
MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

May 17, 1953
The second statutory meeting of the Federal Advisory Council for 1953 was convened in Room 736 of the Mayflower Hotel, Washington, D. C., on May 17, 1953, at 2:20 P.M., the President, Mr. Brown, in the Chair.

P resen t:
Ernest Clayton  
Henry C. Alexander 
Geoffrey S. Smith 
Robert V. Fleming 
Paul M . D avis 
Edward E. Brown 
V. J. Alexander 
Joseph F. Ringland 
Charles J. Chandler 
D e W itt R ay  
John M . Wallace 
Herbert V. Prochnow

District No. 1 
District No. 2 
District No. 3 
District No. 5 
District No. 6 
District No. 7 
District No. 8 
District No. 9 
District No. 10 
District No. 11 
District No. 12 

Secretary
A b sen t:

George Gund District No. 4
On motion duly made and seconded, the mimeographed notes of the meeting held on February 15, 16, 17, 1953, copies of which had been sent previously to the members of the Council, were approved.
A com plete 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 15,16 and 17.
The m eeting adjourned at 5:40 P.M .

HERBERT V. PROCHNOW
Secretary
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MINUTES OF THE M EETING OF THE FEDERAL ADVISORY CO UNCIL

M a y  18, 1953
At 10:00 A.M ., the Federal Advisory Council reconvened in R oom  736 o f  th e  M a y 

flower Hotel, Washington, D. C.
Present: Mr. Edward E. Brown, President; M essrs. E rnest C la y ton , H en ry  C. 

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

The Council reviewed its conclusions of the previous d ay  regarding th e  item s on  
the agenda, and sent to the Secretary of the Board of G overnors the Confidential M e m o 

randum which follows on pages 15, 16 and 17, listing the agenda item s w ith  th e  con clu sion s  
reached by the Council. The Memorandum  was delivered to  the Secretary  o f  th e  B oard  
of Governors at 11:55 A.M . on M ay 18, 1953.

The meeting adjourned at 11:40 A .M .
HERBERT V. PROCHNOW 

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

M EM O R A N D U M  TO T H E BO ARD OF GOVERNORS FROM  T H E  FE D E R A L  
AD V ISO R Y  CO UNCIL RELATIVE TO T H E A G E N D A  FOR TH E  

JO IN T  M E E T IN G  ON M AY 19, 1953

1. What are the views of the Council with respect to the prospective business situation during the next six months and the probable changes in the volume and purposes of bank loans in that period including commercial, consumer and real estate loans?

Business continues to operate at a high level, although spottiness and evidences of weakness exist in a few industries. The gross national product and personal income are at peacetime highs. Industrial production is very large, particularly in durable manufactures. The production of various nondurable goods has improved since last year. Perhaps the m ost notable increase in production over a year ago is to  be found in the automobile industry, but the present large production, combined with the large autom obile inventory both of new and used cars at retail levels, m ay cause weakness in the latter 
half of the year. D espite the large production of household durables, there is evidence 
that demand in some lines m ay not be sufficient to  absorb present output. Employm ent generally continues at record levels. Although the rate of increase in business inventories has slackened, stocks have risen to new peaks. The outlook for the agricultural industry 
depends to a considerable extent upon weather conditions in the weeks and months 
im m ediately ahead. The coal industry and prices for base m etals are depressed, with  
the probability that copper prices m ay also decline.

D espite widespread prosperity and a high rate of business activity, there is more 
general apprehension regarding the business outlook than there has been at any tim e in 
the past few years. This apprehension would tend to  intensify a downward economic 
trend, should one occur. A m ajority of the Council believes that the probability is for a 
moderate down-turn in business in the next six m onths. A m inority of the Council be
lieves that no appreciable down-turn in business as a whole will occur in this period.

The views of the Council relative to the probable trend in loans and the related subject 
of System  credit policies will be found in the answer to  Item s 2 and 3 of the Agenda.

2. W hat com m ents does the Council have to  make w ith respect to  (a) the System ’s 
credit policies in the m onths ahead, and (b) the steps that m ight be taken in 
the field of credit policy in the event of a change in the economic climate?

3. In view  of the continuing demands for credit on all types of lenders and the 
plans of business for continued need for credit, and in the light of the Treasury’s 
needs not only for refunding but for new cash during the next six months, and 
w ith bank deposits throughout the nation considerably off due to  the M ills 
Plan requiring accelerated tax paym ents by corporations, together with the 
higher bill rate (making it look likely that bank deposits will not return in 
appreciable volum e until late in the year and m any corporations m ay be tem pted  
to  place their funds in Treasury Bills rather than deposit them  in the banking
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system ) and w ith  seasonal loans rising in the Fall, the Council w ould like to  
have the v iew s of the Board and Open M arket C om m ittee as to  their v iew s on 
easing credit conditions, assum ing that bank loans will continue at present levels, 
deposits will not return to  the banking system  as rapidly as heretofore, and  
seasonal loans will in all probab ility  be superim posed on the present high loan  
level.

B ecause Item s 2 and 3 of the Agenda are closely  related, the C ouncil has treated  
them  as one item  in its answer.

W hile business loans have show n som e seasonal decline, the dem and for credit of 
all typ es— com m ercial, consum er and construction— is strong. T he C ouncil believes  
th a t th is dem and w ill continue, barring a m arked turn dow n in business, and will have  
added to  it in the la te sum m er and fall the usual seasonal dem ands w hich  m u st be m et.

In  v iew  of the present tightness in the m oney m arket, apprehension over the a v a il
ab ility  of credit, fear of m aterially  higher rates, the requirem ents of the T reasury in the  
next few m onths including a virtual certainty  of a considerable am ount of deficit financing, 
and the com ing seasonal dem and for loans, the C ouncil believes th a t som e relief should  
now  be given the m oney m arket. So long as business a c tiv ity  continues at present levels, 
relief should be given  b y  open m arket operations through the purchase o f short-term  
securities. T he rate and exten t of such relief w ould naturally  vary  from w eek to  week. 
Favorable consideration should also be given to  an early reduction in C entral R eserve  
C ity  reserve requirem ents, since such cities are the principal m oney m arkets, and a reduc
tion  there w ould have an im m ediate effect.

