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OFFICERS AND MEMBERS OF THE FEDERAL ADVISORY COUNCIL
For the Year 1953

OFFICERS:
President, Edward E. Brown 
Vice President, Robert V. Fleming 
Director, Henry C. Alexander 
Director, Geoffrey S. Smith 
Director, George Gund 
Secretary, Herbert V. Prochnow

EXECUTIVE COMMITTEE:
Edward E. Brown 
Robert V. Fleming 
Henry C. Alexander 
Geoffrey S. Smith 
George Gund

M EM BER S:
Ernest Clayton District No. 1
Henry C. Alexander District No. 2
Geoffrey S. Smith District No. 3
George Gund District No. 4
Robert V. Fleming District No. 5
Paul M . Davis District No. 6
Edward E. Brown District No. 7
V. J. Alexander District No. 8
Joseph F. Ringland District No. 9
Charles J. Chandler District No. 10
De W itt Ray District No. 11
John M . Wallace District No. 12
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BY-LAWS OF THE FEDERAL ADVISORY COUNCIL

ARTICLE I. OFFICERS
The Officers of this C ouncil shall be a President, V ice President, three D irectors and  

a Secretary, all of whom , except the Secretary, shall a lso  serve as th e  E xecu tive  C om m ittee .

ARTICLE II. PRESIDENT AND VICE PRESIDENT

The duties of the President shall be such as usually  pertain  to  th e  office; in his  
absence the Vice President shall serve.

ARTICLE III. SECRETARY

The Secretary shall be a salaried officer o f the C ouncil, and his d u ties and com p ensa­
tion shall be fixed b y  the E xecu tive  C om m ittee.

ARTICLE IV. EXECUTIVE COMMITTEE

The E xecutive C om m ittee, as indicated in A rticle I of th e  by-law s, shall con sist o f  
the President, V ice P resident, and the three D irectors.

ARTICLE V. DUTIES OF THE EXECUTIVE COMMITTEE

It shall be the du ty  of the E xecu tive C om m ittee to  keep in close tou ch  w ith  the  
Board of Governors of the Federal R eserve S ystem  and w ith  their regu lations and  
prom ulgations, and to  com m unicate the sam e to  the m em bers o f th e  C ouncil, and to  
suggest to  the C ouncil, from tim e to  tim e, special m atters for consideration .

The E xecutive C om m ittee shall have the power to  fix the tim e and p lace of hold ing  
its regular and special m eetings and m ethods of g iv ing notice thereof.

The E xecutive C om m ittee shall have full power, as officers o f the C ouncil, to  a ct for 
the Council betw een m eetings of the C ouncil.

M inutes of all m eetings of the E xecu tive  C om m ittee shall be kept and such m inu tes  
or digest thereof shall be im m ediately  forwarded to  each m em ber o f the C ouncil.

A m ajority of the E xecutive C om m ittee shall con stitu te  a  quorum , and action  o f the  
C om m ittee shall be by m ajority of those present at any m eeting.

ARTICLE VI. MEETINGS

Regular m eetings of the Federal A dvisory C ouncil shall be held in th e  C ity  of 
W ashington on the third T uesday of the m onths of February, M ay , Septem ber and  
N ovem ber of each year, unless otherwise directed b y  the E xecu tive C om m ittee.

A preliminary m eeting of the Federal Advisory C ouncil shall be called  b y  th e  S ec­
retary in accordance w ith instructions to  be given b y  the President of th e  C ouncil.

Special m eetings m ay be called at any tim e and place b y  the President or the E xecu­
tive C om m ittee, and shall be called by the President upon w ritten request o f an y  three  members of the Council.
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In the absence of the regular representative of any Federal Reserve District, the Board of Directors of the Federal Reserve Bank of that District may appoint an alternate. The alternate so appointed shall have the right to be present at all the meetings of the Council for which he has been appointed. He shall have the right to take part in all dis­cussions of the Council but shall not be entitled to vote.

ARTICLE VII. ALTERNATES

ARTICLE VIII. AMENDMENTS

These by-laws m ay be changed or amended at any regular or special meeting by a vote of a m ajority of the members of the Federal Advisory Council.

February 15, 1953
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M INUTES OF THE M EETING OF TH E FEDERAL ADVISORY COUNCIL

F ebruary 15, 1953

The first and organizational m eeting o f the F ederal A d visory  C ouncil for th e  year  
1953 was convened in R oom  1032 of the M ayflow er H otel, W ash in gton , D .C ., on February  
15, 1953, at 2:18 P .M .

M r. G eorge G und w as elected  C hairm an pro tem and M r. H erbert V . P rochnow , 
Secretary pro tem.

T he Secretary pro tem sta ted  th a t com m unications had  been  received  from  the  
tw elve Federal R eserve banks, certify in g  to  the election  o f their resp ective  rep resen ta tives  
on the C ouncil for the year 1953.

T he following officers were nom inated  and unanim ously  e le c te d :
Edw ard E . Brow n, P resident 
R obert V . F lem ing, V ice President 
H enry C . A lexander, D irector  
Geoffrey S. Sm ith, D irector  
G eorge G und, D irector  
H erbert V. Prochnow , Secretary

On m otion, du ly  m ade and seconded, the salary of the Secretary w as fixed at $3,000  annually.
On m otion, duly m ade and seconded, the Council approved th e  by-law s, cop ies of w hich are a part of these m inutes.
T he Secretary presented his financial report for the year 1952, w h ich  had been  

audited by M r. W alter A. Grau, A ssistant Auditor of T he F irst N a tio n a l B ank of C hicago. 
T he report was approved and ordered placed on file. A copy of the report is a ttached  and  m ade a part of these m inutes.

P resen t:
E rnest C lay ton  
H enry C. A lexander  
G eoffery S. Sm ith  
G eorge G und  
R obert V . F lem ing  
P aul M . D a v is  
E dw ard E . B row n  
V . J. A lexander  
Joseph F . R ingland  
Charles J. Chandler 
D e W itt R ay  
John M . W allace  
H erbert V. Prochnow

D istr ic t N o . 1 
D istr ic t N o . 2 
D istr ic t N o . 3 
D istr ic t N o . 4 
D istr ic t N o . 5 
D istr ic t N o . 6  
D istr ic t N o . 7 
D istr ic t N o . 8 
D istr ic t N o . 9 
D istr ic t N o . 10 
D istr ic t N o . 11 
D istr ic t N o . 12

Secretary
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On motion, duly made and seconded, the printed minutes for the meetings of the Council held on February 17, 18, 19, 1952; May 18, 19, 20, 1952; October 5, 6, 7, 1952; November 16, 17, 18, 1952; and the mimeographed notes of the meeting held November 16, 17, 18, 1952, copies of which had been sent previously to the members of the Council, were approved.
On motion, duly made and seconded, a resolution was adopted authorizing the Secretary to ask each Federal Reserve Bank to contribute $350.00 toward the secretarial and incidental expenses of the Federal Advisory Council for the year 1953, and to draw upon it for that purpose.
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 8 and 9.
The meeting adjourned at 5:35 P.M.

HERBERT V. PROCHNOW
Secretary.

5

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



REPORT OF THE SECRETARY OF THE FEDERAL ADVISORY COUNCIL

For the Y ear E nded D ecem ber 31, 1952

B alance on hand,
D ecem ber 31, 1 9 5 1 ................$ 7 ,337 .99  S a la r ie s .. . . .  .V : .............................. 3 ,000 .00

C onference E x p e n se .....................  779.03

P rinting and S ta tio n e ry ............. 344 .00

A ssessm en ts—  1 '
12 Federal R eserve B an ks 4 ,200 .00  M isce llan eou s..................................  25 .35

B alan ce on hand,
D ecem ber 31, 1 9 5 2 ..................  7 ,389.61

$11 ,537 .99  $11 ,537 .99

C hicago, Illinois  
F ebruary 1, 1953

T o the Federal A dvisory C ouncil:
I have audited the books, vouchers, and accounts o f the Secretary o f  th e  Federal 

A d visory  C ouncil for the year ended D ecem ber 31, 1952, and certify  th a t the ab ove  
sta tem en t agrees therew ith.

R espectfu lly ,
T H E  F IR S T  N A T IO N A L  B A N K  O F C H IC A G O  

(Signed) W alter A . Grau  
A ssistan t A uditor
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MINUTES OF THE MEETINGS OF THE FEDERAL ADVISORY COUNCIL

February 16, 19b3
At 10:05 A.M ., the Federal Advisory Council reconvened in Room 1032 of the M ay­flower Hotel, Washington, D. C., with the President, Mr. Brown, in the Chair.
Present: Mr. Edward E. Brown, President; Messrs. Ernest Clayton, Henry C. Alexander, Geoffrey S. Smith, George Gund, Robert V. Fleming, Paul M. Davis, V. J. Alexander, Joseph F. Ringland, Charles J. Chandler, De Witt Ray, John M. Wallace, and Herbert V. Prochnow, Secretary.
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 which follows on pages 8 and 9, listing the agenda items and the conclusions reached by the Council. The Memorandum was delivered to the Secretary of the Board of Gover­nors at 12 noon on February 16, 1953.
The meeting adjourned at 11:40 A.M.

HERBERT V. PROCHNOW
Secretary

7

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



C O N F I D E N T I A L

M E M O R A N D U M  TO T H E  B O A R D  O F G O V E R N O R S F R O M  T H E  F E D E R A L  
A D V IS O R Y  C O U N C IL  R E L A T IV E  TO  T H E  A G E N D A  F O R  T H E  

J O IN T  M E E T IN G  O N  F E B R U A R Y  17, 1953

1. C onsideration o f a m odification of the U n ited  S ta tes B ureau of Internal R evenue  
regulation having  for its  purpose an increase in the perm itted  loss reserves in 
com m ercial banks to  an am ount more realistic w ith  possib le p oten tia l loss 
should a serious business depression occur.

T he B ureau of Internal R evenue formula, w hich fixes the m axim um  perm issible  
additions to  loss reserves th at can be deducted from the taxable incom e of com m ercial 
banks, w as fair w hen it w as first adopted , and it operated sa tisfactorily  for several years. 
H ow ever, the h eavy  losses of 1929 and the early 1930’s cann ot be tak en  in to  consideration  
under the present form ula, and few banks have had any considerable losses in recent 
years. T he volum e of loans is at an all-tim e high level, bu t the present form ula does not 
perm it banks to  deduct for incom e tax  purposes add itions to  reserves in an am ount 
bearing a sound relationship to  probable losses, based on p a st experience.

T ax policy  should encourage additions to  loss reserves at th is tim e in order to  stren gth ­
en the banking system  and protect bank depositors. T he C ouncil w ould appreciate any  
assistance w hich the Board m ight find it possib le to  g ive in w orking out a form ula wTith  
the B ureau of Internal R evenue w hich w ould m eet present cond itions. A  com m ittee  of 
the Am erican B ankers A ssociation  has suggested  a form ula w h ich  the B oard o f G overnors 
m ight find helpful in its  consideration of th is problem .

2. W hat are the v iew s of the C ouncil on the prospective business and econom ic  
situ ation  during the next six m onths and the probable changes in th e  vo lum e  
of bank loans during th a t period? W hat problem s, if any , does th e  C ouncil 
foresee in  the su b stan tia l grow th of consum er and real e sta te  credit th a t has 
taken place?

B usiness is operating at a h igh  level, and industrial production, w ages and personal 
incom e are settin g  p eacetim e records. U n em p loym ent is low. R eta il sa les over th e  coun try  
as a whole are good. D esp ite  sp ottin ess in certain  industries, businessm en are generally  
optim istic  regarding the econom ic outlook  for the next six m on th s. T h e  C ouncil b elieves  
th is optim ism  is justified . In som e sections of the country in w hich  agriculture is o f m ajor  
im portance, and where drouth conditions now threaten, th e  contin uance o f th e  present 
high rate of business a c tiv ity  will depend on the w eather. For m on th s there has been a 
gradual decline in the prices of various basic com m odities, esp ec ia lly  farm  products. 
These price declines w ill result in a decrease in farm purchasing pow er and w ill a ffect 
som e industries adversely. H ow ever, these price declines m ay  serve a co n stru ctive  pur­
pose if th ey  tem per excessive business optim ism  and restrain increases in  oth er prices.

