess .

McCabe asks whether the bankers are ju s t i f ie d  in this b e l ie f .

Hemingway. Many o f  them are sincere in th e ir  fee lin g .

Fleming. Two d i f f i c u l t  problems were presented in the uniform 
reserve plans ( 1 )  The l iv e s to c k  banks were dealt with u n fa ir ly ; 
and (2) A number of country banks would have higher reserves. A 
committee co n sist in g  of rep resen tatives of the Board S ta f f  and the 
livestock banks discussed the problem of the livestock  banks, but 
the S ta f f  has not submitted any report for meeting the p articu lar  
problem of the l iv e s to c k  banks.

Beals. The purpose of the meeting of the S t a f f  and the repre
sentatives of the l iv e s to c k  banks was in part to determine whether 
inter-bank deposits of l iv e s to c k  banks were d ifferen t from the in te r
bank deposits of other banks. The S t a f f  said they would consider 
the views of the l iv e s to c k  banks, but they were not sure that the 
livestock banks had proved th e ir  case.

Fleming. Dr. Thomas said  he believed , in view of the Korean 
situation, that th is  was not the time to introduce the plan, 
particu larly  because a number o f country banks would oppose i t .

McCabe. A fte r  the e le c t io n , i f  Congress asks the Board's opin
ion of the uniform reserve plan, what does the Council believe the 
Board should express as i t s  view.

Fleming. Even i f  the l iv esto ck  bank problem is  met, a reduc
tion of reserves now to meet the objections of country banks would 
be unwise in view of in f la t io n a ry  trends,

Jackson s ta te s  that E. E. Brown may be reluctant to speak, 
because of the p o sit io n  of his bank as a central reserve c i t y  bank. 
Jackson cannot understand why there are three c la s s i f ic a t io n s  of 
banks in New York c i t y —’C e n t r a l  reserve, reserve c ity  and country.
The gain in inter-bank deposits has not been in the central reserve 
city banks.
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E. E. Brown b e lieves  the present basis of determining reserves 
Iq an accident h i s t o r i c a l l y ,  and i t  has no log ic . However, the 
p r e s e n t  plan has worked e f f e c t iv e ly  and the banks understand i t .

Powell. I f  many country banks are penalized, perhaps the 
fo rm u la  needs adjustment.

Fleming. The m ajority  of country banks would not be affected , 
but the minority would be very vocal.

H e m in g w a y . I f  the Board fe e ls  there are inequalities in the 
r e s e r v e s  at p resen t, the Board can adjust them.

Szymczak. The Board cannot meet the s itu ation . One bank in 
a city may have correspondent bank business and another one may not 
have i t .  The Board cannot meet that problem with i t s  present powers. 
We are discussing something about which we do not propose to do
anything,

McCabe in d icates  to Szymczak that he is  not sure that 
the Board w i l l  not do anything. McCabe states that Powell is  the 
member of the Board responsible fo r  th is  general subject.

Fleming thinks the problem has p o l i t ic a l  aspects as related
to country banks<,

E, E. Brown asks whether the Board has started any action on 
voluntary cooperation under Public Law 774.

McCabe. The law has ju s t  passed. The Board believes i t  might 
start some action  l o c a l l y ,  say in Chicago, as long as E. E. Brown 
suggested the id ea . McCabe suggests that Harold Amberg or Prochnow 
work with some member of the Board in carrying out the idea fo r  
voluntary cooperation.

E. E, Brown says i t  i s  impossible to s ta r t  with Chicago alone, 
as Chicago banks compete p a r t ic u la r ly  with New York, Philadelphia 
and Boston, He suggests that the Board work with the American
Bankers A ssociation ,

McCabe asks Powell to comment on the subject of voluntary
cooperation.

Powell s ta te s  that the matter is  nebulous in his mind. He 
asks just what type of loan the Council has in mind. He also  asks 
whether Stonier i s  fa m il ia r  with the type of loans that should be 
restricted.