Should business begin to  decline, w ith  a reduction in retail sales, th e  volum e of 
bank loans w ill nevertheless continue high during the tim e required to  liq u id ate in ven 
tories. In the even t of a business down-turn, the S ystem  should ease the m on ey  m arket 
considerably. T his should be done by stepping up open m arket purchases o f short-term  
securities and b y  a reduction of reserve requirem ents for all classes o f banks. If the  
dow n-turn in business should prove tem porary and an upturn follow, sa les for open  
m arket account could be used in the first instance to  adjust the situation .

Since there is a lw ays som e lag betw een any action  of the S y stem  and its  effect on  
the econom y, action  to  relieve the situation in the m oney m arket, both  now  and in th e  
even t of a business down-turn, should not be delayed.

As a corollary to  th e  C ouncil’s suggestion that the S ystem  should now  relieve the  
tightness in the m oney m arket, the Council believes that no increase should be m ade  
now in the rediscount rate. Such an increase would largely offset the effect o f other  
System  actions.

4. The proposal is being advanced in the Congress th at the R econstruction  F inance  
Corporation be abolished and that som e arrangem ent be m ade through the  
Federal Reserve B anks or otherwise for the extension of loans, particu larly  to  
sm all business, which would not be available through th e regular banking  
channels. The Board would like to  have the view s of the C ouncil on th is proposal 
and, if thought desirable, the manner in w hich it m ight best be carried out.
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The function of a central banking system is the responsibility of dealing with the broad problem of monetary management, as it relates especially to the money supply. That important responsibility should not be confused by associating it with other functions which m ay be discharged by other agencies in the economy. If an agency is to be given authority to extend loans to small business, finance defense industries, or provide loans in times of emergency or disaster, wrhen credit may not be available through ordinary banking channels, the agency should not be connected or associated with the Federal Reserve System .

Restating the viewr it has held in the past, the Council also believes in this connection that Section 13b of the Federal Reserve Act should be eliminated.
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MINUTES OF THE M EETING OF THE FEDERAL ADVISORY COUNCIL

M a y  18, 1953
At 2:05 P.M ., the Federal Advisory Council convened in the Board R oom  of th e  

Federal Reserve Building, W ashington, D . C., the President, M r. Brow n, in the Chair.
Present: Mr. Edward E. Brown, President; M essrs. E rnest C layton , 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 . W allace, and  
Herbert V. Prochnow, Secretary. Governor Cobbold of the B ank o f E ngland w as also  
present, as well as economists associated with the Open M arket C om m ittee.

Dr. Woodlief Thomas, Economic Adviser to  the Board; Dr. R alph A. Y oung, D irector  
of the Division of Research and Statistics; and Frank R. Garfield, A dviser on E con om ic  
Research, together with members of the staff, presented a visual-audio  report on th e  economic and business situation.

The meeting adjourned at 4 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

M ay 19, 1953
At 10:32 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., and J. L. Robertson; also Mr. S. R. Carpenter, Secretary, and Mr. M erritt 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. Ringland, Charles J. Chandler, De Witt Ray, John M. Wallace and Herbert V. Prochnow, Secretary.
The President of the Council read the first item of the agenda and the conclusions of the Council as given in the Confidential Memorandum to the Board of Governors from the 

Federal Advisory Coun cil, as printed on pages 15, 16 and 17 of these minutes.
A discussion followed in which members of the Council and the Board participated*
The President of the Council read the second and third items on the agenda and the conclusions of the Council given in the Confidential Memorandum mentioned above. President Brown added that the members of the Council differ with Chairman Martin’s recent statem ent that banks should anticipate their seasonal needs. The President believes it was understood, at the time of the establishment of the Federal Reserve System, that the System  should provide funds for the seasonal needs of banks.
A discussion, participated in by members of the Board and the Council, followed.
President Brown read the fourth item on the agenda and the conclusions of the Council as stated in the Confidential Memorandum previously mentioned. A brief discussion followed.
Chairman Martin reported that the comments of the Council have been very helpful.
The meeting adjourned at 12:35 P.M.

HERBERT V. PROCHNOW
Secretary
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NOTE. This transcript of the Secretary's 
no es is not to be regarded as complete or 
necessarily entirely accurate. The trans
cript is for the sole use of the members

oi the Federal Advisory Council. The con

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

H. V. P.

The Secretary's notes on the meeting of the 

Federal Advisory Council on May 17th, 1953 at 
2 :20  P. M. in Room 736 of the Mayflower Hotel, 

Washington, D. C. All members of the Federal 

Advisory Council were present except Mr0 Gund, 

who was unavoidably absent because of illness 
in his family.

ihe Council approved the Secretary's notes for the meeting of 
February 15-17, 1953.

*  *  *  *

ITEM I

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE PROSPECTIVE 

BUSINESS SITUATION DURING THE NEXT SIX MONTHS AND THE PROBABLE 

CHANGES IN THE VOLUME AND PURPOSES OF BANK LOANS IN THAT PERIOD 

INCLUDING COMMERCIAL, CONSUMER AND REAL ESTATE LOANS?_______________

Brown asks each member of the Council to express his views on 

the business outlook in  his district.

Clayton. Production in  the district is high. Textiles have 

strengthened compared to a year ago. Bank loans are higher than last 

vear, but deposits are down. Construction may establish new records. 

Automobile sales of new cars are high. There is some pessimism in 

the used car market. Hard goods are somewhat slow. There is a possi

bility  that business may experience some decline rather quickly, but at 

the present time business is good.

H Alexander Business activity continues at a veiy high level. 

