MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 16, 1951

0 S S A S s

resige Brown,'in alr
Present:

s e
erl ds ISErIct NO.
ne %/E on IStrict No.
){h mg Istrict No.

Istrict No. 7
i
oseP r?élraﬁ/d IStrict Qo.’
av Istrict No.

e i{ ISErIC Qo.
mes gche IS rlg. 0.
erbert V. Prochnow ecretary

tond made ndsc d themlme hdnt of the meeting of the
Oeurr]ncembe#s ) MXyC%nc% wereog;p%:%veﬁomeso gl%een sent prewgus[y {0

There (yvas a long off-the-record discussion in which all of the members of the Council
participate

é\com'olete list of the tems on the agenda for the meetm[% awdt onfclgsmns of
11 uncil are to efoun In tl] %rﬁm,% tlal Memorand L& 8 ?i 0Vernors
rom the Federal Advisory Council, whi ows on pages 24 an these minutes.

The meeting adjourned at 5:51 P.M.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 17, 1951

oy eté’t&‘) Q/%hlﬁgeoﬁedﬁral Advisory Council reconvened in Room 932 of the May-
Presept dward E. Brown, President S Bu axter
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eptember

The meeting adjourned at 11:45 A.M.

HERBERT V. PROCHNOW

Secretary.
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CONFIDENTIAL
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The Council would appreciate receiving from the Board of Gqver ors co les of the
stronnarres subr&ntted Pdp tE oardp anolq 9 eFe(fer ?aﬁe erve a}nﬂ I[r)fe Ea man
ommittee, and coples of. the answ rs W ch and ederal Reserve
an smaty make to the guestionnaires. |f the oar s esrr§s arhn there IS OLP ortun|t¥
Beforeﬂa | 'would be glad to di e_answers of t oard to the questionnaire

?guss
ay are submitted to the Patman Subcommittee.

t tThhee Br%%r%cWSU' ke 0 have any views He Gou "rmt(f“ﬁgv'ﬁ“x%"sfxpr“ﬁt%’é
(1 Ir)r C|es that s% ulgg {nlllowe(y%y ﬂre ystem in t eflef(d fogen-
eral credit controls,
arring a full-scale war orasenouslag n]the defense rgg ﬁ ouncil belreves
that ‘% Juring }Sr”c%d.%'x oS Wil 08 JCIILE snd ET o0 ow 2 seasona
maact of defense pro uction, wi ma¥k le mcreasJ) th vo?ume gta Hr ?oans Unéler
these conditions,

A. The C Buncrh believes that hank reserve re%urrements should not be
raised but that, a decrease In reserve requirements may be necessary;
B. The Council is 0 ose to an immediat ncreasel the rediscou ePrI rate
but t esrt ation can H\ an te oun rnay ave a different

View by t e time o IS n xt r r meeting wit oard; and

C. Jr} ouncil beI|ev tha B expected increase nIoaH %Ius anticipated
ecrt nancrnn essitate 8r0vr Ing the anklnﬁ]s stem
add|t|ona rese es | er rough lower rs rve requirements .or
PH arket o \B é et een ese two ternatlv orit

of the Council avor rovr elnc eae eerv are ctl

|n reserve re urrem fs.ra e era serve

htlona an] nto vernment securities b e

e _coungl elieve (}Ihaﬁeunder present

rin
Or ra |§ns
antrc atepdﬁ onditions, ang wit quntar Credit Restraint pro ra
|n co tinted operatin, a decre se hnrserve gulrremenswould acceler-
ebl %eas |n 0ans whic ouncil Believes Is necessary and

|neV|ta

2. What ar rospects with respect to total changes in the volume of bank loans
during the rest 0 tthepcur ent earg P d

Council is unfan]mous of the 0 |n|on that. the volume of .bank Ioia \MI in-

Crease (geunn theBestf t ur fyfﬁ |ncrease|nbankloansrsrnevnabe|fe %

Béom%% lon inance e necessary requirements of the economy are

3. In the event SH frnﬂa nar ﬁressure shoul reEssert the ere the limi-
esta

fations Impose recent legisla authorl oar 'OVer copn-
sumer andprea te credi gWou maer |mpossr or {nese authorities to
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 17, 1951
Federa ggerale ui d?ng,ewgslhln%\tlcl)sr? r)f)CBun{_:Hec Pevselgent"}\/ltrh eBEég\e}vrnd fﬁ"ﬂqm 8Lat|hre

Prs nt: DBW Edw rdE Brown err%sljden ’L\ﬂw EV\Xalt% ckIJn V\Eredlggce
E Avid eéls |tt ay, Fames er ertr\g Stoc
ecre
Absent Mr. N. Baxter Jackson.
alph A, You Dir ctor of the Divis n Research and_Statistics of the
Bfo ?ﬁg go%rq\c?l 1 Tecelved 2 C%?))} ofSBkr)J%ungs remarks’vIoreal nat' ? aé i emter
The meeting adjourned at 4:00 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

September 18, 1951

GO ‘?M ednS'rEI &@%rvee” S s TET i e B Mo T e s
eserve as In tOﬂ

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

a0 G 5 St B M B G Moo, and O S Pl

Present: Members of the Federal Advisory Council:

rd E. Brown re3|den es S aIterS Buckli ter Jackson,
@g%jejé%egﬁva[ '%ary M%awdgldoﬂelﬁ Br M’Itt En%gs@’}?oc eaw a?ﬁd ”?t')”eﬁ

ro

eS|d nt Brown read the preliminary paragraph of the dential Memorandum

othe& ?f (governors prom Eeder%ﬁ/ pwrs p!?ounctll W%Inhl Irln edm bpal@i%s

g {5‘ of these minut mgvy estlonnan‘es 0 the atman ubcom-
mittee. An off-the-recor |§cu33|on fo Iowe

g BT TS [ e e

ese Minutes.