Fleming. The Federal Reserve banks in th e ir  respective d i s 
trict s~To\IXa form committees of commercial bankers, investment
bankers and insurance men.
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E« Eo Brown sta te s  that committees could be set up something 
like the informal c a p ita l  issues committees of World War I on which 
he served* He b e lieves  committees would be needed in each Federal 
Reserve D is t r ic t  to meet once or twice a week. Perhaps a sub
committee could be formed fo r  a l l  D istr ic ts  to lay down the rules 
as to the types of loans to be restricted . The d iff icu lty  is in 
long-term loans and not short-term loans. Some loans are clearly 
inflationary! some are not in fla t io n ary i and some are in a twilight 
zone. Brown suggests as members of the committees in the Districts, 
commercial bankers, investment bankers. Insurance men and represen
tatives of borrowerso The president of the Federal Reserve Bank in 
New York, fo r  example, might contact the head @f the clearing house 
in New York fo r  suggestions as to commercial bankers to serve. In 
the beginning at le a s t  the re s tr ic t io n s  would apply principally to 
loans of large amounts and longer maturity.

McCabe reports that the Board is  going forward with its  regu
lation of r e a l  e sta te  c re d it  and hopes to have Regulation X out in 
a matter of days. The Board is  also studying the e ffect of Regula
tion W and w i l l  give i t  more wb ite "  i f  necessary. He points out the 
increase that has taken place in bank cred it.

Eo Eo Browno A large part of the increase in loans is in real 
estate loans. A number o f loans are also made to department stores 
for carrying t h e ir  accounts receivable . The reports showing the ex
pansion of bank c re d it  include the loans made to department stores 
for carrying accounts rece iva b le , but in other places the reports 
show the increase in accounts receivable, so that there is some 
duplication in the rep o rts . Brown states that cotton and wheat 
prices are higher and more money is  required to carry these commod
it ie s .  Cotton i s  moving to the m ills ,  whereas a year ago i t  went 
into government loans *

E cc le s . At that time the government borrowed so the total 
loans were the same.

Eo Eo Brown. Some of the funds of the government agency were 
obtained by the sa le  of s e c u r i t ie s .

McCabe. Aside from Regulation W, Regulation X and voluntary 
agreements, what can the Board do to curb bank credit?

Jackson. A la rg e  amount of cred it is  going to finance com
panies and th is  area could be "cooled o f f . "

E. E o Brown a lso  s ta te s  that a large amount of the increase in 
bank loans represents loans to finance companies.

Lochead asks regarding the status of Regulation X.
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McCabe re p lie s  that there are two principal restrictions: 
n) the down payment % and (2) the maturity. He states that Norton 
has done a thorough job. Each group that comes in to discuss the 
provisions o f th is  Regulation is  asked to vote confidentially in
dicating what r e s t r ic t io n s  i t  would establish.

Norton. Mr0 Foley has stated that the restrictions should 
be heavy. What i s  heavy or l ig h t  is  a matter of opinion. One in
su ran ce  company argued fo r  heavy restriction s and a labor group 
argued fo r  l ig h t  re s tr ic t io n s*  When the Board examined the con
fidential votes of t h e  two, they found that the labor group’ s so- 
c a l l e d  l ig h t  r e s t r ic t io n s  were heavier than the insurance company's 
s o - c a l l e d  heavier r e s t r ic t io n s .

E. Eo Browno Is  i t  f a i r  to ask by what percentage residential 
building may be cu t?

Norton re p l ie s  that they hope to eut i t  from approximately 
l£ million s t a r t s  th is  year to 800,000 or 900,000 next year. Norton 
reports that no one who w i l l  discuss Regulation X with the Board 
believes i t  w i l l  have any e f fe c t  for five  or six months  ̂ because of 
advance commitments in the construction f ie ld .