T he C ouncil believes th at the present volum e of bank loans, excep t for norm al 
seasonal fluctuations, w ill show  little  change in the next six m on th s. A ll m em bers o f  the  
C ouncil are concerned w ith  the grow th of consum er credit. T he dem and s on  ban ks for 
th is typ e  of credit, w hether b y  finance and sm all loan com panies, retail stores, m ail 
order concerns, or d irectly  b y  consum ers, show  no im m ediate sign  o f a b atem en t. A  
strong m inority  o f the C ouncil believes that legislation  should  now  be adopted  p erm ittin g
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the reim position of Regulation W. A majority of the Council is opposed to such legislation 
now, but favors reviewing the m atter at a later date when developm ents in the economy 
should make clearer whether any legislation is desirable.

The Council does not believe present conditions justify reimposing Regulation X . 
There is som e evidence that housing construction is showing a tendency to  level off. A 
policy of stricter and more realistic appraisals, not only by those approving Government- 
guaranteed loans, but also by officials supervising the savings and loan associations, is 
highly desirable and should be helpful in restricting the growth in the volum e of unsound 
real estate credit.

3. D oes the Council have any comm ents or suggestions to make with respect to 
System  credit policies during the recent period and what these policies should be in the m onths ahead?

In view  of the fact that bank loans increased more than seasonally in the last few 
weeks of 1952, the Council believes that the recent increase in the rediscount rate from 
1 V± per cent to  2 per cent was justified. The 2 per cent rediscount rate is also more nearly in accord w ith present m oney market rates. Other than its psychological influence, the 
increase in the rediscount rate had little effect. The Council believes that no increases 
should be made in present reserve requirements, and that unless there is an important change in the economic outlook the present rediscount rate should be continued. If 
conditions in the next few m onths should make tighter money desirable, the Council 
suggests the use of open market operations for that purpose.

4. The Board has not yet finally formulated its views as to  definite recommendations 
w ith respect to legislation during the present session of the Congress and would like to  have the comm ents of the Council as to  the proposals that might be made.

The Council understands the Federal Reserve System  has exhausted its authorization 
for expanding and modernizing the facilities of its branches. The Council would favor legislation giving the System  $15 million to  $20 million with which to expand its 
branch facilities to  handle the increasing volum e of business of the System.

The Council would also favor legislation permitting the reissuance without penalty 
of all Federal Reserve N otes by any of the Federal Reserve Banks, regardless of which 
Bank issued the N otes. This would save present costs in shipping Notes.

The Council does not know what legislation the Board may contemplate proposing at the present session of the Congress. The Council would be pleased to discuss with the 
Board any legislation it is considering proposing.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

February 16, 1953
At 2:20 P.M ., the Federal Advisory Council convened in the B oard R oom  of the  

Federal Reserve Building, Washington, D .C ., w ith the President, M r. B row n, in the Chair.
Present: Mr. Edward E. Brown, President; M essrs. E rnest C lay ton , H enry  C. 

Alexander, Geoffrey S. Smith, George Gund, Robert V. Flem ing, Paul M . D a v is , V .J. 
Alexander, Joseph F. Ringland, Charles J. Chandler, D e W'itt R ay, John  M . WTallace, 
and Herbert V. Prochnow, Secretary.

Dr. Woodlief Thomas, Economic Advisor to  the Board o f G overnors o f th e  Federal 
Reserve System, spoke to the Council on the subject, ‘‘Current M on ey  M ark et D ev e lo p ­ments” .

The meeting adjourned at 3:45 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

February 17, 1953

At 10:30 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 Wm. McC. Martin, Jr.; Governors M . S. Szymczak, R. M . Evans, James K. Vardaman, Jr., A. L. Mills, Jr., and J. L. Robertson; also Mr. S. R. Carpenter, Secre­tary, and Mr. Merritt Sherman, Assistant Secretary of the Board of Governors.

Present: Members of the Federal Advisory Council:

Mr. Edward E. Brown, President; Messrs. Ernest Clayton, Henry C. Alexander, Geoffrey S. Smith, George Gund, Robert V. Fleming, Paul M. Davis, V. J. Alexander, Joseph F. Rineland, Charles J. Chandler, De W itt Ray, John M. Wallace, and Herbert V. Prochnow, Secretary.

President Brown read the first item on the agenda and the conclusions of the Council as expressed in the Confidential Memorandum to the Board of Governors from the Federal 
Advisory Council, as printed on pages 8 and 9 of these minutes.

Chairman Martin stated that the Board will be pleased to discuss the matter with  the Bureau of Internal Revenue at the request of the Bureau.

The President of the Council then read the second item on the agenda and the conclusions of the Council as expressed in the Confidential Memorandum  previously  mentioned. President Brown added that since the Board receives statistics from over the United States, its information must necessarily be more complete than that of the members of the Council. However, the members of the Council do receive first-hand information in their respective districts, and receive it before the Board compiles the statistics. A brief discussion on this item, participated in by members of the Council and the Board, followed.

The President of the Council read the third item on the agenda and the conclusions of the Council as expressed in the Confidential Memorandum  attached.

President Brown then read the fourth item on the agenda and the conclusions of the Council as stated in the Confidential Memorandum , and asked whether the Board had any controversial legislation it would like to discuss with the Council.
11
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Chairman Martin replied that he believed increasing the branch facilities o f the  
Federal Reserve System was the most urgent item  o f legislation . H e a lso  add ed  th a t the  
Board would send to the Council in advance copies o f an y  leg islation  th e  B oard  m a y  
present to Congress.

The meeting adjourned at 12:48 noon.
HERBERT V. PROCHNOW

Secretary
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NOTE: This transcript of the Secretary®s 

notes is not to be regarded as complete or 

necessarily entirely accurateo The trans- 
script is for the sole use of the members 
of the Federal Advisory Council. The concise 

official minutes for the entire year are 
printed and distributed later.

Ho V. P.

The Secretary*s notes on the meeting of the 

Federal Advisory Council on February 15* 1953> 

at 2s 18 PoMo, in Room 1032 of the Mayflower Hotel*

Washington, D, C. All members of the Federal 

Advisory Council were present.

George Gund was elected Chairman pro tem and Herbert V. Prochnow was 

elected Secretary pro tem.

The Secretary pro tem stated that communications had been received from 

the twelve Federal Reserve banks, certifying to the election of their 

respective representatives on the Council for the year 1953#

On motion, duly made and seconded, the by-laws were approved.

The following officers were nominated and unanimously elected*

Edward E, Brown, President 

Robert V. Fleming, Vice President 

Henry C. Alexander, Director 

Geoffrey S . Smith, Director 

George Gund, Director 

Herbert V. Prochnow, Secretary

On motion, duly made and seconded, the salary of the Secretary was fixed 

at $3,000 annually.

The Secretary presented his financial report for the year 1952 which had 
been audited by Mr. Walter A , Grau, Assistant Auditor of The First National 

Bank of Chicago, The report was approved and ordered placed on f ile . It  

will be printed and attached to the formal printed minutes.

A resolution was adopted authorizing the Secretary to draw upon each 

Federal Reserve bank for $350 toward the secretarial and incidental expenses 

of the Federal Advisory Council for the year 1953*

The Council approved the Secretary's notes for the meeting of November 16 

17 and 18, 1952. The printed minutes for all the 1952 meetings of the Council, 

copies of which had been sent previously to members of the Council, also were 

approved.

IT E M  I

C O N S ID E R A T IO N  OF A M O D IF IC A T IO N  OF THE UNITED  STA TE S  BUREAU OF 

IN TE R N A L  REVENUE REGULATION  HAVING F O R  IT S  PURPOSE AN  IN C R E A S E  

IN  THE PER M ITTED  LOSS RESERVES IN  COMMERCIAL BANKS T O  AN  AMOUNT 

MORE R E A L IS T IC  W IT H  P O S S IB L E  PO TEN TIA L  LOSS SHOULD  A S E R IO U S  B U S IN E S S  
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- 2 -

Brown i s  i n c l i n e d  to b e l i e v e  t h a t  th is  item  is  p r o b a b ly  one w h ic h  sh o u ld  

be  c o n s id e r e d  b y  th e  T r e a s u r y  in s t e a d  o f  the  Board  o f  G o v e r n o r s .

F le m in g  b e l i e v e s  th a t  th e  s u b je c t  i s  somewhat r e la t e d  to  th e  E x c es s  

p r o f it s  Tax<> (A t  t h is  p o in t  th ere  was an  o ff- the- record  d is c u s s io n  o f  th e  

E xcess  P r o f i t s  T a x ) .

W a l l a c e . T h e r e  i s  a  co m p etitiv e  s i t u a t io n  w it h  th e  s a v in g s  a n d  lo a n  

a s s o c ia t io n s  w h ic h  m akes th is  s u b je c t  e s p e c ia l l y  im p o r ta n t . The  p r e s e n t  p e r ­

m is s ib le  a d d i t i o n s  to  lo ss  r e s e r v e s , w h ich  can be  d ed u cte d  from  th e  t a x a b le  

income o f  th e  b a n k s , a r e  f a r  too lo w . The h ig h e r  the  sa v in g s  and  lo a n  a s s o c i a ­

t io n s  a r e  p e r m it t e d  to  b u i l d  t h e ir  r e s e r v e s , the  more th ey  can  argu e  t h a t  th ey  

are  j u s t i f i e d  i n  p a y in g  h ig h e r  r a t e s .

Ray r e p o r t s  th a t  a  com m ittee o f  the  A m erican  Bankers  A s s o c ia t i o n  i s  w o rk ­

in g  on th e  m a tte r  a n d  has  a  fo rm u la  th at  w ould  p erm it  b u i l d i n g  up lo s s  r e s e r v e s  

at  the  r a t e  o f  o n e- h a lf  o f  one p e r  cent  a n n u a lly  fo r  ten  y e a r s ,  to  a  t o t a l  o f  

5 p e r  cen t*

F le m in g  does no t  t h in k  th at  l e g i s l a t i o n  is  r e q u ir e d  t o  ch ange  the  p r e s e n t  

fo rm u la .

Ray s t a t e s  t h a t  l e g i s l a t i o n  i s  not r e q u ir e d .

B r o w n . (T h e  E x c e s s  P r o f i t s  Tax  is  d is c u s s e d  o f f- t h e - r e c o r d ). T h e  q u e s ­

t io n  o f  p e r m it t in g  l a r g e r  lo ss  re s e r v e s  i s  one o f o b t a in in g  a new r e g u l a t i o n  

from  th e  B u r e a u  o f  I n t e r n a l  R e v e n u e . The p r e s e n t  form u la  was f a i r  when i t  was 

f i r s t  a d o p t e d , a n d  i t  o p e ra te d  s a t i s f a c t o r i l y  fo r  s e v e r a l  y e a r s .  H o w ever , the  

p e r io d  o f  h e a v y  l o s s e s  i n  1 9 2 9  and  the e a r ly  1 9 3 0 's  canno t b e  g iv e n  c o n s id e r a ­

t io n  u n d e r  th e  p r e s e n t  fo r m u la , and  most banks have had  no la r g e  lo s s e s  i n  

recent  y e a r s .  C o n s e q u e n t ly , u n d er  t h e  p re se n t  form ula  the  ban ks  are  n o t  p e r m it ­

ted  to d e d u c t  f o r  incom e t a x  p urposes  ad eq u ate  a d d it io n s  to  r e s e r v e s . The 

C o u n c il  c a n  s t a t e  t h a t  th e  fo r m u la  sh o u ld  b e  r e v is e d  an d  th a t  i t  hopes the  

Board  o f  G o v e rn o rs  w i l l  le n d  i t s  good o f f i c e s  to  w ork  out a  more s a t i s f a c t o r y  

form ula  w i t h  th e  B u r e a u  o f  I n t e r n a l  R ev enu e .

W a l l a c e .  T h e  d e p o s it o r s  a re  e n t i t l e d  to  a  more r e a l i s t i c  b a s i s  f o r  deter-  

n in in p " b a n k  _oss r e s e r v e s .