More people ar'e— mployed. Most of the increase in employment is in the 

metal working indnstiy. The apparel industries are a little better 

than a vear ago. Inventories are high in  dollars, but in relation to 
an a year g abnormal. Construction is active. The demand

present sales, a r e  not abnom Deposits in the district are

for money ^  P ^ ^ f t h e  year and also from last year. Easiness 
down since the first  oi tne ye*

generally is good.

that conditions in his district are essentially the 
Smith reports tna.u Qn and Aiexander. Business is operating

same as those r e p o r t e r  y FOods and durables are doing well. Sales 

at a high level. Bot especially good. Inventories are high in
of popular priced car^ nresent sales. Commercial loanp are down
dollars but not in relation v> P
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but th ey  have d e c l in e d  le s s  th an  s e a s o n a l ly . The M i l l s  P l a n  may have 

a lt e r e d  th e  norm al s e a s o n a l  p a t t e r n  o f  loans and d e p o s it s . Loans s h o u ld  

tend  to  ru n  o f f  u n le s s  the M i l l s  P la n  holds  them u p ,

F le m in g . B u s in e s s  g e n e r a lly  is  up everyw here i n  h is  d i s t r i c t .  O v e r

a l l  r e t a i l  s a le s  are  h i g h e r . The f u r n it u r e  b u s in e s s  i s  good i n  N o rth  

C a r o l in a , w h ic h  s t a t e  now i s  the le a d e r  i n  fu r n it u r e  m a n u fa c t u r in g . D e 

p o s it s  are  up from  a y e a r  a g o , b u t  down from  the end  o f  1 9 5 2 .  Bo rro w ings  

from  the  F e d e r a l  R eserv e  have in c r e a s e d . Demands fo r  c r e d i t  are  p r e s s i n g .  

F lem ing  has h e a r d  many o p t im is t ic  rep o rts  from b u s in e s s  le a d e r s  r e g a r d in g  

the o u t lo o k . The farm  im plem ent in d u s t r y  may have some p r o b le m s . How

e v e r , b u s in e s s  g e n e r a l l y  is  go o d .

D a v i s . B u s in e s s  i s  v e r y  a c t i v e . Employment i s  at  a  h ig h  l e v e l .  There  

are some s ig n s  o f  o v e r p r o d u c t io n . The t e x t i l e  in d u s t r y  is  b e t t e r  th a n  i t  

was a y e a r  a g o . S t e e l  and ir o n  are very  go o d . Loans are  no t as t i g h t  i n  

h is  d i s t r i c t  as t h e y  are  i n  some o t h e r s . There  is  c o n s id e r a b le  u n e a s in e s s , 

although  1 9 5 3  lo o k s  about as good now as 1 9 5 2 .

V . A le x a n d e r  b e l ie v e s  b u s in e s s  g e n e r a lly  is  good . Employment is  h i g h .  

There is  a  h e a v y  demand f o r  m oney. Consumer c r e d it  i s  u p . S m a ll  f in a n c e  

com panies h ave  ru n  out o f  m oney. The s p r in g  w e a th e r  has not b e e n  good as 

i t  has b e e n  r a i n i n g  alm ost a s o l i d  m onth. New cars  are com ing in t o  the  

d i s t r i c t  i n  l a r g e  nu m bers . A le x a n d e r  is  co n cern ed  abo u t  the  new  ca r  m ar

ket  c o n t in u in g  g o o d . The u s ed  car  m arket is  b a d . D ep o s its  a re  a  l i t t l e  

above l a s t  y e a r .  R e t a i l  trad e  i s  go o d . There is  some u n e a s in e s s  and  co n 

cern  about th e  f u t u r e .  A le x a n d e r  exp ects  the  u s u a l  s e a s o n a l  lo a n  dem and.

R i n g l a n d . B u s in e s s  is  good . There was no t  any too much snow or r a i n  

th is  w i n t e r , b u t  i n  th e  l a s t  s i x  weeks th ere  has b e en  c o n s id e r a b le  m o isture  

and the  cro p  o u tlo o k  i s  b e t t e r . D ep o sits  are  about the  same as a  y e a r  a g o . 

The d e p o s it s  o f  b a n k  co rresp o n d en ts  are down. Loans are h ig h e r  and money 

is  f a i r l y  t i g h t .  R in g la n d  b e l ie v e s  co n d it io n s  i n  h is  t e r r it o r y  w i l l  be 

about as good as th ey  were l a s t  y e a r .

C h a n d l e r . Lab o r  c o n d it io n s  are good . W ic h it a  has a  la b o r  sh o rtag e  

due to  B o e in g , but  B o e in g  has now q u it  h i r i n g .  D e p o s its  are  abou t the  

same as a  y e a r  a g o . M o is tu re  co n d it io n s  are b e t t e r  i n  the  e a s t e r n  p a r t  

o f h is  t e r r i t o r y  th an  i n  the w e ste rn  part,, The c a t t le  s i t u a t i o n  i s  no t  

s a t i s f a c t o r y  and  does no t  lo o k  h o p e fu l . In  g e n e r a l , any a g r i c u l t u r a l  

p roduct i n  h is  d i s t r i c t  t h a t  i s  not supported  by  the governm ent i s  down i n  

p r i c e .  A g r i c u l t u r a l  income i n  1 9 5 3  w i l l  p ro b ab ly  be lo w e r . Money c o n d i 

t io n s  are  r e l a t i v e l y  e a s y  i n  the d i s t r i c t  compared to  the co untry  as a 

w h o le .

R a y . B u s in e s s  i s  g e n e r a lly  good bu t  there  is  some s p o t t in e s s  due to  

the w e a t h e r . T h ere  have  b e e n  heavy  r a in s  i n  some s e c t io n s , p a r t i c u l a r l y  

in  the e a s t e r n  p a r t  o f  h is  d i s t r i c t .  The wheat s it u a t io n  i s  not good .

There are la r g e  lo s s e s  i n  the c a tt le  in d u s t r y , a ltho ugh  Ray  knows o f  no 

d is t r e s s  s a l e s .  Departm ent sto re  s a le s  are h o ld in g  up w e l l .  New automo

b i l e  s a le s  are  good , b u t  the used  car  market is  s lo w . The ” o ff- b r a n d s " o f  

cars are  no t  s e l l i n g  w e l l .  The b e t t e r  known car brands have been  do ing  

w e l l ,  b u t  in v e n t o r ie s  are  h ig h . O i l  p ro du ctio n  is  down. C o n stru c tio n  i s  

good i n  the r e s i d e n t i a l  f i e l d ,  b u t  in d u s t r ia l  co n str u c tio n  i s  down. Ray 

is  h e s it a n t  about fo r e c a s t in g  the fu t u r e , as i t  depends on w eather  c o n d i

t io n s . D e p o s its  are  dow n, compared to a y ear  ago b u t  loans  are  u p . The 

volume o f  m e r c h a n ts ’ r e c e iv a b le s  i s  h ig h . There is  a good d e a l  o f
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ap p reh en sio n  r e g a r d in g  the f u t u r e . There is  a  p o s s i b i l i t y  o f  a d e c l in e  i n  

b u s in e s s  i n  the  n e x t  s i x  months bu t  loans may go up because  o f  a g r i c u l t u r a l  

lo an  dem ands. (A t  t h is  p o in t  th ere  were off- the- record  com m ents).