E cc le s , What the Board and the Council are talking about is 
inflation-~a condition of permanent pressure for inflation. The 
country faces a s i x t y  to seventy-five  b il l io n  dollar budget. In
flation must be stopped by a proper f i s c a l  policy of the government. 
The country a lso  needs a t igh t bank loan policy. The Board should 
stop further expansion of bank cred it ,  Any bank loan, regardless 
of i t s  purpose, whether fo r  production or not, increases the money 
supply. Too much money in re la t io n  to the supply of goods makes 
in flation. The Board cannot do much with f is c a l  policies, except 
to advise. What the Board can do Is to control bank credit.
Eccles has very l i t t l e  hope fo r  the voluntary method among 15,000 
banks. The uniform reserve method is  good .housekeeping and it  is 
more equitable, but i t  does not meet the problem. You may eliminate 
the central reserve c i t y  c la s s i f ic a t io n  and c a l l  the large c it ies  
a ll reserve c i t i e s , but you w i l l  never get a l l  of the banks on the 
same b as is .  The only way you can meet the problem is by more re
serves. The sp e c ia l  reserve Is  one plan. I t  provides a special 
demand for short-term  paper at a special rate. It  does not affect 
the rediscount r a te .  W iggins5 position puts the Federal Reserve 
System at the w i l l  o f the Treasury. The Federal Reserve System 
must support the government program, and so the result of Wiggins' 
idea is  that the Fed would pump reserves into the System. I f  the 
Federal Reserve System must support government bonds with the rates 
Pegged, i t  p laces the Federal Reserve System in the position of in
creasing reserves in a very in fla t io n a ry  situation.

E. E. Brown. The sp ec ia l reserve increases reserves even i f
you have two r a t e s .
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E c c l e s » W ith  s p e c i a l  r e s e r v e s  t h e r e  m ust b e  in c r e a s e d  t a x e s .
E. Eo Brown, You a lso  have wage increases to consider.

Eccles„ Wage increases must also  stop i f  you are to curb in 
flation! I t  i s  d i f f i c u l t  to say whether price increases or wage 
in c re a s e s  come f i r s t .  I t  i s  necessary to have a sound f i s c a l  p o licy  
and a sound Federal Reserve or monetary p o licy . I f  we do not stop 
inflation, we are going into a garrison  state  with a l l  types of con
trols., as  th is  i s  a permanent in fla t io n a ry  s itu atio n . We are only 
kidding ourselves, I f  we f a i l  to stop bank cred it expansion, and we 
face the loss of democratic capita lism .

Flemingo Has any study been made as to the e f fe c t  of excess
profits ?

Eccles s ta te s  that he does not know what kind of excess 
profits tax there w i l l  be.

Jacks on o I f  you stop bank loans, do you not stop production, 
and thus in jure the economy.

E cc les . We know that the supply of money is  excessive with 
a normal velocity ,. With g rea te r  v e lo c ity  i t  would be even worse.
Bank credit should not increase with p r ic e s ,  but with production.
Bank credit has gone up f a s t e r  than production,

J .  T. Brown, The government has released  cotton and Southern 
bankers have had to increase t h e ir  loans to take up the cotton.

E cc les . As Southern bankers Increase th e ir  loans the Commodity 
Credit Corporation gets money to pay o f f  i t s  o b liga tio n s , so that 
over the en tire  country the t o t a l  c red it  should not in crease ,

Bucklin b e l ie v e s  that the Board has an important new instrument 
in the new law provid ing fo r  voluntary agreements. He does not be- 
lieve that the only way to curb In f la t io n  i s  to r a is e  re se rv e s .  He 
believes the banks want to con tro l c re d it  even though there are 
15,000 banks. With th is  new instrument the Board can take the 
in itiative to get large  banks to r e s t r i c t  large loans.

E a E. Brown thinks the Board should work with the American 
Bankers A ssociation  on the matter o f  voluntary agreements.

Congdon s ta te s  that there are three types of c re d it  that need 
controls [ 1 ) loans to  u ltim ate consumersj (2 ) loans fo r  produc
tive purposes that are not e s s e n t ia l ;  ( 3 ) loans to bu ild  up ex 
cessive in ven to rie s . R egulation  W should cover number one. Volun
tary cooperation through committees should reach number two, and 
number three can be reached by a program of the American Bankers 
Association.
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E c c le s ^  I s  t h e  D ep a r tm e n t o f  Commerce c o n t r o l l i n g  in v e n to r y ?
McCabe i s  a la r m e d  o v e r  t h e  p o s s i b i l i t y  o f  su ch  in v e n to r y  c o n 

tro l*  as i t  may l e a d  t o  c o n t r o l  o f  t h e  c o m p le te  econom y. W ash in gton  is  in  an e m o t io n a l  s t a t e  and c o u ld  h ead  t o  c o m p le te  c o n t r o l .
Fleming. What would the attitude of the public be i f  banks 

were required to  hold government bonds.