The President 0 th Council then read the second, item on the. agenda, and. the
conclusigns rea }qed E)y he ounmr as expressede In the Conrflldentlaqg?\/lemorandum

previously men |0ned

President Brown then read the third item on the agenda and the conclusipns of the
Couan as expressed in the gontfh(?ennaldMemoran um 90t oarg ?tachedp

The fourth item on the the conclusions o | 3 st
Confiepal emoran cf” e %%%% a”%'re then Tead BnSPOr%stl%enC Po%naifaﬁged“

one 01.1Nne mos EC ve eatH Qn PI‘O ram IS anks can now 8 ans
este b};\/ Ut wnicn are necessary to, the economy or tO erense

UCtIOﬂ OUt ear 0 osmg these customers to other banks.

ern ell stated that there had heen some me tlon of, howt ma ethe \ol-
unt & dp { l5e¥¥ nt ro ra t#ec |vedf enmescon mue toextend

ve
fre esau# at. comm|ttee of% Wﬂ
e3| sron yur m}g l%overnme taenmes no %g@ cre
a urne own lJ%ar |s repor ort of the ountary es ram
program was read to ouncil by overnor owell.
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President Brown expressed the appreciation of the Council to Governor Powell
for hIS report.

Pres ent of the ead ite flve on t ea en a and the oncI ns
of th ounC| as ress Q%n c?entlal emoran um algoard Hfs %
recor |scu35|on owe

The meeting adjourned at 1:54 P.M.

HERBERT V. PROCHNOW
Secretary.
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NOTE: _This transcngt 0(5 éhe Secretary's
notes is 'POt to .be regarded as completé or
necessarily entirely accurafe. The trans-
crut)t Is for the sole use of the members

of the Federal AdVISOf¥ CoHnmI. “The con-
cise o,ffméal Hﬂnutes. oré F entire year
are printed ana distributea later.

H V. P

The SF cretary’s notes on the meeting of the

e
Federal Adv_|so&y Council on Se tem?er 16, 1951 at
2:10 P. M. in Room 93% of the z}yfﬂwer ote],
\Avcfehmgton, D. C. All members of' the Federa

1soiy Council were present.

The Council approved the Secretary's notes for the meeting
of May 13-15, 1951,

******** * xk % *

. (There was a Ion% off-the-record discussion participated
in by all members of the Council)

PATMAN SUBCOMMITTEE

Brown suggests that the Council ask the Board of Governors
for a copy of "the questionnaire which the Patman Subcommittee has
presented " to the Board. All members of the Council agree.

_ Hemmgway_states that an American Bankers Association committee
will meet To discuss the proposed activities of the Patman
Supcommittee. . The American Bankers Association committee would
welcome the viewpoints of the Council on this subject.

Brown. The subject is so broad, covering the entire banking
system, that it is difficult to give a briet expression of the view-
points of the members of the Council on all phases of it.

L ockhead helieves the Association of Reserve City Bankers
should work with the American Bankers Association.

Fleming states that jt should be relatively easy for the .
American Bankers Association and the Association of Reserve City
Bankers to work together because Mr. Dodge has been president qf the
American Bankers A'ssociation and is now president of the Association
of Reserve City Bankers.

Brown. The Council alf]o may wish to ask the anrd for a _
copY of any questionnaire the Patman Subcommittee has or may submit
to the Federal Reserve Banks.
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THE BOARD WQULD LI
TO EXPRESS ON THE VE

DURING THE NEXT SIX MONTHS_AND ON' THE POLICIES  THAT

FOLLOAED BY THE SYSTEM IN' THE FIELD OF GENERAL CREDIT CONTROLS.

. Brown._ Business, barrincg,war will be active with a ?easonal
Qgﬁgase. The defense production foans will come on top of present

<o
gl'l'l
D
m
=

Fleming. If the Treasury balapce is kept at $5 billjon,
il SRR S e
0f new money.

Brown. The Boa{d apﬁ]ar%ntl agrees with the Treasury that the
new mone¥ must come from the banks. C?n%equentlg, arag |ncr?ase In
reserve requirements is qut. There will be a heavy émand for loans
to carry the financing of crops such as soy beans, cotton, and tobacco
and for” loans to finance defense production. It will be necessary .
for the Federal Reserve System to puinp more reserves into the banking
system, and that process is inflationary, If more reserves arg not
PUt Into. ‘he_ anking system, then there”is a possibility %ha_t Interest
ates will rise. The Board realizes that the Treasury ofterings must
not fail. There is a question of whether it is better to allow short-
term rates to rise or to pump in reserves.