W a l l a c e . Loans are  at  p eak  le v e ls  i n  the inter-mourttain c o u n t r y . 

Correspondent banks are  com ing to the la r g e r  banks fo r  h e lp  i n  c a r r y in g  

lo a n s . D e p o s it s  are  about the same as a y e a r  a g o . The S i t u a t io n  i n  the  

lead  and z in c  i n d u s t r i e s  is  not good . More n a t u r a l  gas is  b e in g  p ro d u ce d  

in  the d i s t r i c t  and some is  b e in g  ch ipped  o u t . O i l  may be brought  in t o  

the n o rth w est  p a r t  o f  the  d i s t r i c t  from Canada w ith  the r e s u l t  t h a t  in d u s 

t r i a l  developm ent w o uld  be s tr o n g ly  s t im u la t e d . I n  the  so u th ern  p a r t  o f  

h is  d i s t r i c t  t h e r e  i s  a danger o f  a sho rtage  o f  w ater  over a  lo n g  p e r i o d .  

Bu sin ess  g e n e r a l l y  i n  the d i s t r i c t  is  good and  sh o u ld  co n tin ue  a c t iv e  fo r  

the b a la n c e  o f  the  y e a r .  How ever, i f  peace sh o u ld  come i n  A s i a , there  w i l l  

p ro b ab ly  be  a r a t h e r  la r g e  d e c l in e  i n  the f r e ig h t  m oving out o f  t h is  d i s 

t r ic t  to  the  w ar a r e a .

B ro w n . C o n d it io n s  i n  the Seventh  d i s t r i c t  are e s s e n t i a l l y  s im ila r  to 

those i n  the  o th e r  d i s t r i c t s .  M a n u fa c tu rin g  i s  a t  a  h ig h  l e v e l .  The 

a g r i c u l t u r a l  im plem ent in d u s t r y  may be  fa c e d  w it h  d i f f i c u l t y ,  and there  

may a lso  be  some d e c l in e  i n  f r e ig h t  car  c o n s t r u c t io n . U sed  ca r  p r ic e s  are  

down. H ard  goods have  b e e n  m oving q u it e  w e l l ,  b u t  there  are  some e v id e n c es  

now of a l i t t l e  s lo w n ess  i n  t h is  f i e l d .  The s t e e l  in d u s t r y  i s  very  a c t iv e , 

and the  w hole  l e v e l  o f  b u s in e s s  i s  h i g h . D e p o s its  are  up from  a y e a r  a g o , 

b u t  are  down from  the  y ea r - en d . The demand fo r  consum er c r e d i t  seems u n 

l im it e d . Lo an s  w i l l  p r o b a b ly  s t a y  about where th ey  are  p lu s  the  u s u a l  

f a l l  i n c r e a s e .  ( O f f  the  re c o rd  com m ents). There is  more u n e a s in e s s  about 

the b u s in e s s  o u tlo o k  th a n  th ere  has b een  f o r  some t im e .

C h a n d le r  ask s  i f  th ere  i s  a p p reh en sio n  i n  o ther  d i s t r i c t s  among 

lead ers  i n  in d u s t r y  and  b u s in e s s  about the o u tlo o k .

F le m ing comments t h a t  the  redem ptions i n  s a v in g s  bonds have  r e c e n t ly  

e x c e e d ed  the s a l e s .

B ro w n . Some p ro d u c e r s  o f  hard  goods have cu t  b a c k  p r o d u c t io n .

V .  A l e x a n d e r . The farm ers are p e s s im is t ic . They  see  the w ages o f 

la b o r  i n c r e a s i n g w h i l e  the  p r ic e s  o f  farm  products  are  d e c l i n i n g .

D a v i s . (O ff- th e- reco rd  comments)

B ro w n . The C o u n c il  may say  th a t  b u s in e s s  g e n e ra lly  c o n tin u e s  at  a 

h ig h  l e v e l ,  bu t  th e re  i s  s p o t t in e s s  i n  some i n d u s t r i e s . P e r s o n a l  income 

and em ploym ent are  h i g h .  The C o u n c il  may a ls o  s t a t e  th a t  th ere  i s  more 

a p p re h en sio n  r e g a r d in g  the  b u s in e s s  outlo ok  th an  th ere  has b een  f o r  the  

p ast  two y e a r s .  T h a t  a p p re h en sio n  w ould  m agn ify  any d o w n turn . I n  a g r i 

cu ltu re  much w i l l  dep en d  on the w e a th e r . Brown asks fo r  a show o f  hands 

o f those  who b e l i e v e  t h a t  there  may be a m oderate dow nturn  i n  b u s in e s s  i n  

the n e x t  s i x  m o n th s . A m a jo r it y  o f  the C o u n c il  b e l ie v e s  th ere  w i l l  be a 

m oderate d o w n tu rn , b u t  the  m in o r it y  f e e l s  there  w i l l  be no a p p r e c ia b le  

downturn o f  b u s in e s s  i n  the  n ext  s i x  m onths.

W a l l a c e .  C opper  p r ic e s  w i l l  p ro b a b ly  fo l lo w  down the p r ic e s  o f  oth er  

base metalsT

Brow n. The b a se  m etals  and co a l  are d e p res se d .
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WHAT COMMENTS DOES THE COUNCIL HAVE TO MAKE WITH RESPECT TO

(a )  THE SY ST E M ’S C R E DIT  P O L IC IE S  IN  THE MONTHS AHEAD, AND

(b )  THE STEPS THAT MIGHT BE TAKEN IN  THE F IE L D  OF CREDIT 

P O LIC Y  IN  THE EVENT OF A CHANGE IN  THE ECONOMIC CLIMATE?