B r o w n . The  b a n k s  s h o u ld  have  a new form ula  f o r  t h e  p r o t e c t i o n  o f  t h e i r  

d e p o s it o r s  a n d  a l s o  f o r  the  b e n e f i t  o f  the  F e d e r a l  D e p o s it  In s u r a n c e  

C o rp o r a tio n #  (T h e r e  was a  f u r t h e r  lo n g  o ff- the- record  d i s c u s s i o n  on th e  E x c es s  

P r o f it s  T a x o )  The  C o u n c il  may a ls o  in fo rm  th e  Board  th a t  th e  A m e ric a n  Bankers  

A s s o c ia t i o n  h a s  d e v e l o p e d  a form u la  p e r m itt in g  rese rv e s  up to  on e- h alf  o f  one 

p er  c e n t  a n n u a l l y  o f  th e  av e ra g e  amount o f  loan s  o u t s t a n d in g . T h e  fo rm u la  

w ould  a p p ly  f o r  te n  y e a r s ,  p e r m itt in g  maximum re se rv e s  up to  5  p e r  c e n t .

ITEM II

WHAT ARE THE VIEWS OF THE COUNCIL ON THE PROSPECTIVE BUSINESS 
AND ECONOMIC SITUATION DURING THE NEXT SIX MONTHS AND THE 
PROBABLE CHANGES IN THE V0LUI1E OF BANK LOANS DURING THAT 
PERIOD? WHAT PROBLEMS, IF ANY, DOES THE COUNCIL FORESEE IN 
THE SUBSTANTIAL GROWTH OF CONSUMER AND REAL ESTATE CREDIT 

THAT HAS TAKEN PLACE? ________ ___________________________ __

Brown a sk s  f o r  th e  o p in io n  o f  each  of the members of the  C o u n c i l 0
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C la y t o n , T h er e  was an  up su rge  o f  b u s in e s s  i n  h is  d i s t r i c t  i n  th e  l a s t  

quarter o f  1952, and  t h i s  b u s in e s s  a c t i v i t y  w i l l  p r o b a b ly  c o n t in u e  a t  l e a s t  

through th e  f i r s t  h a l f  o f  1953* Loans are  somewhat h ig h e r  th a n  th e y  w ere  a 

year ago* O th e r  th a n  s e a s o n a l  f l u c t u a t i o n s , no im portant in c r e a s e s  or  d e ­

creases i n  lo an s  a re  expected ,.

S m it h * B u s in e s s  a c t i v i t y  i s  a t  a h ig h  l e v e l .  S a v in g s  a re  l a r g e .  P r o f i t s  

are somewhat lo w e r  f o r  some b u s i n e s s e s .  A lth o u g h  most p e rso n s  c o n t in u e  to  f e e l  

o p tim is tic  r e g a r d in g  th e  im m ediate  econom ic o u tlo o k , th e r e  i s  some p e ss im is m  

about th e  o u tlo o k  f o r  195U® E x c e p t  fo r  s e a s o n a l  f l u c t u a t i o n s ,  lo a n s  w i l l  

probably  c o n t in u e  a t  a  f a i r l y  h ig h  l e v e l  w it h  consum er c r e d i t  i n c r e a s i n g *

Gund* B u s in e s s  a c t i v i t y  i s  a t  a  h ig h  l e v e l  i n  h is  d i s t r i c t .  R e t a i l  s a l e s  

are g o o d . M a n u fa c t u r in g  i s  v e r y  a c t i v e . Employment i s  a t  p eak  l e v e l s .  T h er e  

are some i n d i c a t i o n s  o f  a  l e v e l l i n g  o f f  o f  b u s i n e s s ,  an d  t h e r e  i s  some e v id e n c e  

that s t e e l  o p e r a t io n s  may s l a c k e n  a l i t t l e .  Loans d e c l i n e d  som ewhat more i n  

January  t h a n  f o r  t h e  same p e r io d  a y e a r  a g o .  A n y  f u r t h e r  r a p i d  r i s e  i n  m ort­

gage d e b t  w o u ld  b e  a  c a u s e  f o r  c o n c e r n . There  has  b e e n  a l a r g e  in c r e a s e  i n  

consumer c r e d i t  com pared  to  l a s t  y e a r ,

F l e m in g 0 B u s in e s s  i s  c o n t in u in g  a t  a  good  r a t e  a n d  s h o u ld  b e  good  f o r  th e  

f i r s t  s i x  m onths o f  1953 or l o n g e r . Loans a r e  h ig h e r  t h a n  a  y e a r  a g o ,  b u t  a re  

ta p e r in g  o f f .  M any  p e r s o n s  b e l i e v e  t h e r e  may b e  some d e c l in e  i n  195U* T h e r e  

has b e e n  a  r a t h e r  m arked  t a p e r in g  o f f  i n  r e a l  e s t a t e  c r e d i t  i n  m edium  to  

h ig h e r - p r ic e d  h o u s i n g .  The  p r o b a b i l i t i e s  a r e  t h a t  consum er c r e d i t  w i l l  c o n ­

tin u e  to  r i s e .

V a n c e  A l e x a n d e r . T h e r e  is  a  good demand fo r  h o u ses  i n  h i s  d i s t r i c t  a n d  

b u il d in g  a c t i v i t y  i s  u p . R e t a i l  s a l e s  are  a l i t t l e  above  l a s t  y e a r .  S a l e s  o f  

the w h is k e y  i n d u s t r y  a r e  o f f  c o n s i d e r a b l y . The  c o tto n  crop  was good  b u t  p r i c e s  

f e l l .  L e s s  c o t t o n  h a s  b e e n  m oved th a n  i s  u s u a l  a t  t h is  tim e  o f  th e  y e a r .  

Consumer c r e d i t  i s  i n c r e a s i n g .  Em ploym ent i s  a t  h i g h  l e v e l s .  T h er e  i s  s t i l l  

some governm ent s p e n d in g  i n  h is  d i s t r i c t ,  p r im a r i l y  i n  P a d u c a h . B u s in e s s  

a c t i v i t y  i s  h i g h  a n d  i s  e x p e c t e d  to  c o n t in u e  u n t i l  f a l l .  Lo an s  h av e  h e l d  up  

and a re  a b o v e  l a s t  y e a r .

R i n g l a n d ,  L o an s  a r e  h ig h e r  i n  h is  d i s t r i c t  th a n  l a s t  y e a r .  D r o u g h t  

c o n d it io n s  a r e  s t i l l  b a d  i n  the  d i s t r i c t .  B u s in e s s  s h o u ld  c o n t in u e  good  f o r  

the f i r s t  s i x  m onths o f  1953« A  c o n t in u a n c e  o f  good b u s in e s s  a f t e r  th e  

m iddle  o f  th e  y e a r  w i l l  d ep en d  on m o is tu re  c o n d it io n s  a n d  some r e l i e f  fro m  th e  

p r e s e n t  d r o u g h t  c o n d i t i o n .  S a v in g s  a r e  g o in g  u p . T h e r e  h a s  b e e n  a n  a c t i v e  

demand f o r  h o u s e s , e x c e p t  f o r  h ig h e r - p r ic e d  r e s i d e n c e s .

C h a n d l e r .  A c o n t in u a n c e  o f  g o o d  b u s in e s s  i n  h i s  d i s t r i c t  d e p en d s  

la r g e ly  on a g r i c u l t u r e  w h ic h  has  s u f f e r e d  from  dro u g h t  c o n d i t i o n s .  A b i g  

w in t e r  w h e a t  a c r e a g e  h as  b e e n  p l a n t e d  b u t  th e  c h a n c es  o f  a  g o o d  c r o p  t h i s  y e a r  

are  p r o b l e m a t i c a l .  T h e  co m m ercial l o a n  volum e i n c r e a s e d  i n  t h e  d i s t r i c t  much 

le s s  t h a n  t h e  n a t i o n a l  a v e r a g e . Farm  l a n d  p r ic e s  h a v e  d e c l i n e d  o n ly  i n  

e x c e p t io n a l  c a s e s  w h e re  th e  la n d  was v e ry  h ig h  p r i c e d .  B u s i n e s s  i n  t h e  T e n t h  

d i s t r i c t  f o r  1 9 5 3  roay b *  l e s s  a c t i v e ,

R a y , O n e  o f  th e  p ro blem s i n  h is  d i s t r i c t  is  t h e  la c k  o f  r a i n .  T h e  

m o is tu re  i s  m uch l e s s  t h a n  n o rm a l . B u s in e s s  i s  g o o d . D ep artm en t  s t o r e  s a l e s  

are  u p . T h e  o i l  i n d u s t r y  is  very  a c t i v e .  Lo w e r- p rice d  h o u s e s  a r e  m oving  w e l l . ,  

The c o t t o n  c a r r y - o v e r  i s  n o t  l a r g e .  A t  th e  e n d  o f  J a n u a r y , lo a n s  w e re  a t  

peak l e v e l s .  L o a n s  w i l l  p r o b a b ly  no t  d e c l i n e  i f  t h e r e  i s  an  in c r e a s e  i n  o i l  

p r i c e s .
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W allacco  The power sh o rta g e  i n  th e  N orthw est h a s  a d v e r s e l y  a f f e c t e d  

in d u s tr y  i n  t h a t  s e c t i o n , e s p e c ia l l y  alum inum , b u t  t h e r e  h a v e  b e e n  r a i n s  l a t e l y ,  

C alifo rn ia  h a s  had r a in s 5 business is  a c t iv e  an d  t h e  s t a t e  is  g a in in g  U 0 ,0 0 0  

a y ea r  i n  p o p u la t io n , A r iz o n a  has t h r iv e d  because o f  v a c a t i o n  t r a f f i c ,  I d a h o  

has a ls o  g a in e d , e x cep t  fo r  m in in g , i n  w h ic h  c a s e , f a l l i n g  m e t a l  p r i c e s  h a v e  

been a d v e r s e . There  have  been new o i l  and gas d i s c o v e r ie s  i n  h i s  d i s t r i c t .  

D ep o sits  and  lo a n s  a re  at  peak  l e v e l s .  I f  K o rea  s h o u ld  e n d  i n  th e  n e x t  y e a r  or  

so , th ere  may be a d e c l in e  i n  b u s in e s s , e s p e c ia l l y  i n  th e  W i s t  t h r o u g h  w h ic h  

much o f  th e  t r a f f i c  to  K o rea  now g o e s .

B ro w n , I n  th e  S e v e n th  d i s t r i c t  b u s in e s s  i s  g o o d . M o st  b u s i n e s s  men a n d  

bankers  e x p e c t  good b u s in e s s  t o  c o n t in u e  d u r in g  th e  n e x t  s i x  m onths a n d  m any 

expect i t  t o  c o n t in u e  l o n g e r . L o a n s , e s p e c i a l l y  th o s e  b a s e d  on c o m m o d it ie s , 

are  down from  th e  end  o f  th e  y e a r ,  L arg e  c h a in  s to r es  a n d  m a il  o r d e r  h o u s e s  

are  b o rr o w in g  to  e x t e n d  consum er c r e d i t .  Brown e x p e c t s  lo a n s  t o  c o n t in u e  a t  

about t h e i r  p r e s e n t  l e v e l s ,  e x c e p t  f o r  s e a s o n a l  f l u c t u a t i o n s «

D a v is  i s  n o t  q u it e  as  o p t im is t ic  as th e  o th e r  members o f  t h e  C o u n c i l  re-  

g ard in g  t h e  b u s in e s s  o u t lo o k . T h e r e  has b e e n  some s lo w n e s s  i n  c o l l e c t i o n s .

The c o a l  b u s i n e s s  i s  c o n s id e r a b ly  d e m o r a l iz e d . L o a n s  a r e  o f f  s i n c e  D ec em b er  

sind no im p o r ta n t  in c r e a s e  i n  lo a n s  i s  e x p e c t e d . L o an s  may a c t u a l l y  d e c l i n e .

There  i s  some c o n c e r n  i n  F l o r i d a  a b o u t  a u to m o b ile  s a l e s .  T h e r e  a r e  r e p o r t s  

that more ch ang es  may b e  made i n  d e a l e r  f r a n c h i s e s  t h is  y e a r  t h a n  e v e r  b e f o r e .