FI_emmtqh The Treasury has come to the conclusjon that it
would I|k% e debt sgread out, when and as it can be done, It |s
not possible to_finance for long-term perjods now. There i1s no long-
term money available in insurante companies.

Jackson. Seventy per cent of the corporate taxes will be col-
lected in the first six months of 1952,

Brown. The demand for business loans, partly seasonal, and
partly as a result of the impact of defense production, will markedly
increase the demand for credit (All members of the Council agree%.
Brown asks the members of the Council what policies should bé followed
under these conditions.

Lockhead does not favor raising either reserve requirements or
the red|5fount rate. He would be incliped to use thT open market
and to allow the short-term rates to rise fractionally.

Fleming. With the pressure for loans, the Board may have to
reduce reserve requiremeits. He does not fav?r raising reserve re-
quirements or raising the rediscount rate. Femmg does not believe
In freezing the rate” pattern until the defense needs become clearer.
It may be hecessary to go a little higher with rates.

raise-'*ﬁq”é'”%vﬂscdo"ﬁﬁt”PttiaVs?{%ﬁ
rate o d

sing reserve requirements but might
y gHe would lgeqmc%med to let ?he

i

I

Interest rise tractio
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Potts doubts whethﬂé %t IS politicall pos |b| to reduce
reserve c}urrements avors ors)en |r]nar et ort) ratj n k

means of providing reserves, becauSe the impact on the banking
system Is less severe.

. Jackson. The loan demand in New York is heavy. All banks
in New York look for a steady increase in the volue of loans. If
the banks are to extend more cre it to take care of the necessary
reﬁurrements 0 teeconom an eense rogram they . cannot” ab-
ng?overnnhenr mancrng without avrng f [VES umR into the
syste |eves e |s a re ativély large amount of uninvested
ensrqn %n s in New York hese un swould not buy long-term se-
currtres ut they might take short terms.

Brown. There is a tendency for corporations now to put money
in short terms.

Jackson states that he favors some increase in the rediscount
rate as It may have a deterrent effect on prospective borrowers.

a¥ There are no surnlus reserves in his drstrrct He

does not favor an Increase In reserve requirements, but he believes
an increase In the rediscount rate might be he[pful. Ray states that
the reserve requirements may actually have to be reduced:

Congdon, favors a moderate erxrbrIrt)B ||n short-term rates and
a reduction in reserve_requjrements eljeves Jt Is better to
have government securities in the hands of the banks than in the
hands”of the Federal Reserv? banks, tg}don does not favor raising
the redrscount rate. He believes 1t is Detter to lower reserve re-
quirements than to use the open market method of providing reserves.

Ringland favors a fractional increase in short-term rates and
a reduction in reserve requirements. He also favors a slightly higher
rediscount rate.

Davis reports that there has been a large reduction in Ioans
in his district.  He favors reducrn(i reserve re?urrements and |
creasing the rediscount rate. He also favors slightl ?her short
term rates. He states that their loans will probably increase but
little above last year.

Beals. The flood in Ers district has chagged the attitude
Do e (e i B 1 Feos M
eveFr)ythrng shou?d be .done to assﬁ)stgrndustrY and thegpublrc back
1tco I? more” normal basis. He expects higher

all.

Bucklin. Banks in his d|?tr|ct anticipate substantrally hrgaher
loans this fall. _ He favors a flexible short-term rate, P
little hrgher The ﬁovernmentwrll have Eo raise rates to obtarn
any Iarge amount of flew money. Additional reserves will have to be
rovided for the banks to take care of essential needs this fall.
ucklin favors a sligh x igher rediscount rate,if 1t does not ad-
pigitized for FRNEFSENY affect the gover ment market.
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Potts expects a new all-time hi R in the volume of loans in
Prs dIS}J’ICt eserves have been tri Potts avors mo erate
lexibl t he does not

In the shortterm rate avor ah % er
r dsco rate. He prefers open mar t Pera jons rather th ﬁ
ower reservg reciurre ients as a means of providing reserves t

may be needed this fal

Fleming reports that one factor may retard the expenditures
for defense production* Unless a large volume of scrap becomes
available for defense production, defense expenditures may be re-
tarded.

. Brawn sarvs a much higher loan total is antrereated this fall
in the Sey Federal Re?erve drstrrct He believes the Board
must consr er the possi ||tP/ havrn? to provide reserves |
d?es not favor rai mg ediscount rate. Summarrzrng evrews
the Council, he states that all members of the Council
reserve requjrements should not be raised but it may be necessary
{0 consrde lowerin reserve requrrements fter a showrng of
hands on the questi H rovvn states t n] IS opposed”to an
Immediate rarse in the, re Iscount r e ut the sitya |%n ma a P
rapidly and the Council may ave a djfferent view ts
next regﬂrlar meetrn? In Novem er. The expected mcrease |n oans
this tall, plus anticipated deficit financing, may necessitate
Iower reserve requirements or open market operations by the Fe eral
Reserve System, as a means of provrdrng the bankrn% Etem with
reserves.” After a showing of hands on”the questjon, Brown states
that a mar{orrt y of the Cauncil favors the reductron of reserve
requrreme ts In gre erence to open market OPeratrons The Council
may also state to the Board that it does not believe that under
present conditions a decrease in reserve requirements would ac-
celerate the increase in loans which the Council believes 1Is
necessary and inevitable this fall®

WHAT ARE THE PROSPECTS WITH RESPECT TO TOTAL CHANGES IN THE
VOLUME OF BANK LOANS DURING THE REST OF THE CURRENT IEAR?