ITEM II

ITEM H I

IN  VIEW  OF THE C ONTINUING  DEMANDS FOR CREDIT  ON ALL TYPES OF 

LENDERS AND THE PLANS OF BUSINESS FOR CONTINUED NEED FOR C R E D IT ,

AND IN  THE L IG H T  OF THE TREASU R Y 'S  NEEDS NOT ONLY FOR REFUNDING 

BUT FOR NEW CASH DURING THE NEXT S I X  MONTHS, AND W ITH  BANK 

D EPO SITS  THROUGHOUT THE NATION  CONSIDERABLY OFF DUE TO THE M ILLS  

PLAN RE Q U IR IN G  ACCELERATED TAX PAYMENTS BY CORPORATIONS, TOGETHER 

W ITH THE H IG H ER  B IL L  RATE (MAKING IT  LOOK L IK E LY  THAT BANK 

DEPOSITS  W IL L  NOT RETURN IN  APPRECIABLE VOLUME U N TIL  LATE IN  THE 

YEAR AND MANY CORPORATIONS MAY BE TEMPTED TO PLACE TH EIR  FUNDS IN  

TREASURY B IL L S  RATHER THAN D EPOSIT  THEM IN  THE BANKING SYSTEM )

AND W IT H  SEASONAL LOANS R IS IN G  IN  THE F A L L , THE COUNCIL WOULD L IK E  

TO HAVE THE V IEW S  OF THE BOARD AND OPEN MARKET COMMITTEE AS TO 

THEIR  VIEWS ON E A SIN G  CREDIT  C O N D IT IO N S , ASSUMING THAT BANK LOANS 

W ILL  CONTINUE AT PRESENT L E V E L S , D EPOSITS  W IL L  NOT RETURN TO THE 

BANKING SYSTEM AS R A P IDLY  AS HERETOFORE, AND SEASONAL LOANS W IL L  

IN  ALL P R O B A B IL IT Y  BE SUPERIMPOSED ON THE PRESENT HIGH  LOAN LEV E L .

F lem in g  th in ks  the  F e d e r a l  R eserve  System  w i l l  have  to  buy  b i l l s  

i n  order  to  h o l d  the  money m arket where i t  i s  now* He w o uld  l i k e  to 

see the  money m arket e a s e d  som ewhat. He b e l ie v e s  i t  i s  c e r t a i n  the  banks 

w i l l  not have  the  fu n d s  to  f in a n c e  both  the  f a l l  s e a s o n a l  demands and  the 

T re a su r y  n e e d s ,

H . A l e x a n d e r . (Comments o ff- the- record , on  the  f e d e r a l  d e f i c i t )

F lem ing  s t a t e s  t h a t  f o r  the rem ainder o f  the  c a le n d a r  y e a r  

$ 2 ?  b i l l i o n  o f  m a rk e ta b le  o b l ig a t io n s  are  to  be  r e f in a n c e d .

Brown r a i s e s  th e  q u e s t io n  o f  w hether the  la r g e  volume of T r e a s u r y  

b i l l s  now h e l d  b y  co rp o ra tio n s  p re se n ts  a s i t u a t io n  com parable to the  

funds c o r p o r a t io n s  had  p la c e d  i n  the c a l l  money m arket i n  the  1 9 2 0 's ,  I f  

co rp o ra tio n s  sh o u ld  ev er  d e c id e  to  d isp o se  o f  t h e ir  T reasu ry  b i l l s ,  i t  

m ight p r e s e n t  a  m ajo r  p ro b lem ,

H .  A le x a n d e r  s t a t e s  th a t  in  February  he f e l t  money sh o u ld  b e  t i g h t 

e n ed , ” an TT ie _T e i r e v e s  t h a t  c o n c lu s io n  was c o rre c t  at th a t  t im e . H o w ever , 

the s i t u a t io n  has  now ch anged , and money is  very  t ig h t  and in t e r e s t  r a te s  

are u p . (O ff- th e- rec o rd  com m ents). He b e l ie v e s  there  is  a p o s s i b i l i t y  o f  

a downward tr e n d  i n  b u s in e s s  i n  the next  s i x  m onths. He a ls o  th in k s  the  

System s h o u ld  make money a l i t t l e  more a v a i l a b l e . He recommends lo w e rin g  

reserves  som ew hat, at l e a s t  in  New York and C h ic a g o , where money is  

e s p e c ia l l y  t i g h t .

Brow n. Assum ing  there  is  no change in  g en e ra l  c o n d it io n s , the 

System  sh o u ld  ease  the s t r a in  i n  the money market through open m arket p u r 

chases o f  sh o rt  term  i s s u e s .
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R i n g l a n d . I f  the banks are under p ressure  not to  borrow  from  the 

System , the  banks may d is r u p t  the money m arkets more by  s e l l i n g  s e c u r i t i e s  

than by  r e d is c o u n t in g .

Brow n. (O ff- th e- reco rd  comments on r e d is c o u n t in g )

H . A l e x a n d e r . (O ff- the- record  comments on r e d is c o u n t in g )

(A t  t h is  p o in t  th e re  w ere  off- the- record  comments from  a number o f  

members. )

r
F lem ing  b e l ie v e s  i t  i s  tim e fo r  the System  to reaxam ine it s  w hole  

c r e d it  p o l i c y  i n  v ie w  o f  T re a su r y  n e e d s , the  s e a s o n a l  demand fo r  bank  

lo a n s , th e  extrem e t ig h t n e s s  o f  the money m arkets and the d e c l in e  i n  b an k  

d e p o s i t s .

B r o w n . Assum ing  a c o n tin u a n c e  o f p r e s e n t  econom ic c o n d it io n s  - - the 

p re se n t  t ig h t n e s s  o f  m oney, and the u n s e t t le d  c o n d it io n s  i n  the  money 

m arket r e q u ir e  some r e l i e f  thro ugh  open m arket o p e r a t io n s . I f  b u s in e s s  

sh o uld  t u r n  dow n , the  demand f o r  loans  w i l l  co n tin ue  d u r in g  the  tim e 

r e q u ir e d  to  l i q u i d a t e  in v e n t o r i e s . I f  open m arket a c t i v i t i e s  are  in c r e a s e d , 

the System  s h o u ld  o p erate  i n  the  short- term  m arket and  not i n  the  lo n g  term  

m ark et •

F l e m in g . (O ff- th e- rec o rd  comments)

B ro w n . (O ff- th e- r ec o rd  comments)

S m it h . S in c e  a c t io n  b y  the  System  takes tim e b e fo r e  i t s  e f f e c t  is  

f e l t  i n " t h e  econom y, th e  System  sh o u ld  not h e s it a t e  too lo n g . There  is  

always a l a g  b e tw e e n  a c t io n  by  the  System  and i t s  e f f e c t *  A c t io n  sh o u ld  

be ta k en  a t  the  f i r s t  m ajo r  s i g n  o f  a  d e c l i n e .