S zy m cza k . The law  d o e s  n o t  s t a t e  t h e y  m ust h o ld  governm ent
b o n d s .

F le m in g . The s p e c i a l  r e s e r v e  w ou ld  p r o v id e  f o r  i t .
E c c l e s „ U nder t h e  s p e c i a l  r e s e r v e  a bank c o u ld  k eep  e i t h e r  

cash o r  s h o r t - t e r m  g o v e r n m e n ts .
Fleming. There does not seem to be genuine enthusiasm by the 

Board for the idea of voluntary cooperation.

E. E. Brown b e lie v e s  the matter must be discussed with the 
American Bankers A ssociation .

Vardaman. There have been two examples of cooperation* There 
was the American Bankers Association plan and the Broderick plan on 
mortgage financing in  New York s ta te .  The la t t e r  plan was so 
satisfactory that a l l  those who took part were indicted. This would 
not occur under the present law.

Evans wishes to know what the Council’ s views are on tightening 
Regulation W. The terms as announced are t ig h te r  than the American 
Bankers A ssociation  committee recommended.

E cc les . The public is  ra p id ly  losing confidence in the d o lla r .  
Dis-savings is  going on. I f  the in f la t io n a ry  trend i s n ’ t h it hard 
now, i t  can develop to dangerous proportions. I f  the people go out 
of dollars into goods* we s h a l l  have trouble. There are even some 
persons who say that i f  the banks tighten cred it terms to require 
bigger down paymentss the people w i l l  take more money out of th e ir  
savings accounts to make the down payments. Consequently* savings 
would f a l l .

Hemingway asks why the Board doesn't announce t igh ter  terms, 
i f  the"~objective i s  sharply to r e s t r i c t  consumer cred it .

McCabe. The Board tightened the terms even more than the 
bankers and finance companies wanted.

Fleming i s  in c lin ed  to favo r cutting the terms to f i f te e n  
months^rather than to eighteen months. I f  the Board reduces the 
terms to eighteen months, the public may buy more in antic ipation  of 
a tightening of the terms to f i f t e e n  months.
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E. Ej. Brown. I f  Eccles is  correct, the Board should go to 
fifteen months.

E v a n s , E ighty per cent o f  the automobile sales prior to the R e g u la tio n  were on more f a v o r a b le  terms than the Regulation ¥ terms 
which were a n n ou n ced *

McCabe. I f  the Board tightens terms further, everyone w il l  be 
down to Washington complaining, the automobile dealers, the Congress
men and everyone e l s e 0

IN ACCORDANCE WITH THE DISCUSSIONS BETWEEN CHAIRMAN MC CABE AND 
PRESIDENT BROWN, IT IS UNDERSTOOD THAT THE COUNCIL WILL BE PREPARED 
TO DISCUSS THE REDUCTION TO TWO DAYS OF THE MAXIMUM DEFERMENT FOR 
CASH ITEMSo ________________ ____________________________________

E. E. Brown reads Item I I  on the Agenda. It  is  nonsense to 
say a bank in Maine could c o lle c t  an item in Arizona, in two days.
At a time when the Board speaks about increasing reserves i t  is 
i l lo g ic a l  to take a step that adds to flo at and thus to the in f la 
tionary trend.

McCabe asks Powell to comment, as Powell made the report to the 
meeting of the presidents of the Federal Reserve banks dealing with
this subject*

Powell* The Federal Reserve banks have gradually reduced their 
time schedules * Figures taken o f f  in the summer of 19% indicate 
that changing from three to two days would only add $130 million 
daily to the f lo a t*  Ever since 1916 there have been inequalities 
between D is t r ic ts *  Boston, New York and Philadelphia have a two day 
deferment between th e ir  D is tr ic ts*  Recently some other Federal Re
serve banks have gone to a two day deferment, either within the 
d is t r ic t ,  or w ithin  an area in  the d is tr ic t*  There are three bene
f i t s  of a two day deferments (1 ) i t  eliminates inequalities now 
existing between banks 1 (2 ) i t  reduces the sorting problem of 
banks j (3) i t  reduces the c le r ic a l  work of the Federal Reserve 
banks. There were 4,643 banks in 1949 that did not send any deferred 
items to the Federal Reserve Banks*

E . E * Brown agrees that the adoption of this idea w ill  not up
set the national economy, but he s t i l l  believes the idea is unsound.
He does not agree that $130 m illion is  insign ificant. I f  the idea of 
giving cred it  before i t  is  due i s  f in a l ly  accepted, the banking system
is accepting an unsound idea.