B r o w n , T h e  farm  m a c h in e ry  b u s i n e s s  i s  no t  g o o d , an d  t h e r e  i s  p r o b a b l y  

some s l a c k e n in g  i n  b u i l d i n g  new  i n d u s t r i a l  p l a n t s .  T h e  C o u n c i l  m ay s t a t e  to  

the  B o a r d  t h a t  i t s  members f e e l  t h a t  b u s in e s s  w i l l  c o n t in u e  a t  h i g h  l e v e l s  f o r  

the n e x t  s i x  m onths* I n  s p it e  o f  s p o t t in e s s  i n  c e r t a i n  i n d u s t r i e s ,  b u s i n e s s ­

men a r e  g e n e r a l l y  o p t im is t ic  r e g a r d in g  th e  econom ic o u t lo o k  f o r  t h e  n e x t  s i x  

m onths . I n  some d i s t r i c t s ,  p r im a r i l y  a g r i c u l t u r a l ,  a  c o n t in u a n c e  o f  g o o d  

b u s in e s s  d e p en d s  on w e a th e r  an d  r e l i e f  from  d ro u g h t  c o n d i t i o n s *  E x c e p t  f o r  

s e a s o n a l  f l u c t u a t i o n s ,  th e  volum e o f  b a n k  l o a n s  w i l l  p r o b a b l y  sho w  l i t t l e  

c h a n g e . T h e  dem ands on banks  f o r  consum er c r e d i t 9 w h e t h e r  b y  f i n a n c e  c o m p a n ie s  

departm ent s t o r e s ,  m a il  o rd e r  co n cern s  or d i r e c t l y  b y  c o n s u m e r s , sho w  no  s i g n  

o f  a b a t e m e n t ,

H .  A l e x a n d e r  a g re e s  w it h  th e  c o n c lu s io n s  Brow n  h a s  e x p r e s s e d  as t h o s e  o f  

the  C o u n c i l .  ~

B r o w n . T h e  g ro w th  o f  r e a l  e s t a t e  c r e d i t  i s  d u e  i n  a  l a r g e  p a r t  t o  l i b e r a l  

g u a r a n t ie s  o f  governm ent a g e n c ie s  an d  to  the  f a i l u r e  to  h a v e  m ore  r e a l i s t i c  

a p p r a is a l s  b o t h  f o r  go vern m ent~ g u ara n teed  lo a n s  a n d  f o r  t h o s e  m ade b y  s a v i n g s  

and l o a n  a s s o c i a t i o n s .  I t  w o u ld  be  h i g h l y  d e s i r a b l e  i f  t h e s e  g o v e rn m e n t  

a g e n c ie s  an d  t h e  o f f i c i a l s  s u p e r v is in g  s a v in g s  an d  l o a n  a s s o c i a t i o n s  w o u ld  

i n i t i a t e  a p o l i c y  o f  s t r i c t e r  a n d  m ore r e a l i s t i c  a p p r a i s a l s .  B r o w n  a s k s  t h e  

o p in io n  o f  t h e  members o f  th e  C o u n c il  r e g a r d in g  co nsu m er c r e d i t .

D a v is  s t a t e s  t h a t  he i s  w o r r ie d  a b o u t  th e  a b i l i t y  o f  t h e  p a y e r  t o  m eet  h i s  

o b l ig a t io n s  i n  a  p e r io d  o f  d e p r e s s i o n ,

a n

S m it h *  W e a r e  e n t e r i n g  a p e r io d  o f  /o v jr s u p p l y  o f  g o o d s ,  a n d  so  t h e r e  w i l l  

be  more p r e s s u r e  f o r  e a s i e r  term s*

B r o w n . E v e r y  new  h o u se  need s  v a r io u s  a p p l i a n c e s .  B ro w n  a s k s  w h e t h e r  th e  

d a n g er  o f a n  in c r e a s e  i n  consum er c r e d i t  i s  so  g r e a t  t h a t  t h e  C o u n c i l  s h o u l d  

approv e  th e  p r i n c i p l e  o f  R e g u l a t i o n  W*
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F le m in g  b e l ie v e s  i t  would  be  b e s t  to  d e fer  a d e c is io n  reg ard in g  R egulatio n  

W at  l e a s t  u n t i l  th e  May meeting® He b e lie v e s  th at  moving fa m ilie s  to  the 

suburbs h as  s u b s t a n t i a l l y  in c r e a s e d  consumer c r e d i t .  F a m ilie s  who purchase 

in d i v i d u a l  homes i n  su burbs  need  cars and e l e c t r ic a l  a p p lia n ce s  of various 

types* A n y  d e c l in e  i n  h o u sin g  co n stru ctio n  would b r in g  a d e c lin e  i n  the demand 

fo r  consum er c r e d i t  to  f in a n c e  th ese  ap p lian ces  and a u to m o b iles .

B ro w n * The C o u n c il  may s t a t e  that th e  m ajo rity  of the  C o u n c il  does not 

b e l i e v e  p r e s e n t  c o n d it io n s  j u s t i f y  reim posing  R eg u latio n  W or R e g u la tio n  X .  A i 

p o l ic y  o f  s t r i c t e r  an d  more r e a l i s t i c  a p p ra is a ls  i s  re q u ir ed  on government- 

g u a r a n te e d  lo a n s  and  the  r e a l  e s ta te  loans o f  sav ings  a n d  lo a n  a s s o c ia t io n s .

A l l  members o f  th e  C o u n c il  a re  concerned w ith  the growth o f consumer c r e d i t .

The n e x t  fe w  m onths w i l l  g iv e  a  c le a r e r  p ic t u r e  o f the  trend  i n  consumer c r e d i t 5 

as w e l l  as o f  developm en ts  i n  the  economy. The m a jo rity  of the  C o un cil  would 

l i k e  th e  o p p o r t u n it y  a t  a  l a t e r  d a t e  t o  r e v ie w  the q u e s t io n  of whether 

R e g u la t io n  W  s h o u ld  b e  re im p o se d . A ft e r  a  show of h a n d s , Brown reports that 

a s t r o n g  m in o r it y  o f  the C o u n c il  fe e ls  th a t  R eg u la tio n  W  sho uld  be  reim posed 

no w . A m a j o r it y  o f  the  C o u n c il  is  opposed to  such l e g i s l a t i o n  now , b u t  favors 

r e v ie w in g  th e  m atter  a t  a  l a t e r  d a te  when developm ents i n  t h e  economy should  

make c l e a r e r  w h at  s t e p s ,  i f  a n y , sho uld  be  tak en  i n  co nnection  w ith  consumer 

c r e d i t .

Ho A l e x a n d e r  s t a t e s  t h a t  he fa v o rs  l e g i s l a t i o n  which  w ould  perm it re- 

im p o sin g  R e g u l a t i o n  W  no w .

Brow n  re p o r ts  t h a t  f i v e  members o f  th e  C o u n cil  have in d ic a t e d  by  a show 

o f h an d s  t h a t  t h e y  f a v o r  l e g i s l a t i o n  p erm ittin g  the r e im p o sit io n  o f 

R e g u la t io n  W  n o w 0

ITEM  I I I

DOES THE COUNCIL HAVE ANY COMMENTS OR SUGGESTIONS TO MAKE 

W IT H  RESPECT TO SYSTEM CREDIT PO LIC IES  DURING THE RECENT 

P E R IO D  AND WHAT THESE P O L IC IE S  SHOULD BE IN  THE MONTHS AHEAD?

B r o w n 0 (T h e r e  i s  a n  off*=the-record d is c u s s io n  on the  re d isc o u n t  r a t e . )  

Brown b e l i e v e s  t h a t  th e  in c r e a s e  i n  the re d is c o u n t  ra te  had  l i t t l e  e f f e c t .

W a l l a c e .  The  C o u n c il  may s t a t e  th a t  i t  approves System  c r e d it  p o l ic ie s  

d u r in g  th e  r e c e n t  p e r i o d .

B r o w n . T h e  C o u n c il  may s t a t e  i t  approves recent  c r e d it  p o l ic ie s  of the  

S y s te m . I n  v ie w  o f  the  f a c t  t h a t  loans  in c r e a s e d  more th an  s e a s o n a lly  at  the 

end  o f  1 9 5 2 ,  a n d  d i d  n o t  d e c l in e  s u b s t a n t ia l ly  e a r ly  i n  1 9 5 3 ,  the  r a is e  i n  the 

r e d is c o u n t  r a t e  was j u s t i f i e d .  O th er  than  s e n t im e n t a lly , the  change in  the 

r e d is c o u n t  r a t e  h ad  no im p o rtant  e f fe c t  except p o s s ib ly  i n  the  government bond 

m a rk e t , as  some members o f  th e  C o u n c il  have in d ic a t e d  i n  t h e ir  in form al 

com m ents. U n le s s  t h e r e  i s  an  im portant change i n  the economic o u tlo o k , the 

C o u n c il  does no t  b e l i e v e  t h e r e  sh o u ld  be any  change in  r e s e r v e  requirem ents or 

i n  t h e  r e d is c o u n t  r a t e .  I f  i t  becomes d e s ir a b le  to r e s t r ic t  c r e d i t , the 

C o u n c il  s u g g e s t s  th e  B o ard  u s e  Open M arket o p e r a t io n s .

F l e m in g . (T h e r e  i s  a n  off- the- record d is c u s s io n  on System  c r e d it  p o l ic ie s  

and  governm ent f i s c a l  p o l i c i e s . )
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ITEM IV

THE BOARD HAS NOT YET F INALLY  FORMULATED ITS  VIEWS AS TO 

D E F IN IT E  RECOMMENDATIONS WITH RESPECT TO LEGISLATION  

DURING  THE PRESENT SE SS IO N  OF THE CONGRESS AND WOULD LIKE 

TO  HAVE THE COMMENTS OF THE COUNCIL AS TO THE PROPOSALS 

THAT M IGHT BE MADE.

F le m in g  b e l i e v e s  the  Board  has no present in t e n t io n  of a sk in g  the Congress 

to  r a i s e  t h e  p r e s e n t  l im it a t io n s  on reserve  req uirem ents . The Board would  l ik e  

$ 1 5  or $ 2 0  m i l l i o n  t o  expand  i t s  b ran ch  f a c i l i t i e s .  The p resen t  a u t h o r iza t io n  

f o r  $ 1 0  m i l l i o n  i s  l a r g e l y  e x h a u s ted .

B r o w n . T h e  C o u n c il  may s t a t e  that  i t  understands  th e  System  has exhausted 

i t s  a u t h o r i z a t i o n  f o r  ex p a n d in g  i t s  branch  f a c i l i t i e s ,  and that  the C o uncil 

w o u ld  f a v o r  l e g i s l a t i o n  g iv in g  th e  Board  $ 1 5  to  $ 2 0  m il l io n  to expand these  

f a c i l i t i e s  n o w . The C o u n c il  w ould  a lso  fav o r  l e g is l a t io n  perm ittin g  the  r e ­

i s s u a n c e ,  w it h o u t  p e n a l t y , o f  a l l  F e d er a l  Reserve notes b y  any  o f the F e d er a l  

R e se rv e  b a n k s ,  r e g a r d le s s  o f w hich  bank  o r i g in a l l y  is s u e d  the n o t e s . The 

p r e s e n t  c o s t  o f  s h i p p i n g  th e  notes w ould  be s u b s t a n t ia l ly  re d u c ed . The 

C o u n c il  may a l s o  ask  th e  B o ard  what l e g i s l a t i o n  i t  in ten d s  to  in tr o d u c e .

He A l e x a n d e r  t h in k s  the  M i l l s  P la n  sho uld  be  r e p e a le d . I t  i s  not good 

f o r  th e  b a n k s ,  th e  T r e a s u r y , or  the  c o u n tr y .

Brow n  s t a t e s  the  C o u n c il  i n  the  p ast  has always b e en  r e lu c t a n t  to take 

up g e n e r a l  ta x  q u e s t io n s  b e ca u se  they  co ncern  the T re a su r y  and becau se  of the 

p o s s ib l e  im p l i c a t i o n s  in v o l v e d . T h is  m atter i s  la r g e ly  one w ith  w hich  the 

T r e a s u r y  w o u ld  have  to  d e a l .