Brown. Previous djscussion has indicated that the Council is
ynanimously of the o inion that the demand for loans will mcrease
uring the'rest of the current year. nerl may also stat
the Board that |t be leves an increase |n an 0ans’is Inevitanl
If defense production is to be financed and if the necessary requrre
ments of the economy are to be met.

Congdon believes inventories may show some decline.

Brown states he will exglarn orally to the Board that under
pressure of the banks, man verrnventorreg situations will b
cori[ett):gedjp but loans to frnance cotton, tobacco, and other commodrtres
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IN THE EVENT STRONG INFLATIONARY PRESSURES SHOULD REASSERT THEM
SELVES, THE LIMITATIONS BIPOSED BY RECENT LEGISLATION ON THE
AUTHORITIES OF THE BOARD OVER CONSUVER AND RFAL ESTATE CREDIT WOULD
MAKE 1T IMPOSSIBLE FOR THESE AUTHORITIES TO 3E USED EFFECTIVELY AS
INSTRUMENTS OF SELECTIVE CREDIT REGULATION. \WHAT WOULD BE THE
RECOMMENDATIONS OF THE COUNCIL AS TO wHAT 1F ANY, RECOMVENDATIONS

IF
SHOULD BE MADE BY THE BOARD TO THE CONGRESS WITH RESPECT TO THE
REMOVAL OF THE LIMITATIONS?

Hemingway. If the Board is to be responsible for the volume of
consumer and real estate credit, the Board should have authority. He
agrees with Chairman Martin’s statement to the Congress on this matter.

Brown. . The Council may suggest that the Board ask Congress to
ranove the limitations placéd upon its actions. If Congress is un-

WI||IH% to remove these limitations, then Congress should take the
power Trom the Board.

Fleming.. Someone may say that if the Board should have com-
plete authority over consumer and real estate credit, perhaps it
should have complete authority over reserves.

Bucklin. The Council may say that if there are to be selective
credit controls, such as X and W the Council feels that authority over
Sl%crécontrols and their administration should be placed in the Board
of Governors.

Fleming. We may state that the limitations placed on the Board
were a mistake*

Brown. The Council may suggest that if an)r recommendations
are made by the Board to the Congress they should be for the removal
of sych limitations,. The Council on previous occasions has stated,
and It still believes, that authority over consumer and real estate
credit should not be givep to the Board in peacetime conditions.

The Council aPproved, under present conditions, the granting of
authority to the Board for such selective credit re?ul,anons_for a
limited period. The Council believes that the limitations, imposed
by recent legislation on the Board’s aythority over copsumer and

real estate Tredit, constituted a mistakeo The Council believes that

at the appropriate time the Board may ask for the removal of these
lim itations.

WHAT COMMVENTS DOES THE COUNCIL HAVE TO MAKE WITH RESPECT TO THE

PROGRAM_FOR VOLUNTARY CREDIT RESTRAINT A\D THE MANNER IN WHICH
IT HAS OPERATED?

Fleming believes the Board has done a go?d job with the

Volunta,rzy redit Restraint program, but he Believes 1t needs more
dramatizing.
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Brown, Unlgss. the membeé of the Councg hav? other views,
the Councll ma}(/ In |ts memorandum to the Board reaffirm the Council's
ﬁosmon as expressed in the g/laY [nemoran um, and emphasize the
ramatization o the program, eave out reference to the NPA

1S THE V-LOAN PROGRAV OPERATING SATISFACTORILY AND TO WHAT EXTENT
IS 1T MEETING THE NEED FOR DEFENSE PRODUCTION LOANS?

Lockhead. The V-Loan program takes too long in approvin
applications. pro3 . PProving

Congdon states that adminjstratively the program is ver
slow andgthat there are a?so delays in a%mgnn? %ubcontract%

Brown comrnents also on_ the delay in tre assignment of sub-

contracts and the slowness in gettin cat|ons ap roved An
o?f the-record d|scr53|on follogws Tﬂg Council ma Et te t { the
V-Loan program Iﬁ slow In ?ettln apP l[ications thro ut t at the
defays are not the fault of the Federal Reserve ban s or their staffs.

The meeting adjourned at P. M
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THE_FEDERAL_ADVISORY COUNCIL CONVENED AT 10 AM. ON

SEPTEMBER 17, 1951, IN RIM 932 OF THE IY\%CWR HOTEL
WASHINGTON, D.”C. ™" ALL NEVBERS OF THE | WERE PRESENT.

The Council prepared and approved the attached Confidential Memorandum

to he sen} to the Boaﬁd of Governors relative to the Agenda for theermé
meet| ?qo tﬁe Counci] and the B?ard on Segtem er 18, 1951* The Memorandum

was delivered to the Secretary of the Board of Governors at 12:00 noon,

It will be noted that each item of the Agenda is listed together with the
comments of the Council.