Brown ask s  members o f  the  C o u n c il  t h e ir  v iew s r e g a r d in g  the  r e d i s 

count r a t e , and  a l l  members in d ic a t e  th ey  are  in  fa v o r  o f  no change i n  the  

r e d is c o u n t  r a t e  a t  p r e s e n t .

H . A l e x a n d e r . The r e d is c o u n t  rate  sh o u ld  not be r a i s e d  now .

B ro w n . As a  c o r o l l a r y  to the  C o u n c i l ’ s recom m endation t h a t  the 

F e d er a l  R e se rv e  System  s h o u ld  p ut  a sm all amount o f  fun ds  i n  the  m ark et , 

and , i n  th e  e v e n t  o f  a do w n turn , sh o u ld  step  up the open m arket p u rc h ases  

r a p i d l y , th e  C o u n c il  may s t a t e  that  the re d is c o u n t  ra te  sh o u ld  not be  

in c r e a s e d  now  as the p s y c h o lo g ic a l  e f f e c t  m ight be  b a d .

ITEM  IV

THE PROPOSAL I S  BEING  ADVANCED IN  THE CONGRESS THAT THE RECONSTRUCTION 

FINANCE CORPORATION  BE ABOLISHED AND THAT SOME ARRANGEMENT BE MADE 

THROUGH THE FEDERAL RESERVE BANKS OR OTHERWISE FOR THE EXTENSION  OF 

LOAN S, PAR TICULAR LY  TO SMALL B U S IN E SS , WHICH WOULD NOT BE AVAILABLE  

THROUGH THE REGULAR BANKING CHANNELS. THE BOARD WOULD L IK E  TO HAVE 

THE V IEW S  OF THE COU N CIL  ON T H IS  PROPOSAL AND , IF  THOUGHT D E SIR A B LE ,

THE MANNER IN  WHICH IT  MIGHT BEST BE CARRIED OUT.

Brown does no t  b e l i e v e  the System  sh o uld  have a n y th in g  to  do w it h  any 

o r g a n iz a t io n  s e t  up to  e xten d  lo an s  to  sm all b u s in e s s *
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W a lla c e  t h in k s  i t  m ight be ad v isa b le  to keep the R . F .  Co rath er  than 

to se t  up a n o th er  o r g a n iz a t io n .

Brown b e l i e v e s  th a t  any proposed  o rg a n iza tio n  to fin a n c e  sm all b us iness  

sho uld  n o t  be  t i e d  i n  w it h  the F e d er a l  Reserve System . The C o un cil  may 

say  th a t  i t  i s  u n an im o u sly  o f  the o p in io n  that i f  an agency is  e s t a b lis h e d  

to e x ten d  lo a n s  to  sm all  b u s i n e s s , f in a n c e  defense  in d u s t r ie s , or prov ide  

loans i n  tim es o f  em ergency  or d is a s t e r , -when c r e d it  may not be  a v a ila b le  

through  o r d in a r y  b a n k in g  c h a n n e ls , th at  agency should  not be connected  or 

a s s o c ia t e d  w i t h  th e  F e d e r a l  R eserve  System . The C o u n cil  may also  s t a t e , as 

i t  has i n  th e  p a s t ,  t h a t  S e c t io n  13b  o f the F ed er a l  Reserve Act should  be 

e l im in a t e d .

The m e e t in g  a d jo u r n e d  at £ :U 0  p . M .
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THE COUNCIL CONVENED AT 1 0  A . M . ON 

MAY 1 8 ,  1 9 5 3 ,  IN  ROOM 736  OF THE 

MAYFLOWER H OTEL , WASHINGTON, D . C . 

ALL MEMBERS OF THE FEDERAL ADVISORY 

COUNCIL WERE PRESENT.

The C o u n c il  p re p a re d  and  approved the attach ed  C o n f id e n t ia l  

Memorandum to  be  se n t  to  the  Board o f  Governors r e la t iv e  to the 

agenda f o r  th e  j o i n t  m eetin g  of the C o u n c il  and the Board on 

May 1 9 ,  1 9 5 3 .  The Memorandum was d e liv e r e d  to the Secretary  of 

the Board  o f  Governors  a t  1 1 : 5 5  A . M . on May 1 8 , 1 9 5 3 . I t  w i l l  

be n o t e d  t h a t  e a ch  ite m  o f  the agenda  i s  l i s t e d  together  w ith  

the comments o f  the C o u n c il .

The m e e t in g  a d jo u r n e d  at  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 JOIN T  MEETING 

ON MAY 1 9 ,  1953

1 .  What a re  t h e  v ie w s  o f  th e  C o u n c il  w it h  resp ect  to  th e  

p r o s p e c t iv e  b u s in e s s  s it u a t io n  d u r in g  the  next s ix  

m onths and  t h e  p r o b a b le  ch anges  i n  the volume and p u r 

p o s e s  o f  b a n k  lo a n s  i n  t h a t  p e r io d  in c lu d in g  commer

c i a l *  consum er and r e a l  e s t a t e  lo a n s?