The  m e e t in g  a d jo u r n e d  a t  5s35 P «M .
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THE COUNCIL CONVENED AT 10* 05 A„M„ ON FEBRUARY 1 6 ,

1 9 5 3 ,  I N  ROOM 1 0 3 2  OF THE MAYFLOWER HOTEL, WASHINGTON,

D .C .  A L L  MEMBERS OF THE FEDERAL ADVISORY COUNCIL WERE 

PR ESEN T .

T h e  C o u n c il  p re p a re d  and  approved the a ttac h ed  C o n f id e n t ia l  Memorandum to 

be  s e n t  to  t h e  B o ard  o f  Governors r e la t iv e  to the Agenda f o r  th e  jo in t  m eeting 

o f  th e  C o u n c il  and  B o ard  on  F ebruary  1 7 ,  1 9 5 3 *  The Memorandum was d e liv e r e d  

to  M r . C a r p e n t e r , S e c r e t a r y  o f t h e  Board  of Governors at 12  noon on F ebruary  1 6 ,  

1 9 5 3 •  I t  w i l l  b e  no ted  th a t  each item  of the agenda is  l i s t e d  together  w it h  

the  comments o f  t h e  C o u n c i l .

The  m e e t in g  a d jo u r n e d  a t  11? 1*0 A .M .
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS 

FROM THE 

FEDERAL ADVISORY  COUNCIL 

R E LA TIV E  TO THE AGENDA FOR THE JO IN T  MEETING 

ON FEBRUARY 1 7 ,  1953

1 .  C o n s id e r a t io n  o f  a m o d if ic a t io n  o f the  U n it e d  S ta te s  

B u reau  o f  I n t e r n a l  Revenue r e g u la t io n  h a v in g  fo r  i t s  

p u rp o se  an  in c r e a s e  in  the p erm itted  lo s s  re se rv e s  in  

com m ercial banks  to an amount more r e a l i s t i c  w ith  

p o s s i b l e  p o t e n t i a l  lo s s  sh o u ld  a serio u s  b u s in e s s  d e ­

p r e s s io n  o c c u r .

The B u reau  o f  I n t e r n a l  Revenue  fo rm u la , w h ic h  f i x e s  the maximum 

perm issible  a d d it i o n s  to  l o s s  re s e r v e s  th a t  can be deducted  from  the t a x ­

able income o f  co m m ercial b a n k s , was f a i r  when i t  was f i r s t  a d o p te d , and i t  

operated s a t i s f a c t o r i l y  f o r  s e v e r a l  y e a r s . H ow ever, the  heavy  lo s s e s  o f  

1929 and the  e a r l y  1 9 3 0 's  ca n n o t  be tak en  in to  c o n s id e r a t io n  under  the 

present fo r m u la , an d  fe w  b an ks  have  had a n y  c o n s id e r a b le  lo s s e s  in  r e c e n t  

years. The volum e o f  lo a n s  i s  a t  an a ll- tim e  h ig h  l e v e l ,  but the p r e s e n t  

formula does n o t  p e rm it  b a n k s  to  d e d u ct  fo r  income t a x  p urposes  a d d it i o n s  to 

reserves i n  an am ount b e a r in g  a sound r e l a t io n s h ip  to p ro b a b le  l o s s e s ,  based  

on past e x p e r ie n c e .

T ax  p o l i c y  s h o u ld  enco urage  a d d it io n s  to lo s s  re se rv e s  at  t h is  

time in  o rd e r  to  s t r e n g t h e n  the  b a n k in g  system  and p r o t e c t  bank d e p o s it o r s . 

The C o u n cil  w o uld  a p p r e c ia t e  any  a s s is t a n c e  w hich  th e  Board m ight f i n d  i t  

possible to g iv e  i n  w o r k in g  o ut  a fo rm u la  w it h  the  B u reau  o f  In t e r n a l  R ev­

enue w hich  w o u ld  m eet p r e s e n t  c o n d it io n s . A com m ittee o f  the  Am erican 

Bankers A s s o c ia t i o n  h a s  su g g e s t e d  a form ula  v h ic h  the  Board o f  Governors 

might f in d  h e l p f u l  i n  i t s  c o n s id e r a t io n  o f  t h is  problem .

2 .  W hat a r e  th e  v ie w s  o f  th e  C o u n c il  on the p ro s p e c tiv e  

b u s in e s s  an d  econom ic s i t u a t io n  d u r in g  the  n e x t  s i x  

m onths an d  the  p r o b a b le  changes in  the  volume o f  bank  

lo a n s  d u r in g  t h a t  p e r io d ?  W hat p ro b lem s , i f  a n y , does 

the  C o u n c i l  f o r e s e e  i n  the  s u b s t a n t ia l  growth o f  co n­

sum er and  r e a l  e s t a t e  c r e d i t  th at  has  taken  p lace?

B u s in e s s  i s  o p e r a t in g  a t  a h ig h  l e v e l ,  an d  i n d u s t r i a l  p r o d u c t io n , 

wages and p e r s o n a l  incom e a re  s e t t in g  peacetim e  r e c o r d s . Unemployment is  

low. R e t a i l  s a l e s  over  th e  co u n tr y  as a v h o le  are  good. D e s p it e  s p o t t in e s s  

in certa in  i n d u s t r i e s ,  b u s in e ssm e n  are  g e n e r a lly  o p t im is t ic  r e g a r d in g  the  

economic o u t lo o k  f o r  th e  n e x t  s i x  m onths. The C o u n c il  b e l ie v e s  t h is  

optimism i s  j u s t i f i e d .  I n  some s e c t io n s  o f  the  co untry  in  v h ic h  a g r ic u lt u r e  

is of m ajor im p o r t a n c e , and  v h e re  drouth  c o n d it io n s  nov t h r e a t e n , the con­

tinuance o f  th e  p r e s e n t  h ig h  r a t e  o f  b u s in e s s  a c t i v i t y  v i l l  depend  on the 

weather. F o r  m onths th e r e  h as  been  a g rad u al d e c l in e  in  the  p r ic e s  o f
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various b a s ic  co m m o d itie s , e s p e c ia l l y  farm  p ro du cts . These p rice  d e c lin e s  

will r e su lt  in  a d e c r e a s e  i n  farm  p urch asin g  power and w i l l  a f fe c t  some 

industries a d v e r s e l y . H o w ev er , these  p r ic e  d e c lin e s  may serve a co nstruc­

tive purpose i f  t h e y  tem per e x c e s s iv e  b u s in e s s  optimism  and r e s tr a in  i n ­

creases in  o th e r  p r i c e s .

The C o u n c il  b e l i e v e s  th at  the  present  volume of bank lo a n s , 

except for norm al s e a s o n a l  f l u c t u a t i o n s ,  w i l l  show l i t t l e  change in  the 

next s ix  m o n t h s . A l l  m embers o f  the C o u n c il  are concerned w ith  the growth 

of consumer c r e d i t .  The  d en an d s  on banks fo r  t h is  type o f  c r e d it , whether 

by finance and  sm all lo a n  co m p a n ies , r e t a i l  s to r e s , m ail order concerns, 

or d ir e c t ly  by  co n su m ers , show  no im m ediate s ign  o f abatem ent. A strong 

minority o f  the  C o u n c il  b e l i e v e s  th at  l e g i s l a t i o n  should  now be adopted 

permitting the  r e im p o s it io n  o f  R e g u la t io n  W . A m ajo rity  o f  the C o uncil is  

opposed to su ch  l e g i s l a t i o n  n o w , but fa v o rs  rev iew in g  the m atter at  a la te r  

date when dev elo p m en ts  in  th e  economy sho uld  make c le a r er  whether any l e g i s ­

lation is  d e s i r a b l e .

The C o u n c il  d o e s  n o t  b e l ie v e  p re se n t  co n d itio ns  j u s t i f y  reim posing  

Regulation X . T h er e  i s  some e v id e n c e  th a t  ho using  co n structio n  is  showing 

a tendency to l e v e l  o f f .  A  p o l ic y  o f  s t r ic t e r  and more r e a l i s t i c  a p p r a is a l s , 

not only by  t h o s e  a p p r o v in g  Governm ent- guaranteed lo a n s , but a lso  by o f f i ­

cials s u p e r v is in g  th e  s a v in g s  and  lo an  a s s o c ia t io n s , i s  h ig h ly  d e s ir a b le  

and should be  h e l p f u l  i n  r e s t r i c t i n g  the growth in  the volume o f  unsound 

real estate  c r e d i t .

3 .  Does th e  C o u n c il  have  any  comments or su ggestio n s  to make 

w it h  r e s p e c t  to  System  c r e d i t  p o l ic ie s  d u r in g  the recent 

p e r io d  and  w h at  t h e s e  p o l i c i e s  should  be in  the months 

a h ead ?

I n  v ie w  o f  the  f a c t  t h a t  bank  lo a n s  in c re a se d  more than se a so n a lly  

in the l a s t  fe w  w eeks  o f  1 9 5 2 ,  th e  C o u n c il  b e lie v e s  that the recent in cre a se  

in the r e d is c o u n t  r a t e  fro m  1 - 3 /4  per cent to 2 per cent was j u s t i f i e d .  The 

2 per cent r e d is c o u n t  r a t e  i s  a ls o  more n e a r ly  in  accord  w ith  present money 

market r a t e s .  O t h e r  th a n  i t s  p s y c h o lo g ic a l  in f l u e n c e , the in crease  in  th e  

rediscount r a t e  h ad  l i t t l e  e f f e c t .  The C o u n c il  b e lie v e s  that  no in cre a se s  

3hould be made i n  p r e s e n t  r e s e r v e  r e q u ir em e n ts , and that u n le s s  there  i s  an 

important ch ange  in  th e  econom ic  o utlo o k  the p resent  re d isc o u n t  rate  should  

be co ntin ued . I f  c o n d it io n s  i n  the  n e x t  few  months should make t ig h te r  

money d e s i r a b l e ,  t h e  C o u n c i l  su g g es ts  the use  o f  open m arket operations  fo r  

that purpose .

4 .  The B o ard  has  n o t  y e t  f i n a l l y  form ulated  it s  v iew s as to 

d e f i n i t e  reco m m en dation s  w ith  re sp e ct  to l e g is l a t io n  

d u r in g  th e  p r e s e n t  s e s s io n  o f  the Congress and would l ik e  

to h av e  th e  comments o f  the C o u n c il  as to the proposals 

t h a t  m ig h t  be  m ad e .

The C o u n c il  u n d e r s t a n d s  the F e d e r a l  Reserve System  has exhausted  

i+-s a u t h o r iz a t io n  f o r  e x p a n d in g  and m o d ern izin g  the f a c i l i t i e s  o f it s
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branches. The C o u n c il  w ould  fa v o r  l e g is l a t io n  g iv in g  the System $ 1 5  m il l io n  

to $20  m i l l io n  w it h  w h ic h  to expand it s  branch f a c i l i t i e s  to handle the 

increasing  volum e o f  b u s in e s s  o f  the System .

The C o u n c il  w ould  a ls o  favo r  le g is l a t io n  perm ittin g  the re iss u a n c e  

without p e n a lt y  o f  a l l  F e d e r a l  Reserve Notes by any o f  the F ederal Reserve 

Banks, r e g a r d le s s  o f  w h ic h  Bank issu ed  the N o te s . T h is  would save present  

costs in  s h ip p in g  N o t e s .

The C o u n c il  does  no t  know what le g is l a t io n  the Board may contem­

plate p r o p o s in g  a t  the  p r e s e n t  se ss io n  o f  the C on gress . The Council would 

be p leased  to d i s c u s s  w it h  th e  Board any  le g is l a t io n  i t  i s  co n sid ering  pro­

posing.
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THE COUNCIL  CONVENED IN  THE BOARD ROOM OF THE FEDERAL 

RESERVE BU ILDIN G  AT 2 : 2 0  P .M . ON FEBRUARY 1 6 ,  1 9 5 3 .

A L L  MEMBERS OF THE COUNCIL WERE PRESENT.