The meeting adjourned at 11:1*5 AM.
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CONFIDENTIAL
VBVORANDUM TO THE %FED OF GOVERNGRS

FEDERAL ADVISORY COUNCIL
RELATIVE TO THE AGENDA FOR THE JOINT MEETING
ON SEPTEMBER 18, 1951

_ The Council would aEJ)reclat rece|V|nt from the Board of Governors
copies of thg questionnaires Submitted to the Board ana to the Fedeﬁal Re-
serve Banks Dy the P?tman Subcommittee, and copies of the answers which th
soard and [he Federal Reserye Banks may make t0 the (%uesnonnawes. If th
Board S0 O€SIIes a?d there is O(Pp%rtunlty,_the Counc# would be glad 0dl
cuss the answers of the Board to the questionnaire before they are submitt
to the Patman Subcommittee.

e
e
S
ed

ke A XT K

1. The Board would like to have any views the Council might
wish to express on the prospective business and economic
situation durm? the next six months and on the [00I|C|es
that should be followed by the System in the fiefd of gen-
eral credit controls.

Barring a full-scale war, or a serious lag in the defense program,
the Council believes that business during_the next Six months will be aCtive
and will also show a seasonal increase. "The demand for ¢redit, partly for
seasonall?urpo_ses and partly pbecause of the impact of defense prodyction,
will markedly increase the Vvolume of bank loans. Under these conditions,

A. The Council believes that bank reserve requirements
should not be raised but that a decrease in reserve
requirements may be necessary;

B. The Council is opposed to an immedjate increase in
the rediscount rate, but the situation may change
rapidly and the Council may have a differént view hy
th(ej time of its next reqular meeting with the Board;
an

C. The Council believes that the expected increase in
loans ;flus anticipated defjcit financing will
probably necessitate providing the banking system
with additional reserves eithér through lower re-
serve requirements or open market operations, As
between these two alternatives, a majority of the
Council would favor providing the increaséd reserves
bﬁ/ a reduction In reserve requirements rather than
through the Federal Reserve Banks acquiring a large

additional amount of Government securities by open
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market operatlons. _The council does not b I|eyﬁ
unger gresent _anticipated conditions, an Wlé the
Volunt r& Credit Restraint program In cont|m1e opefa-
tion, a gecrease n reserve re mﬁements W?%d acceler-
ate the mcrease in %alns whic ﬁe Council believes 1s
necessary and Inevitable this fall.

2. What are the Eros ects with respect to total chanﬁes in the
volume of bank loans during the rest of the current year?

- The Council is unanimously ?f the 0P|n|on that the volume of  bank
Loaﬂs will Increase dupng the rest”of the current gegr. Anin rease_#n
ank loans I1s [nevitable I'f defense production 1s to be financed and it the
necessary requirements of the economy are to be met.

3. In the event stron[%,mf!atmn_ar gressures shoiJId_reas_sert
themselves, the limitatjons imgosed by recent legislation
on the authorities of E(he_Boar over ctonsumer and real
estate credit would make it impossible for these authori-
ties to he Lised effectively ?é nstruments of sgle_ctlve
credit reg_v ation.  What wou the recommen aHon? of
the Council as to what, it any, recommendations should be
made by the Bosrd to the Congress with respect to the re-
moval 0f the limitations?

_ The Council on previous occasions has stated, and it still be-

lieves, that authority over consumer and real estate credit should not he

given to the Bos.rd when peace-time conditions prevail. With the existence
0f a partial war econom%, the Council approved grantm_% to the Board, for a
limited BerJod, the authority for such selectivé credit regulations. . The
Council believes that the inposition by recent legislation “of limitations
upon the authority previously granted the Board by Congress over consumer
and real estate credit was a’ sériouys mistake. = At’an appropriate time the

Board should ask for the removal of these limitations.

4. What comments d?es th? Council have to make with respect
to the program for voluntary credit restraint and the

manner In Which it has operated?

At its May meeting with the Board, the Council stated that the
Voluntary Credit Restraint program had met with the general aBprovaI not
only of banks but also of insutance companies and investment bankers. The
program continues to meet with their stron? approval. ~ The regional com-
mif efs throu%hout the country Fre now ny organized .apd fup t|on|ng.

tnat

Many loans, aggregating a very large. dollar amount, which would not promote
either the defénsé effort or the etfficient functioning of the civilian
economy, and which without the Voluntary Credit. Restraint pro?ram would_be
raade, are not bemH ?ranted 'bY banks or”other financial instifutions. The
knowledge that such foans will be declined has resulted in many would-be
borrowers not applying for them.
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.. The Council would like to express agam to the soarg 0f Governors,
the officials of the Federal Reserve Banks an Governor_PowefI, who IS
d,|rectl¥ In charge of the program, appreciation for their active and effec-
tive efforts to Testrict unnécessary and undesirable credit.

The Council recommends more extensive use of literature, news
releases, addresses, and other suitable media to bring and keep before
lenders and borrowers the objectives of the program.