Ringland s ta te s  that the e f fo r ts  of the Federal Reserve System 
to cut down time schedules in re la t io n  to improved transportation is  
appreciated. However, by g iv ing credit to an item before it  is  due, 
treasurers of national companies w i l l  be induced to withdraw funds 
not actu ally  co llected * These treasurers have very sharp pencils.

Powell thinks the Open Market Committee would use the funds
i f  the~treasurers d idn5t .Digitized for FRASER 

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



-  16 -

R in g la n d  b e l i e v e s  t h e  t r e a s u r e r s  w ou ld  g e t  t h e r e  f i r s t .
C ongdon. This i s  a p p a r e n t ly  o n ly  a s t e p  t o  im m ed iate  a v a i l 

a b i l i t y .
E c c le s  s t a t e s  t h a t  $130  m i l l i o n  i s  s m a l l  in  r e l a t i o n  t o  th e  

to t a l  volum e o f  b u s i n e s s .
J .  To Brovm s ta te s  that the p rin c ip le  of adding $130 m illion 

daily to the in f la t io n a r y  forces is  bad at a time when the Board 
wishes to make e f fo r t s  to combat in f la t io n .

Eccles b e lie v e s  the country banks would favor i t ,  but the 
C ouncil represents la r g e ly  cen tra l reserve and reserve c i t y  banks.
The Council n a tu ra l ly  opposes i t ,  because the members of the Council 
have correspondent bank balances. Eccles sta tes  that he must look 
at it  from the general public good. When and i f  he becomes a private 
banker, he w i l l  probably look at i t  from the standpoint of the private 
banks.

Fleming asks whether the Board wishes the Council to contact 
the American Bankers A ssociation  on voluntary cooperation.

McCabe suggests that the Council, through Fleming, contact 
the American Bankers A ssociation  regarding the matter of voluntary 
cooperation among banks.

Fleming wishes the Board could have the presidents of the 
Federal Reserve banks, rep re sen tativ es  of the American Bankers 
Association, and the proper government o f f i c a l s  present at a meeting 
so a l l  would be informed.

The meeting adjourned at I s 32 P.M.

The next meeting of the Council w i l l  be held November 19* 20
and 21, 1950.

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



-  17 -

THE COUNCIL CONVENED IN THE BOARD ROOM OF 
THE FEDERAL RESERVE BUILDING AT 2;40 P.M.
ON OCTOBER 3o ALL MEMBERS OF THE COUNCIL 
WERE PRESENT EXCEPT MESSRS, POTTS, JACKSON 
AND WOODS, MR, DE WITT T. RAY SERVED AS'
AN ALTERNATE FOR MR. WOODS.

The members of the Council discussed inform ally the best method 
0f  m ak ing  the agreements fo r  voluntary cooperation e f fe c t iv e .  The 
o p in io n  was expressed that i t  would be impossible to set up com
m it te e s  over the e n t ire  country that would determine whether every 
loan  o f  every t y p e - s h o r t  or long term— was in f la t io n a ry .  I t  was 
f e l t  that there were two ideas which would be p ra c t ic a l .  One idea 
was t o  set u p  reg io n a l or c a p ita l  issues committees in  the la rg er  
cities dealing w ith la rg e r  loans of longer maturity. The other 
s u g g e s t io n  was that the American Bankers Association work out a 
g e n e r a l  program urging banks to r e s t r i c t  c red it  to e sse n t ia l  pur
poses.

It  was agreed that Fleming and Hemingway would ta lk  with 
Stonier regarding the su b ject of voluntary cooperation, and E. E. 
Brown would d iscuss the m atter w ith James E. Shelton, by telephone.

The meeting adjourned at 3 s 25 P.M.
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