D r .  W o o d l ie f  Thom as, Econom ic A d v is er  to  the Board  o f  Governors of the  

F e d e r a l  R e se rv e  S y stem , spoke on the  su b ject  of MCurrent Money M arket 

D ev elo p m en ts” .  A c o n f i d e n t i a l  summary of the  remarks o f D r . Thomas was 

d i s t r i b u t e d  to  members o f  the  C o u n cil  a t  the  m eetin g .

T h e  m eetin g  a d jo u r n e d  a t  3 :U 5  P*M*
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ON FEBRUARY 1 7 ,  1 9 5 3 ,  AT 1 0 :3 0  A 0M 0 THE FEDERAL 

A D V ISO R Y  COUNCIL HELD A JO IN T  MEETING W ITH  THE 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

IN  THE BOARD ROOM OF THE FEDERAL RESERVE B U IL D IN G ,

W ASHINGTON , D 0 C .

A L L  MEMBERS OF THE COUNCIL WERE PRESENT. THE 

FOLLOW ING  MEMBERS OF THE BOARD OF GOVERNORS WERE 

PR ESEN T : CHAIRMAN M A R T IN ; GOVENORS SZYMCZAK, EVANS 

VARDAMAN, M ILLS  AND ROBERTS ON <, MR. CARPENTER,

SECR ETARY, AND MR. SHERMAN, ASSISTAN T  SECRETARY,

OF THE BOARD OF GOVERNORS, WERE ALSO PRESENT0

ITEM  I

C O N SIDER A TION  OF A M O D IF IC A T IO N  OF THE UNITED STATES BUREAU 

OF IN TER N AL  REVENUE REGULATION HAVING FOR IT S  PURPOSE AN  INCREASE 

I N  THE PERM ITTED  LOSS RESERVES IN  COMMERCIAL BANKS T O  AN  AMOUNT 

MORE R E A L IS T IC  W IT H  P O SSIB LE  POTENTIAL  LOSS SHOULD A SER IOU S  

BU SINE SS  D EPR ESSION  OCCUR,

Brown in t r o d u c e s  th e  new  members o f th e  C o u n c il  and  in fo rm s th e  B o ard  o f  

the names o f  t h e  o f f i c e r s  o f  th e  C o u n c il  and  th e  names o f  t h e  members o f  the  

E x e c u t iv e  Com m ittee o f  t h e  C o u n c il  f o r  1 9 5 3 o Brown re a d s  It e m  O ne  an d  th e  

answ er o f  the  C o u n c il  as  e x p re sse d  i n  the  Memorandum to  the  B o a rd  fo u n d  e a r l i e r  

i n  t h e s e  n o t e s .  He s t a t e s  t h a t  he assum es th e  Board  is  f a m i l i a r  w it h  th e  

p r e s e n t  fo rm u la  u n d e r  w h ic h  b a n k s  may s e t  up lo ss  r e s e r v e s . He b e l i e v e s  t h i s  

form ula  was s e t  up b y  M r . W ig g in s  as U n d ers ec re ta ry  o f  th e  T r e a s u r y . The  

form ula  w o rk ed  w e l l  a t  t h e  t im e . The  q u e s t io n  is  n o t  one o f  t a x  r e l i e f  b u t  i s  

p r im a r ily  a  m a tte r  o f  f u r t h e r  s tr e n g th e n in g  the  b a n k in g  sy ste m . Brow n c a l l s  

a t t e n t io n  t o  t h e  fo rm u la  w h ic h  th e  A m erican  Bankers  A s s o c i a t i o n  h as  d e v e lo p e d *

M a r t i n . T h e  B o ard  i s  p le a s e d  t h a t  t h e  C o u n c il  r a i s e d  the  q u e s t i o n . The  

Board  i s  i n c l i n e d  to  f e e l  t h a t  th e  Bo ard  s h o u ld  not r a i s e  t h e  q u e s t io n  w it h  th e  

B u reau  o f  I n t e r n a l  R e v e n u e . The Board  does not w ish  to  b e  i n  th e  p o s i t i o n  o f  

advo catin g , m easu res  w h ic h  i t  i s  th e  r e s p o n s i b i l i t y  o f  the b a n k e r s  a s s o c ia t io n s  

such  a s /A m e r ic a n  Ba nk ers  A s s o c ia t i o n  to a d v o c a t e . The B o ard  w i l l  b e  p l e a s e d  

to d is c u s s  th e  m a tte r  w it h  t h e  B ureau  o f  In t e r n a l  Revenue  at  th e  r e q u e s t  o f  

th a t  B u r e a u . M a r t in  r e p e a t s  that  th e  Board  is  p le a s e d  to h a v e  t h e  s u g g e s t io n  

and an y  s u g g e s t io n s  the  C o u n c il  has from  tim e t o  t im e .

R a y . I n  v ie w  o f  t h e  f a c t  t h a t  th e r e  have  b e en  some ch an g es  i n  the  

C o n g r e s s io n a l  Com m ittee d e a l in g  w it h  th e se  m a t t e r s , the  A m e ric a n  B a n k ers  

A s s o c ia t i o n  has  f i l e d  a statem ent  g iv in g  the h i s t o r i c a l  b a c k g r o u n d  o f  t h i s  

s u b je c t  a n d  o t h e r  in fo r m a t io n  to  th e  Com m ittee. The fo r m u la  o f  th e  

A m erican  B a n k e r s  A s s o c i a t i o n  perm its  lo ss  reserv es  up to  o n e- h a lf  o f  one 

p er  cent a n n u a l l y  f o r  t e n  y e a r s , to  a t o t a l  o f 5 p e r  c e n t .

M a r t i n  s t a t e s  t h a t  he i s  s u r e  th e  C o u n c il  a p p r e c ia t e s  th e  v i e w  o f  the  

B o a rd , w h ic h  i s  t h a t  the  re q u e st  to  d is c u s s  th e  m atter  s h o u ld  no t  go from  th e  

Board  to  t h e  B u r e a u  o f  In t e r n a l  R e v e n u e , b u t  r a t h e r  come from  th e  B u re a u  to

the B o a r d .

W a l l a c e  p o in t s  out th e  ad v a n tag es  w h ich  the  s a v in g s  a n d  lo a n  a s s o c ia t io n s  

have I n  t h i s  r e s p e c t .  S a v in g s  and  lo a n  a s s o c ia t io n s  a re  t a k in g  over  more and  

more o f  th e  s a v in g s  d e p o s it s  o f  the c o u n tr y . The b an ks  s h o u ld  b e  a b l e  to  b u i l d  

up lo s s  r e s e r v e s  e q u a l , a t  l e a s t  c o m p a ra t iv e ly , to  th o s e  o f  th e  s a v in g s  and  

lo a n  a s s o c i a t i o n s .Digitized for FRASER 
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Sm ith  s t a t e s  th at  h is  bank  h$s  set  up loss re se rv e s  i n  e x c e s s  o f  the  

fo rm u la ! S to c k h o ld e r s  may o f f e r  o b je c t io n s . I f  lo s s e s  becom e h e a v i e r , 

the a d d it i o n a l  lo ss  reserves  are  a  proper tax- free  ch arge  a g a in s t  e a r n in g s .

ITEM  I I

WHAT ARE THE VIEWS OF THE COUNCIL ON THE PROSPECTIVE BU SINESS  

AND ECONOMIC S IT U A T ION  DURING THE NEXT S IX  MONTHS AND THE 

PROBABLE CHANGES IN  THE VOLUME OF BANK LOANS DURING THAT 

P ER IOD ? WHAT PROBIEM S, I F  A N Y , DOES THE COUNCIL FORESEE I N  

THE SU BSTAN TIAL  GROWTH OF CONSUMER AND REAL ESTATE CREDIT 

THAT HAS TAKEN P U C E ? _______________________________________________________________

Brown read s  Ite m  I I  and  the co nclu sio n s  o f the  C o u n c il  as e x p r e s s e d  i n  th e  

Memorandum to  th e  B o ard* He sta te s  t h a t  the B o ard  r e c e iv e s  s t a t i s t i c s  from  

over  th e  U n it e d  S t a t e s ,  an d  i t s  s t a t i s t i c a l  in fo r m a t io n  m ust n e c e s s a r i l y  be  

more co m plete  t h a n  th e  members o f  the C o u n c il  r e c e iv e *  H o w ev e r , th e  members 

o f the C o u n c il  do  r e c e iv e  f ir s t- h a n d  in fo r m a tio n  i n  t h e i r  r e s p e c t iv e  d i s t r i c t s  

and r e c e iv e  i t  b e fo r e  the  Board  com piles i t s  s t a t i s t i c s *  I n  v a r io u s  d i s t r i c t s  

such  as M in n e a p o l is ,  D a l l a s ,  and Kansas C i t y , t h e r e  has b een  a se v e r e  d ro u g h t*  

The members from  tho se  d i s t r i c t s  f e e l  that  b u s iness  a c t i v i t y  i s  d e p e n d e n t , i n  

p a r t ,  on m o is t u r e  c o n d it io n s . I n  co n n e c tio n  w it h  bank  l o a n s , no im p o rta n t  

change i n  volum e o th er  th a n  se a so n a l  i s  exp ected  i n  the  n e x t  s i x  m o n th s . Brown 

p o in t s  out t h a t  b o rro w in g s  to  take  care  o f  in s t a llm e n t  s a l e s  o f  some o f  th e  

m a il  o r d e r  hou ses  a n d  r e t a i l  stores  a r e  in c lu d e d  in  t h e ir  r e g u la r  b o rr o w in g s  an d  

th e se  in s t a l l m e n t  s a le s  do no t  shqw up as in s t a llm e n t  c r e d it *  Brown re p o r ts  

th at  th e  num ber o f  members i n  the C o u n c il  fa v o r in g  l e g i s l a t i o n  p e r m it t in g  the  

r e im p o s it io n  o f  R e g u la t io n  W has in c r e a s e d . Brown re p o rts  a l s o  t h a t  th e  

m a jo r it y  o f  t h e  C o u n c il  i s  opposed to  such  l e g i s l a t i o n  now an d  f a v o r s  r e v ie w ­

in g  the  m a tte r  a t  a l i t t l e  l a t e r  d a t e . He a ls o  b e l ie v e s  t h a t  a  m a jo r it y  o f  

the m a jo r it y  o f  th e  C o u n c il  i s  opposed to  R e g u la t io n  wW n on p r i n c i p l e ,  as t h e y  

b e l i e v e  t h a t  the  rem edy i s  w orse  th an  the d is e a s e *  As f o r  r e a l  e s t a t e  c r e d i t s ,  

more r e a l i s t i c  a p p r a is a l s  a re  n e c e s s a r y  i n  co n n ectio n  w ith  governm ent g u a r a n ­

te e d  lo a n s  an d  w it h  th e  lo a n s  o f  sa v in g s  and lo a n  a s s o c i a t i o n s .

M a r t i n  s t a t e s  he  w o u ld  l ik e  to  h e a r  from  someone who i s  i n  th e  m in o r it y  

on R e g u l a t i o n  W .

Ho A le x a n d e r  s t a t e s  he  is  a  member o f the m in o rity *  T h e  B o a rd  has 

j u r i s d i c t i o n  over  many forms o f  c r e d i t .  T h is  is  a form  o f  c r e d i t .  T h is  ty pe  

o f  c r e d i t  comes on top  o f  a  boom . M il l io n s  of p eople  a r e  in v o lv e d *  Con­

sum er c r e d i t  ten d s  to  make a d e p r e s s io n  w o r s e . W it h  more goods to  b e  a v a i l ­

a b l e ,  consum er c r e d i t  th r e a te n s  t o  in c r e a s e  as terms become e a s i e r .

A le x a n d e r  says t h a t  he un d erstan d s  i t  i s  v e r y  d i f f i c u l t  to  p o l i c e  h un d red s  o f  

th o u san ds  o f  b u s i n e s s e s ,  b u t  he n e v e r th e le s s  b e l ie v e s  t h a t  R e g u la t io n  W  is  

d e s ir a b l e  n o w . Consum er c r e d i t  exaggerates  b oth booms an d  d e p r e s s io n s .

M a r t i n .  How do y o u  d i s t i n g u i s h  betw een  R e g u la t io n  W  and  R e g u la t io n  X?