. _The Council would like to reemPhasue the statement made to the
Board in Februarg ang agam In May of this year, that "Government loans and
Puarannes of lToans in all fields, including real %state, should be i
erminated, except where such loans are necessary for the defense effort.
The present Voluntary Credit Restraint program does not encompass [oans
gua anteed by the Government or its agencies. The program would be more
a}‘]fteegéwe it7it included not only private credit, but also loans so guar-

5. s the V-loan program operatin? satisfactorily and to what
extent is 1t meeting the need for defense praduction loans?

_ Due primarily to slowness in getting action on applications, which
delay js not the fault’ of the Federa] Reserve Banks or their staffs, the
Counclltbehllevlas the V-loan program is not working as well as was anticipated
or as it should.
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THE FEDERAL ADVISORY COUNCIL CONVENED IN _THE BOARD
THE FEDERAL RESERVE BUIlD NG AT_2:30 P.M.
OF THE COUNCIL

EPTEIVBER 17, 1951,
\%ERE PRESENT, EXCER’?' VR JACKSON

Ralph A. Young, Director of the DIVISI%n of Research and

Statlst|cs of the Board of Governors spoke on the subject fHow Much
% athon° Acopy of Dr. Young's remarks was g|ven to each
moer of the Council.

The meeting adjourned at L P.M.
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, at 10:3 H
A0V RT BN EEED A goﬁ@T et Wi TE
OF OF_THE FEDERAL RESERVE SYSTEM
IN THE BOARD ROOM OF THE FEDERAL RESERVE BUILDING,
WASHINGTON, D.C.
L NEI\@?S OF THE COUKCIL WERE PRESENT.
OWING IVEVBERS O BOARD OF (E;%\/ERI\GQ-E
D PONELT. MR CARAETEY, SGRLTARY CF THE BOMRD
ALSO WAS PRESENT. ’ ’
PATMAN SUBCOMMITTEE

Brown reads the preliminary paragraph of the Memorandum to the
Board of Governors which is rI] cy (?ed gn |%Hese notes, |t WW| %e noted
that this paraﬂrap%h eals WI'[E the questlo?narlres of the Patman Sub-
committee.” (An off-the-record discussion follows.)

Szyrpc ak.  The Band will be ;S)Ieased_to provide the Council with
drafts 0f the Patman Subcommittee’s questionnaires and the answers when
theY_ are ready. The Board Staff is now working on the answers to the
preliminary draft of the questionnaire sent to the Board by the Sub-
committee.” 7/hen the final drafts of the questionnaires aré available,
copies will be sent to the Council.

Hemingway states that a questionnaire will probably be sent by the
Patman SubConmimittee to the American Bankers Association, and a conimittee
of the Association will discuss the matter in general In Chlca%o at the
time of the Association convention, September 30-October 3, 1951.

Powell understands that questionnaires will also go to the Treasury,
certain economists and perhaps certain bankers,

THE BOARD WOULD LIKE TO HAVE ANY VIEWS THE COUNCIL MIGHT WISH TO
EXPRESS ON THE PROSPECTIVE BUSINESS AND ECONOMIC SITUATION DURING
THE NEXT SIX MONTHS AND (N THE POLICIES THAT SHOULD BE FOLLOAED

BY THE SYSTEM IN THE FIELD OF GENERAL CREDIT CONTROLS

Brown reads Item 1 of the agenda and the conclusions of the ﬁ:ouncn,
as expressed In the Memorandum t0 the Board attached. ~The Counci
belieyes that in view of the anticipated volﬁjme of deficit financing,
the short-term rate maly fluctuate fractiona I){, but no _magor_ chan?e In
the rate would be desirable. The members of the Council believe that it
may be necessary to provide additional reserves for the banking system.
The Council Is rather sharply divided as fo whether these reserves should
be provided by open market operations or lower reserve requirements.

|t may b% necessary to raise shphtly_the red|scm]mt rate_?t a Iat%r
date.” The Council believes thaf the’ increase |n loans will be so large
plus anticipated deficit financing, that additional reserves will be

required by the banking system.

Fleming. The Treafury fi_g{ure_s indicaée ﬁhat If the Treasury is
to keep a ss billion balante it will need $U-I;2 billion of new money;
If a balarice of ogly $3 ?]IHIOH IS kePt, then $2-1/2 billion of new
money W Ill be_needed. The question of reserves depends in part on the
magnitude of Treasury financing.
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Jackson reports that the New York banks expect a continuing demand
for money. Corporations will pay 35 per cent of their taxes in the
first quarter of 1952, and 35 per cent in the second quarter* In other
words, 70 per cent of the corporation taxes will be paid in the first
six months of 1952c The only money which is available is short—term
money, and the banks will undoubtedly be called upon to finance part of
the government deficit.

Szymczak. On balance, the insurance companies and savings banks
may be selling government securities in the months immediately aheado

Congdon believes that the worst place to lodge government securities
is In the Federal Reserve System. To have them in the banks is bad
enough, but he believes it is worse to have them in the Federal Reserve
System* Congdon also believes that if the banks need additional reserves
it is better to reduce reserve requirements than to use open market
operations to obtain more reserves*

Potts states that he does not favor lowering reserve re%urrements
He believes that open market operations are smoother and that the impact
on the banking system is less severe.