B u s in e s s  c o n t in u e s  to  o perate  at a h ig h  l e v e l ,  a lth o u gh  sp o t

tiness  and e v id e n c e s  o f  w eakn ess  e x is t  i n  a few  i n d u s t r i e s . The g ro ss  

national p ro d u ct  and p e r s o n a l  incom e are at p eacetim e  h i g h s . In d u s t r ia l , 

production  i s  v e r y  l a r g e ,  p a r t i c u l a r l y  i n  d u r a b le  m a n u fa c tu r e s . The  

production  o f  v a r io u s  n o n d u r a b le  goods h as  im proved s in c e  la s t  y e a r *

Perhaps th e  m ost n o t a b le  in c r e a s e  i n  p r o d u c t io n  over a y ea r  ago i s  to  be 

found i n  the  a u to m o b ile  in d u s t r y , but t h e  p resen t  la r g e  p r o d u c t io n , com

bined  w ith  t h e  l a r g e  a u to m o b ile  in v e n to ry  bo th  o f  new and u s ed  c a r s  at 

r e t a il  l e v e l s ,  may ca use  w eakn ess  i n  th e  l a t t e r  h a l f  o f  th e  y e a r . D e 

spite the  l a r g e  p r o d u c t io n  o f  h o u seh o ld  d u r a b le s , t h e r e  i s  e v id e n c e  that  

demand i n  some l i n e s  may no t b e  s u f f i c i e n t  to  absorb  p re se n t  o u tp u t . Em

ployment g e n e r a l l y  c o n t in u e s  at r e c o r d  l e v e l s .  A lth o u g h  the  r a t e  o f  i n 

crease i n  b u s in e s s  i n v e n t o r i e s  h as  s la c k e n e d , stocks  have r i s e n  t o  new 

peaks. The  o u t lo o k  fo r  th e  a g r i c u l t u r a l  in d u s t r y  depends to  a c o n s id e r a b le  

extent upon w e a t h e r  c o n d it io n s  i n  th e  weeks and m onths im m ediately  ahead*

The co a l  in d u s t r y  an d  p r i c e s  fo r  b a se  m etals  are d e p r e s s e d , w it h  th e  p r o b a 

b i l i t y  th a t  co pp er  p r i c e s  may a l s o  d e c l i n e .

D e s p i t e  w id e s p r e a d  p r o s p e r it y  and a h ig h  r a t e  o f  b u s in e s s  a c t i v i t y ,  

there is  m ore g e n e r a l  a p p r e h e n s io n  r e g a r d in g  th e  b u s in e s s  o u tlo o k  t h a n  t h e r e  

has been at any  t im e  i n  t h e  p a s t  fe w  y e a r s . T h is  a p p re h en sio n  w o uld  t e n d  to  

in t e n s ify  a  dow nw ard  econom ic t r e n d , should  one o c c u r . A m a jo r it y  o f  th e  

Council b e l i e v e s  t h a t  t h e  p r o b a b i l i t y  i s  fo r  a m oderate down-turn i n  

business i n  t h e  n e x t  s i x  m o n th s . A m in o r it y  o f  th e  C o u n c il  b e l ie v e s  t h a t  

no a p p r e c ia b le  dow n- turn  i n  b u s in e s s  as a w hole  w i l l  occur i n  t h i s  p e r io d .

The  v ie w s  o f  t h e  C o u n c il  r e l a t iv e  to  the  p r o b a b le  t r e n d  i n  lo a n s  

and the  r e l a t e d  s u b je c t  o f  System  c r e d it  p o l i c i e s  w i l l  be  fo u n d  i n  th e  

answer to  Ite m s  2 an d  3  o f  th e  A g en d a ,

2 .  W hat comments d o e s  th e  C o u n c il  have to  make w it h  re s p e c t  

t o  ( a )  t h e  System * s c r e d it  p o l i c i e s  i n  th e  months a h e a d , 

and  ( b )  th e  s t e p s  th at  m ight be t a k e n  in  th e  f i e l d  o f 

c r e d i t  p o l i c y  i n  th e  event o f a change i n  the  econom ic 

c l im a t e ?
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3, In view of the continuing demands for credit on all types 

of lenders and the plans of business for continued need 
for credit, and in the light of the Treasury’ s needs not 
only for refunding but for new cash during the next six 

months, and with bank deposits throughout the nation con

siderably off due to the Mills Plan requiring accelerated 

tax payments by corporations, together with the higher 
bill rate (making it look likely that bank deposits will 
not return in appreciable volume until late in the year 
and many corporations may be tempted to place their funds 
in Treasury Bills r ather than deposit them in the banking 
system) and with seasonal loans rising in the Fall, the 
Council would like to have the views of the Board and 
Open Market Committee as to their views on easing credit 
conditions, assuming that bank loans will continue at 
present levels, deposits will not return to the banking 
system as rapidly as heretofore, and seasonal loans will 
in all probability be superimposed on the present high 
loan level.

Because Items 2 and 3 of the Agenda are closely related, the 
Council has treated them as one item in its answer,

While business loans have shown some seasonal decline, the de
mand for credit of all types— commercial, consumer and construction—is 
s t r o n g . The Council believes that this demand will continue, barring a 
m arked turn down in business, and will have added to it in the late summer 
and fall the usual seasonal demands which must be met.

I n  v i e w  o f  t h e  p r e s e n t  t i g h t n e s s  i n  th e  m oney  m a r k e t , apprehension 
over t h e  a v a i l a b i l i t y  o f  c r e d i t ,  f e a r  o f  m a t e r i a l l y  h i g h e r  r a t e s ,  t h e  r e 

q u ir em e n ts  o f  t h e  T r e a s u r y  i n  t h e  n e x t  f e w  m onths  i n c l u d i n g  a v i r t u a l  

c e r t a in t y  o f  a  c o n s i d e r a b l e  amount o f  d e f i c i t  f i n a n c i n g ,  a n d  t h e  co m ing  

se a so n a l  dem and  f o r  l o a n s ,  t h e  C o u n c il  b e l i e v e s  t h a t  some r e l i e f  should 
now be  g i v e n  t h e  m on ey  m a r k e t . So  lo n g  as  b u s i n e s s  a c t i v i t y  c o n t in u e s  at 

p re se n t  l e v e l s ,  r e l i e f  s h o u ld  be g i v e n  b y  open m ark et  o p e r a t io n s  through 
the  p u r c h a s e  o f  sho rt- term  s e c u r i t i e s .  The r a t e  and e x ten t  o f  su ch  r e 

l i e f  w o u ld  n a t u r a l l y  v a r y  from  w eek  to  w eek . F a v o r a b le  c o n s i d e r a t i o n  

should  a l s o  be g i v e n  t o  an  e a r l y  r e d u c t io n  i n  C e n t r a l  R e s e r v e  C i t y  r e s e r v e  

r e q u ir e m e n ts , s in c e  such  c i t i e s  a re  t h e  p r i n c i p a l  m oney m a r k e t s , and  a  r e 

d u c tio n  t h e r e  w o u ld  h av e  an  im m ediate  e f f e c t .