H .  A l e x a n d e r . R e g u la t io n  X d e a ls  w ith  few er  groups and  a r e l a t i v e l y  

l im it e d  a r e a ,  an d  i n  many cases  is  not so d i r e c t l y  c o n n e c ted  w it h  bank  c r e d i t .

R o b e r t s o n . W o u ld  the  r e a l  e s t a t e  c r e d it  problem  be  s o l v e d  i f  governm ent 

g u a ra n te e s  w ere  rem oved?

H .  A l e x a n d e r  b e l ie v e s  the  a p p r a is a ls  w o u ld  be more r e a l i s t i c .

V .  A le x a n d e r  s t a t e s  t h a t  no one has lo s t  money on T i t l e  One
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Vardam an . I n  c o n s id e r in g  the  reimpositioifi o f  R e g u la t io n  W , w o u ld  you 

fo r g e t  R e g u la t io n  X ,  th e  v o lu n ta r y  c r e d it  r e s t r a in t  pro gram , an d  r e s e r v e  r e ­

quirem ents  as  in strum en ts  f o r  the  c o n tr o l  o f  c r e d i t .  Vardam an u n d e r s ta n d s  

that the  ban ks  have one- half o f  t h e  in s t a llm e n t  c r e d it  and th e  Bo ard  c o u ld  

t h e r e fo r e  re a c h  t h is  in s t a llm e n t  c r e d i t  th ro u g h  a v o lu n t a r y  c r e d i t  r e s t r a i n t  

program  and  i n  o th er  w a y s .

H» A le x a n d e r  does no t  b e l i e v e  a v o lu n ta r y  c r e d i t  r e s t r a i n t  program  w o u ld  

be  n eed ed  n o w .

Vardam an says  t h a t  he  does n o t  know w hat p ro p o r tio n  o f installm ent c r e d i t  i s  

the  r i g h t  am ount o r  w h at  p ro p o r tio n  i s  too much or to o  l i t t l e .  He p o in t s  out 

th at  in s t a l l m e n t  c r e d i t  is  a c t u a l l y  a s m a lle r  p e rce n ta g e  o f  d is p o s a b le  incom e 

now th a n  i t  has  b e en  i n  the  p a s t .  Vardam an a I s o  asks w hat p e r c e n ta g e  o f  co n ­

sumer c r e d i t  i s  an  a d d i t i o n  to  t h e  c r e d it  s t r u c t u r e , and  w hat p e rc e n ta g e  i s  

sim p ly  a d i f f e r e n t  u s e  o f  t h e  same c r e d it  s t r u c t u r e .

Ho A le x a n d e r  b e l ie v e s  t h e  Board  c a n  use  o th er  in stru m e n ts  to  c o n tro l th e  

rem ain d er  o f  the  c r e d i t  s t r u c t u r e .

W a l l a c e  re p o r ts  t h a t  F le m in g 's  id e a s  o f  the  r e a s o n s  fo r  th e  in c r e a s e  i n  

consum er c r e d i t  w ere  v ery  v a l u a b l e .

Brown r e p o r ts  th a t  F lem in g  has b e en  d e la y e d  fo r  a  few  m inutes  b e c a u se  he 

i s  a t t e n d in g  th e  p r e s e n t a t io n  o f  a  g o ld  m edal to  P r e s i d e n t  E is e n h o w e r .

F lem in g  i s  v e r y  much opposed to  re im p o sin g  R e g u la t io n  W . He b e l i e v e s  the  i n ­

c r e a s e  i n  consum er c r e d i t  is  t ie d  up w it h  th e  la r g e  volum e o f  h o u s in g  s t a r t s .  

P erso ns  who move to i n d i v i d u a l  homes i n  su burbs  need  a n  a u to m o b ile , f u r n i t u r e ,  

w a sh in g  m achines  an d  m any o th e r  a p p l ia n c e s , w h ich  th e y  b u y  on an in s t a l lm e n t  

b a s i s .  M o r e o v e r , i f  i t  i s  n e c e s s a r y  to  u se  dom estic h e lp  to  o b t a in  our p r e s e n t  

volum e o f  n a t i o n a l  p r o d u c t io n , the  ab se n ce  o f  e a s i l y  o b t a in a b le  do m estic  h e lp  

tends  to  i n c r e a s e  the s a l e  o f  a p p lia n c e s  su ch  as w a sh in g  m a c h in e s .

W a l l a c e . I f  t h e  p e o p le  a re  to  g e t  s i n g l e  ty p e  h o u s in g , th e n  a p p l ia n c e  

s a l e s  an d  consum er c r e d i t  f o l l o w .

Brown comments t h a t  some p e o p le  b e l ie v e  a perso n  has a  r i g h t  to  go i n t o  

d ebt  an d  t o  go " b u s t ” i f  h e  w i s h e s .

M a r t i n  s t a t e s  t h a t  he a g rees  up to a p o i n t , but  w onders w hat happens i f  

enough p e o p le  d e c id e  to  go broke  and th e n  "b u s t ” th e  econom y. M a r t in  b e l ie v e s  

i n  g e n e r a l  c r e d i t  c o n t r o l s , a n d  he  b e l ie v e s  th e y  a re  u s u a l l y  e f f e c t i v e .  I f  we 

are  to  h a v e  s e l e c t i v e  c o n t r o l s , t h e n  th ese  s e l e c t iv e  c r e d i t  c o n t r o ls  must be  

s e p a r a t e d  from  p o l i t i c a l  c o n t r o l s . I f  Congress i n s i s t s  on g iv i n g  th e  Bo ard  

th e  v a r io u s  ty p e s  o f  s e l e c t i v e  c r e d i t  c o n t r o l s , the B o ard  w i l l  no t  r e fu s e  to  

take  them  f o r  t h e  same re a so n  t h a t  the owner o f  a  h o u se  b u i l t  o f  s h in g le s  

w ould  n o t  d e c l i n e  f i r e - f i g h t i n g  equipm ent . W ith  u n s e t t l e d  w o r ld  c o n d it io n s , 

the B o a rd  c o u ld  no t  r e f u s e  to  take  t h is  » f i r e - f ig h t i n g  eq uip m en t” i f  i t  i s  

g iv e n  to  th e  B o a rd  b y  C o n g r e s s . H o w ever , the  Board  i s  n o t  a s k in g  f o r  t h e s e  

s e l e c t iv e  c r e d i t  c o n t r o l s .

B r o w n . (A t  t h i s  p o i n t , th ere  w ere  o ff- the- record  co m m en ts .) Brown 

b e l ie v e s  i n  R e g u la t io n  W o n ly  in  case  o f  w ar or some s e r io u s  em ergen cy .

F le m in g  b e l i e v e s  th e  trem endous m ig r a t io n  from  the  c i t i e s  to  i n d i v i d u a l  

homes i n  the  su b u rb s  has b e e n  a very  im portant f a c t o r  i n  th e  g ro w th  o f  co n ­

sumer c r e d i t .  P u r c h a s e s  o f  auto m obiles  and e l e c t r i c a l  a p p lia n c e s  o f  a l l  k in d s
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on an  in s t a l lm e n t  c r e d i t  b a s i s  have fo llo w e d *  T h is  trend  w i l l  c o n t in u e  u n t i l  

the s a t u r a t io n  l e v e l  i s  r e a c h e d . Houses in  the upper p r ic e  b r a c k e t  a re  now 

moving le s s  r e a d i l y *

R in g la n d  a g re e s  w it h  Brow n . When you im pose R e g u la t io n  W  i n  p e a c e t im e , you 

enter  a d an g ero u s  s o c i a l  a r e a .

Sm ith  ag re e s  w it h  H .  A le x a n d e r . Consumer c r e d it  i s  m oving in t o  new  a r e a s . 

I t  seems u n w is e  to c o n t r o l  th e  e n t i r e  c r e d it  s tr u c t u r e  i n  o rd er  to re a c h  one 

group .

E v a ns  r e p o r t s  t h a t  he  h a n d le d  R e g u la t io n  W f o r  a long  t im e . One o f th e  

larg e  m a n u fa c tu r e r s  o f  cars r e c e n t l y  ask ed  him  how co n cern ed  th e  B o ard  was 

about t h e  in c r e a s e  i n  consum er c r e d i t .  T h is  p a r t ic u l a r  b u s s in e s s m a n  f e l t  t h a t  

people  w ere  p l e d g i n g  t h e i r  c r e d i t  too  f a r  in to  the  f u t u r e .  The  b u s in e ssm a n  

t o ld  E v a ns  t h a t  h e  had  w elcom ed the  e n t r y  o f  th e  b a n k s  in t o  consum er c r e d i t  

f in a n c in g *  b u t  h e  was i n c l i n e d  to  f e e l  th a t  they  h ad  no t h ad  s u f f i c i e n t  e x ­

p e r ie n c e  and  w ere  t h e  ones who m ight now over- extend t h is  ty p e  o f  c r e d i t .  The  

b u s inessm a n  w a n t e d  th e  B o ard  to  in fo r m  th e  b an kers  o f  the  d an gers  i n  t h is  type  

of c r e d i t .

F le m in g  t h in k s  t h a t  most b a n k e rs  w i l l  no t  le n d  on a ca r  o ld e r  t h a n  a 19U 9  

m odel.

V .  A l e x a n d e r * Banks i n  h is  s e c t io n  are  l i v i n g  up to  R e g u la t io n  W . Many 

sm all au to  d e a le r s  a r e  s p r in g in g  up and  a re  m aking l i b e r a l  te rm s .

D a v is  t h in k s  R e g u l a t io n  W sh o u ld  be  re im p o se d .

M a r t in  sa y s  t h a t  h e  t h in k s  th e  d is c u s s io n  has b e e n  v a lu a b le *

F le m in g  a s k s  w h e th e r  th e re  i s  a chance i n  Congress now f o r  l e g i s l a t i o n  to  

be p a s s e d  on r e im p o s in g  R e g u la t io n  W .

E v a n s  r e p l i e s  t h a t  F lem ing  knows the  answ er* w h ic h  is  t h a t  i t  i s  h ig h ly  

im p r o b a b le .

M a r t i n  sa y s  t h is  w h o le  q u e s t io n  i s  in  p o l i t i c s  now . W h e th e r  i t  i s  i n  

p e acetim e  o r  w a r ,  any  r e g u l a t i o n  o f consum er c r e d it  must b e  o p e ra te d  w it h  a 

long- tim e v ie w  an d  n o t  u n d e r  p r e s s u r e s  o f  v a r io u s  k i n d s .

R i n g l a n d  a sk s  w h e th e r  most o f  the  co ntro ls  h a v e n 't  a c t u a l l y  come i n  th e  

p a st  a f t e r  t h e  harm  has b e e n  d o n e .

M a r t in  b e l i e v e s  th a t  th ey  p r o b a b ly  have i n  many c a s e s .

ITEM  I I I

DOES THE COU N C IL  HAVE ANY COMMENTS OR SUGGESTIONS TO MAKE 

W IT H  RESPECT TO SYSTEM  CREDIT P O L IC IE S  DURING THE RECENT 

P E R IO D  AND WHAT THESE  P O L IC IE S  SHOULD BE IN  THE MONTHS AHEAD?

Brown r e a d s  It e m  I I I  an d  th e  co n clu s io n s  o f t h e  C o u n c il  as e x p r e s s e d  i n  

the Memorandum to  t h e  B o ard  a t t a c h e d . He comments t h a t  the e f f e c t i v e n e s s  o f  

Open M a rk e t  a c t i v i t i e s  has b e en  dem onstrated  i n  r e c e n t  m o nths .