Szr{mczak The Tonomg seems to be movrng in two drre?trons vp and
down. 1t 1s [oo ear ecide, wh |c wa econom wil actualy Move.
The Treasury leans in t e direction o % aances and }ends
under-estimate ts revenues* One of t e | ortant economic factors now
I the large volume of inventories. eense production is also dragging
its feet. “There Is some tendency not to push defen%e ?roductron too
strongly. The Board thinks the reasur¥ need billion by the end
of the ){ear and the Board anticipates that t e.new tax bill will"yield
1~7 billion of extra money, a part of which will come in this year
zymezak does not beljeve & chang In . reserve requirements would

desjrable. 1f some change is netded in the FaII ‘he would refer 0
market operations to the “extent necessary Reducing reserv requrr ents
would broadcast the situation to_the whoe countr¥ and the Board would
prefer open market oPeratrons The Board is not thinking now of a change
In the rediscount rate. The feeling of the Board at preSent is ;(ust to
sit tight. The_Treasury could obtain money through bills and tax antici-
pation  notes. The Treasury believes there’is no money in the long or
Intermediate market now. The Board agrees, but no oné knows what™the
situation may be next June.

FIemrnH believes that some definite plan should be worked out for
spreading the debt so that this objective is kept constantly in mind.

Szymczak. The Board agrees.

Jackson. The Council would not favor open market operations, if it
meant the accumulation of large government holdings in the Federal Reserve
System.

WHAT ARE THE PROSPECTS WITH RESPECT TO TOTAL cHaAnces IN THE VOLUMVE
OF BANK LOANS DURING THE REST OF THE CURRENT YEAR?
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Brown reads Item 2 of éhe genda and éhe conclusions of th]e ounftl
a? extl)refsed In the Memor umt the Boar attached, ~ Althoug e me
of retall nventories |s own Lom last prmg the volume IS st B
n]mtt] ents ar probably less than a year ago Eeﬁ are also pro

t o e demand’ for crop loans proniises to eavy

Szy cza]ko The bg s _have bee? ttght and have been Borrowmg at
the Fe Reserve bankSo . Manufactlrers' I]nventotles ave 9 up
greatﬁ In some cases businesses haye boug t metals, which are not" now
eing Used to the extent anticipated for defense production.

Brown states he beheYes Ralph Youn es Lmated a 1% er cent
increase n the vo um? oans.  The ba ks know that their clustomers
are pressing heavily for loans.

IN_THE EVENT STRONG INFLATIONARY PRESSURES SHOULD REASSERT THEMSELVES
LIMITATIONS IMPOSED BY RECENT LEGISLATION CN THE A ITHORITIES OF
OVER_CONSUVER AND REAL ESTATE_CREDIT WQULD MAKE [T IMPQS-
E THESE AUTHORITIES T0 BE USED EFFECTIVELY AS INSTRUMENI'S CE
LECTI CR_DIT REGULA O WHAT BETHE RECG\/I\/E\DA IONS OF THE
NCIL AS TO WHA Y, RECOMVENDATIONS SHOULD BE_MADE BY THE
BOARD TO THE CONGRESS \NITH RESPECT TO THE REMOVAL OF THE LIMITATIONS?

Brown reads ltem 3 of éhe agenda and the conclusmn of the Council,
as expressed In the Memorandum t the Board attached. The Counci eheves
Congress made a mistake. However, the change has een as recent as July,
sc}; the IBoar? %an hardly go back to the Congress yet and ask for the remioval
of the limitations.

Szymczak.  The Council of Economic Advisers would have no open market
%peratlons but would work only through selective credit controls. The
ouncil of Economtc Adwsers even wanted a_selective inventory control
h |30ar felt would ?t ork. The Board did not believe that it
s ou d to the automopile dealers and extend the time for gayment to
teen monts The Board felt that, IT it yielded, automobile dealers
Woud fthure that they onIy needed in the futdre to put pressure on Congress

and the Board would yield

Norton. Is there any evidence that there will be large batches of
cheaper ($12,000) VA housing?

(Various Council members report that there is no evidence*)

Norton believes that there are more expensive houses being built than
at any time in his experience.

Potts asks whether Norton has the overall figures on housing*

Norton states he does not have the figures with_him. However, housing
starts will run a [ittle _over one million in 191, There was a backlog
originally of 600, 000 The backlog i1s now down considerably*

Potts asks Norton about the situation in materials.

Norton. The contractors report they can get anything but copper*
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RinglancL Is there a cubic footage limitation?
Norton states that he is not certain that there is such a limitation.