M a r t in  a sk s  how th e  C o u n c il  f e e l s  a b o u t  th e  p r e s e n t  l e v e l  o f  l o a n s .
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Brow n , Loans have  shown some seaso nal declin e®  S p e a k in g  fo r  h i m s e l f ,

Brown does no t  b e l ie v e  t h a t  loans  are  t  oo h ig h *

D a v is  e x p ec ts  th a t  lo an s  w i l l  tend  to  go low er i n  h is  d i s t r i c t *

H* A le x a n d e r  b e l ie v e s  bank  lo a n s  a re  g e t t in g  p r e t t y  h ig h  and t h a t  th e  w h o le  

c r e d it  s t r u c t u r e  may be  too h i g h . He th in k s  d e b t  e x p a n s io n  s h o u ld  b e  cu rb e d *

R o b ertso n  a sk s  w h eth er  th e  C o u n c il  b e l ie v e s  t h a t  F e d e r a l  R e se rv e  Sy stem  

c r e d it  p o l ic y  sh o u ld  be t ig h t e r *

H* A le x a n d e r  b e l ie v e s  i t  w ould  be d e s ir a b l e  to  hav e  c r e d i t  p o l ic y  t i g h t e r *

C h a n d le r  a sk s  w h e th er  the s e a s o n a l  d e c l i n e  i n  lo an s  s in c e  Ja n u a r y  1  has  

b een  as l a r g e  as expected®

M a r t i n ® The  s e a s o n a l  d e c l in e  has b e e n  a b o u t  w hat he  thou ght i t  w o u ld  be *

S zy m c z a k o Loans  w ent up more th an  s e a s o n a l l y  the  l a s t  f e w  w eeks o f 1 9 5 2 ,  

and th e  d e c l in e  t h e r e fo r e  s h o u ld  be  more t h a n  s e a s o n a l *  Szy m czak  a sk s  w h e th e r  

R e g u la t io n  A  s h o u ld  b e  made more r e s t r ic t iv e ®

V* A l e x a n d e r  s t a t e s  t h a t  co tto n  has  not moved a s  r a p i d l y  as u s u a l *  Banks 

i n  th e  S o u th  a r e  c a r r y in g  a  l a r g e r  p a r t  o f th e  c r o p , w h ic h  may make b a n k  c r e d i t  

and b o r r o w in g s  a t  t h e  F e d e r a l  R eserv e  Bank i n  the  d i s t r i c t  l a r g e r  t h a n  n o rm a l .

Szy m czak  s t a t e s  t h a t  one  o f th e  a d v a n tag es  o f  the  F e d e r a l  R e se rv e  Sy stem  

w ith  i t s  d e c e n t r a l i z a t i o n  i n t o  tw e lv e  banks i s  t h a t  i t  ca n  d e a l  w i t h  c o n d it io n s  

in  each  d i s t r i c t  b e t t e r .  H o w ever , he s t a t e s  t h ^ ^ b o r r o w i n g  from  t h e  F e d e r a l  

R eserv e  Sy stem  i s  a p r i v i l e g e  to  be a v a i l e d  o f /o c e s s i o n a l l y  an d  f o r  r e l a t i v e l y  

sho rt p e r i o d s .

H* A l e x a n d e r * The  F e d e r a l  R eserve  System  i s  h e re  t o  tak e  ca re  o f  s i t u a ­

t io n s  su ch  as  V a n ce  A le x a n d e r  describes®

V .  A le x a n d e r  s t a t e s  t h a t  he ju s t  w an ted  to  b e  su re  th e  p o s i t i o n  o f  th e  

so u th er n  b a n k s  i n  th e  c o tto n  a re a  was understood®

Brown e x p l a in s  t h a t  i n  C h ic ag o  i t  i s  n e c e s s a r y  f o r  the  b a n k s  to  c a r r y  

la r g e  am ounts o f  b i l l s  to  take  c a r e  o f  t h e  p e r s o n a l  p r o p e r t y  t a x  s i t u a t i o n  on 

A p r i l  I .  M any  c o r p o r a t io n s  e x p ec t  to b u y  b i l l s  to  c a r r y  them  o ver  the  A p r i l  1  

tax  d a te *  C o n s e q u e n t ly , th e  b a n k s  m ust have  e x c e p t io n a l l y  l a r g e  am ou nts  

in v e s t e d  i n  b i l l s  d u r in g  t h i s  p e r i o d .  The B o ard  w i l l  have  t o  b e  c a r e f u l  n o t  to  

rep ea t  t h e  a c t i o n  o f  th e  B o ard  i n  1 9 2 8 .  I t  w ould  seem to  be b e s t  f o r  th e  

Board  to  t e l l  th e  i n d i v i d u a l  F e d e r a l  Reserv e  banks  t o  d e a l  w it h  th e  p ro b lem  o f  

b o rro w in g  i n  t h e i r  r e s p e c t iv e  d i s t r i c t s .

R a y . The  E l e v e n t h  d i s t r i c t  s it u a t io n  i s  somewhat l i k e  t h a t  i n  V an ce  

A l e x a n d e r ’ s d i s t r i c t *  The  b an ks  have h ad  to  c a r r y  many l i v e s t o c k  l o a n s .  Ray 

exp ects  lo a n s  w i l l  p r o b a b ly  h o ld  a t  p r e s e n t  l e v e l s .

R o b e r t s o n . A r e  th e  b a n k s  bo rro w in g  b ecau se  o f t h e  E x c e s s  P r o f i t s  T a x ?

V .  A le x a n d e r  re p o r ts  t h a t  th ey  are  not b o rr o w in g  i n  h is  d i s t r i c t  fo r  t h a t  

reas on*

D a v is  u n d e r s t a n d s  th e re  may be  some b o rro w in g  i n  h is  d i s t r i c t  fo r  th a t  

re a so n ! E u t  he does no t know o f  i t  s p e c i f i c a l l y .Digitized for FRASER 
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Brown* No bank  w o u ld  a d m it  t h a t  i t  w ould  borrow  b e c a u s e  o f  the  E x c e s s  

P r o f it s  Tax_, b u t  th ere  may be  le s s  re lu c ta n c e  to borrow  b e c a u s e  o f  t h i s  t a x .

M a r t i n „ A s the C o u n c il  kno w s , th e  Board  was ask ed  b y  the  C o u n c il  to  make 

another  s t u d y  on th e  E x c es s  P r o f it s  Tax<> He asks M i l l s  to com m ent.

M i l l s  m entions  th e  B o a r d ’ s f i r s t  stu d y  on the E x c es s  P r o f i t s  T a x .  The 

Board  t h e r e fo r e  seem ed to  b e  a  l o g i c a l  agency  to  make the  s e c o n d  s t u d y . M i l l s  

rep o rts  t h a t  R o la n d  Hughes stopped  y e s te r d a y  to  d is c u s s  t h is  m a t t e r . The 

A m erican  B a nk ers  A s s o c ia t i o n  i s  p rep ared  to  support th e  q u e s t io n n a ir e  and  to  

encourage  th e  1 , 3 0 0  ban ks  who w i l l  r e c e iv e  i t  to  answ er i t .  The A m e ric a n  B a nk ers  

A s s o c ia t i o n  was co ncern ed  w it h  the  q u e s t io n  on F e d e r a l  b o r r o w in g . The  

A s s o c i a t i o n  f e l t  the  1 , 3 0 0  banks m ight f e e l  th a t  th e y  w ere  b e in g  p la c e d  i n  an  

u n fo r t u n a t e  p o s i t i o n  com pared to  o ther  banks i f  t h e y  r e p o r t e d  on t h e ir  F e d e r a l  

bo rro w in g s  and  a s t u d y  was made o f  th e  p o s s ib le  r e l a t i o n s h i p  o f  th e  F e d e r a l  

bo rro w in g s  t o  the E x c es s  P r o f it s  Tax„ I n  o ther  w o r d s , t h e s e  b a n k s  w o u l d  no t  

w is h  to  f e e l  t h a t  b y  a n sw e rin g  the  q u e s t io n n a ir e  th ey  w ere  c o n s t it u t in g  them ­

s e lv e s  a s p e c i a l  group  to  be  s t u d ie d  i n  co n n e c tio n  w it h  th e  E x c e s s  P r o f i t s  T a x  

and F e d e r a l  b o r r o w in g s . The  A m erican  Bankers  A s s o c i a t i o n  f e l t  t h a t  i f  th e  

B o ard  d i d  a n y t h in g  on th e  E xcess  P r o f it s  T a x  and  b o rr o w in g  from  the S y s t e m , t h e  

stu d y  s h o u ld  b e  a s e p a r a t e  o n e . M il l s  exp ects  the  su rv e y  to  b e  s e n t  to th e  

b anks  aro u nd  M arch  5 *

ITEM  IV

THE BOARD HAS NOT YET F IN A L L Y  FORMULATED IT S  VIEW S AS TO 

D E F IN IT E  RECOMMENDATIONS W ITH  RESPECT TO  L E G IS L A T IO N  DURING 

THE PRESENT S E S S IO N  OF THE CONGRESS AND WOULD L IK E  TO HAVE 

THE COMMENTS OF THE COUNCIL AS TO  THE PROPOSALS THAT MIGHT 

BE M ADE.

Brown r e a d s  It e m  I V  an d  t h e  co n c lu s io n s  o f  the  C o u n c il  as e x p r e s s e d  i n  the  

Memorandum t o  the  B o ard  a t t a c h e d . Brown asks w hether  th e  3o a rd  has  any  c o n t r o ­

v e r s i a l  l e g i s l a t i o n  w h ic h  i t  w o u ld  l ik e  to d is c u s s  w it h  t h e  C o u n c i l .

M a r t in  r e p l i e s  t h a t  he  b e l ie v e s  in c r e a s i n g  th e  b ra n ch  f a c i l i t i e s  i s  th e  

most u r g e n t  item  o f  l e g i s l a t i o n .

F le m in g  s t a t e s  t h a t  th e  B o ard  m ight f i n d  i t  a d v i s a b l e  to e x p l a i n  i n  i t s  

r e q u e s t  f o r  fun d s  why  i t  i s  n e c e s s a r y  to ask  f o r  $ l £  or $ 2 0  m i l l i o n ,  com pared 

to  th e  $ 1 0  m i l l i o n  r e c e iv e d  a t  an e a r l i e r  d a t e . F lem in g  comments t h a t  co sts  

have r i s e n  s u b s t a n t i a l l y .

Brown says  th a t  he un d erstan d s  th e  Bo ard  w i l l  no t  a s k  f o r  l e g i s l a t i o n  

p e r m itt in g  them  to  re im p o se  R e g u la t io n  W .

M a r t i n 0 T h a t  i s  the  B o a rd *s  p o s i t i o n .

Ray ask s  M a r t in » s  v ie w  abo ut  d o in g  so m ething  w it h  the  M i l l s  p l a n .

M a r t in  r e p l i e s  t h a t  t h is  i s  p r im a r ily  a T r e a s u r y  p ro b le m .

Ray  s t a t e s  t h a t  i t  i s  a ls o  to  a la r g e  e x te n t  th e  p roblem  o f  t h e  b a n k s .

B r o w n . The  T r e a s u r y 's  a c t io n  in  c r e d i t in g  ch ecks  o f  $ 1 0 , 0 0 0  or more to  

the T r e a s u r y 's  a c co u n t  has  h e lp e d  to  ev en  out f l u c t u a t i o n s .  Brown th in k s  th a t  

stan dby  l e g i s l a t i o n  fo r  a p o s s ib l e  v o lu n ta r y  c r e d it  r e s t r a i n t  program  m ight b e  

d e s i r a b l e .Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 35 -
F lem in g  a g r e e s , He f e e l s  th e  voluntary  cr e d it  r e s t r a in t  program was very  

h e l p f u l ,  b u t  th at  i t  i s  not som ething you can operate year a f t e r  year*

Flem ing  a s k s  w h e th er  the  Board will send to the C o un cil  in  advance copies of any 

l e g i s l a t i o n  i t  may w is h  to  p resen t  to  the C on gress ,

M a r t in  r e p l ie s  t h a t  t h e  Board w i l l  send  to the  C o uncil i n  advance copies 

o f  an y  l e g i s l a t i o n  th e  Board  may present to  C o n gress , b u t  the  Board would not 

e x p ec t  to  send  t o  th e  C o u n c il  i n  advance any testim ony i t  may make when i t  i s  

ask ed  to  comment on some l e g i s l a t i o n .

T h e  m eetin g  a d jo u rn ed  a t  12*1*8 P.Mo

THE NEXT MEETING

T h e  n e x t  m e etin g  o f the  C o u n c il  w i l l  be  h e ld  on May 1 7 ,  1 8 ,  and 1 9 ,  1 9 53 *
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