Congdon,  If mortgage money becomes easy, he believes there would be
much low gcost housrngog ’ y y

Norton agreeso

ITHAT_ COMVENTS ARﬂ\?EC%%BE\JF"R Ié_l?%Q/EAINI(r) NNP\DlEﬂV_\IIIEﬂ-I RESPECT 10 ClTI_-lE
IT HAS OPF%RRAXI'/EJ%Nr

Brown éeads Item U of Ahe (genda and the concI srons of the Council,
% Presse In the Me orandum to the Boar attacfh One of th e mot
ctive feat

ures o Lev\ﬁlro ram IS é n the cases of

customers of arge ban 0 ueste} Ioans W |c are n?t necess rv to the
economv or to detense production The banks can now deo Ine these foans
without fear of losing these customers to other Oan There s awalyi
danger that after an new ogram 1S once [aunched™ less Pub icit
he |ven to |t ter ro n rges the continuous use of literatyre,
SE ch e(? and other |cr\tﬂv mat rialso. He comments that man I ans. are

tended by the gove nment hich the banks would not grant, but that it
IS probably difficult to control these government loanso

Szymczako  Powell has done a very 8ood job* It is good to have
msurance pe%ple investment bankers and commercial bankers workmg

to eth er There is some danger that If too many small borrowers are turned
ownt ev 0o to congress for help<, If the”Board'should have to use
ectron 3D, |n a |t|on o the VLoan program, they will do so to keep
snall usrness awa¥ from Cong reSSO The m tter of government [ending was
taken up with resident, and e asked the government lending agencies
to conform to the Voluntary Credit Restraint program.,

Powello The com Irments re%ardrn this program beIong to the
national committee and the regro al committeeSo ~Powell states he was
aware durlng the late summer that the program was not getting the publicjty
It should prices were falling and Ioans declining“so he” did not feel
|t imperative to rﬁromote the pro%ram through publicity more actrveg/
owever on Sep te ber 5 the National Commrtgee met and decided to te ug
pubhcrty,, Powell favors having the licity come from the regiona
groups' It “is better to stop the pressure _for credit locally by publicity
efore the requests for credit are madeo There has been sonie question of
how to make the Voluntary Credit Retraint program, effective if the
government agencres continue to extend credit” freelyo The Wilson com-
mr(stee ave rgoo m)ort to the program., A subcommittee §W|Ison | awton
Ke serli e Wilson Comniittee sent a report to the President
strong%urglgg] government agencies not % rant credit which the banks
turn downo - The report was in support of t e ountarv) Credrt Restrarnt
program and a part of it was read to the Council owello  Powell states
thg the Presrdent told Lawton of the Budget Bureau to send the rert)ort as
Irective o t e( government lending agencieso Powell states that com-
laints which bankefs or bankers associdtions make regarding. government
11 ? fhoul be s echrc and mo} e examples |f the "Board |? to he
rP the Boar |ven Inite cases of government oans which were
unnecessary and not desrra le, the cases can be taken up by the Board with
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the proper authorities in Washmgton*, Powell states he has ﬁlso written
0 the ?ads of the }/amous overnment lending agencies and has rece|Y]ed
etters. frrom thﬁm offering t cooperafeo “He alsg has staé|st|c_s n the
ctivities of the various r%;over ment endm? agencies, and their loans

ave increased no rqore thart bankso PoCoAo Toan's have not expanded any-

more than bankerso loans,,

Brown states that the savings and.loan associations have groups
working on the %Iuntary Cre&llt %estramt programo rotp

... Powello The Voluptary Credit Restraint program has not tried to
influence Congress on FoHoAo or public housingo

Szymczako The Board and its members have tried to make their
influence felt on these matters»

rown raises the ugstio,n of whether thought has bfen given to
amending The Defense Production Act so that government foans would come
under the programo

owell states he has stayed away .from raising this question, because
he feft_that a ‘ ) s ' ﬁ %g ]

the government agencies might gang up on the program and
defeat it*
Brown expresses the appreciation of the Council to Powell for his
reporto

|S THE V-LOAN PROGRAM OPERATING SATISFACTORILY AND TO WHAT EXTENT
IS IT MEETING THE NEED FOR DEFENSE PRODUCTION LOANS?

Brown reads Item 5 of the agenda and the conclusions of the Council,
as expressed in the Memorandum t0 the Board attachedo

(An off-the-record discussion follows)o

Szymczak states that the Board can take some action on some of the
\c/o|r_np|g|nts, because of the interest of the Federal Reserve System in
-LoanSo

Davis asks how much money is available under Section 13bo
Szymczak is not certain, but believes it is around $2°0 millions
Davis has been told that it is only about $129 milliong

3 * ok Kk x

Szymezak wishes the Council to know that it _does not have to write
out all” of the answers to items on the Agendao The Council does not have
to. commit itself def|n|terIT¥ In writing, but may leave agenda items to_ be
d|s?ussed orally%@ Tihere a¥ be items where addltlﬁnal informatjon wll
be forthcoming” from the Board at the me_etmg, which may result i ac ange
In the Counmlé viewpoint*  Szymczak wishes the Council to know that th
written memorandum which the Council now prepares is not necessary, and
need be used only in those cases where the Council prefers to write its
answers to questions on the Agendao
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Brown states that the written memorandum was the result oOof a request
of a previous Chairman of the Boardo

Szymczak comments that the previous Chairman had requested the
written memorandum, but that the Board now feels it is not necessary3 except

as the Council may wish to write its viewsO

The meeting adjourned at Is”~h PoMo

The Council and the Board agreed that the next meeting would be
November 18—-20% 195>lo The joint meeting with the Board will be on
November 20, 1951°
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