S h o u l d  b u s i n e s s  b e g in  t o  d e c l i n e ,  w it h  a r e d u c t io n  i n  r e t a i l  s a l e s ,  

the volume o f  b a n k  l o a n s  w i l l  n e v e r t h e le s s  co n t in u e  h ig h  d u r in g  the  tim e  

r e q u ir ed  t o  l i q u i d a t e  i n v e n t o r i e s .  I n  th e  event  o f  a b u s in e s s  down- turn , 

the System  s h o u ld  e a s e  th e  m oney m arket c o n s id e r a b ly . T h is  sh o uld  be done 

by s te p p in g  up open  m arket p u r c h a s e s  o f  short-term s e c u r it ie s  and by  a r e 

duction  o f  r e s e r v e  re q u ir e m e n ts  f o r  a l l  c la s s e s  o f  b a n k s . I f t h e  down-turn 

in  b u s in e s s  s h o u ld  pro v e  tem porary  and an up turn  fo l l o w , s a le s  fo r  open 

market accoun t co u ld  be u s e d  i n  th e  f i r s t  in s ta n c e  to  a d ju st  th e  s i t u a t i o n .
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S in c e  t h e r e  i s  alw ays some la g  between any actio n  of the  System 

and i t s  e f f e c t  on th e  economy, a c t io n  to re lie v e  the s itu a t io n  in  the 

money m arket, b o th  now and i n  th e  event of a b u s in ess  down-turn, should 

not be d e la y e d .

A s  a c o r o l l a r y  to  th e  C o u n c i l 's  su ggestion  that the System should 

now r e l ie v e  the  t ig h t n e s s  i n  the  money m arket, the  C ouncil b e lie v e s  that no 

increase  sh o u ld  be  made now i n  the red isco unt  r a t e . Such an in crease  

would la r g e ly  o f f s e t  th e  e f f e c t  o f  other System a c t io n s .

lw The  p r o p o s a l  i s  b e in g  advanced i n  the Congress that  the 

R e c o n s t r u c t io n  F in ance  C orp o ratio n  be a b o lis h ed  and that 

some arrangem ent be made thro ugh  the  F ed eral Reserve 

B anks  or o th e rw is e  fo r  th e  ex ten s io n  o f lo a n s , p a r t ic u la r ly  

t o  sm all b u s in e s s , w hich  w ould  not be  a v a ila b le  through  the  

r e g u l a r  b an kin g  c h a n n e ls . The Board would l ik e  to  have the  

v ie w s  o f  th e  C o u n c il  on t h i s  proposal and , i f  thought de 

s i r a b l e ,  t h e  m anner i n  w hich  it  might best  be c a r r ie d  out.

T h e  f u n c t i o n  o f  a c e n t r a l  ban king  system i s  the  r e s p o n s ib il it y  of 

dealing  w it h  t h e  b ro a d  problem  of m onetary management, as it  r e la t e s  

e s p e c ia lly  to  t h e  money su p p ly . That im portant r e s p o n s ib i l it y  should  not 

be co nfu sed  b y  a s s o c i a t i n g  i t  w it h  other fu n c t io n s  w hich  may be d isch arged  

by other a g e n c ie s  i n  t h e  economy. I f  an agency i s  to  be g iv e n  auth o rity  to  

extend lo a n s  t o  sm all b u s in e s s , f in a n c e  defen se  in d u s t r ie s , or prov ide  loans 

in  tim es o f  em ergency  or d i s a s t e r , when cr ed it  may not be a v a ila b le  through 

ordinary  b a n k in g  c h a n n e l s , th e  agency  should  not be connected  or a ss o c ia ted  

with th e  F e d e r a l  R e s e r v e  System ,

R e s t a t i n g  t h e  v ie w  i t  has  h e ld  i n  the  p a s t , the  C o uncil a lso  be

lieves  i n  t h i s  c o n n e c t io n  t h a t  S e c t io n  13b  o f th e  F ed eral Reserve Act should 

be e l im in a t e d .
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THE COUNCIL CONVENED IN  THE BOARD ROOM 

OF THE FEDERAL RESERVE BUILDING AT 

2 : 0 5  P . M . ON MAI 1 8 ,  1 9 5 3 . ALL MEMBERS 

OF THE FEDERAL ADVISORY COUNCIL WERE 

PRESENT. GOVERNOR COBBOLD OF THE BANK 

OF ENGLAND WAS ALSO PRESENT, AS WELL AS 

ECONOMISTS ASSOCIATED W ITH  THE OPEN 

MARKET COMMITTEE.

D r .  W o o d l ie f  Thom as, Economic A d v iser  to the Board , D r . Ralph  A . 

Y o un g , D ir e c t o r  o f  the  D i v i s i o n  o f R esearch  and S t a t is t ic s  and 

Frank  R . G a r f i e l d ,  A d v is e r  on Economic R esearch , together w it h  members 

o f  the s t a f f ,  p r e s e n t e d  a v isu al- au d io  report on the economic and 

b u s in e s s  s i t u a t i o n .  C o p ies  o f  the report were not a v a ila b le  fo r  

d i s t r i b u t i o n .

The m e e t in g  a d jo u r n e d  at  h P .  M .
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ON MAY 1 9 ,  1 9 5 3 ,  AT 1 0 s 32 A . M. THE 

FEDERAL ADVISORY COUNCIL HELD A JOINT  

M EETING WITH THE BOARD OF GOVERNORS 

OF THE FEDERAL RESERVE SYSTEM IN  THE 

BOARD ROOM OF THE FEDERAL RESERVE 

B U IL D IN G , WASHINGTON, D . C .

A LL  MEMBERS OF THE COUNCIL WERE PRESENT.

THE FOLLOWING MEMBERS OF THE BOARD OF 

GOVERNORS WERE PRESENT: CHAIRMAN M ARTIN ,

GOVERNORS SZYMCZAK, EVANS, VARDAMAN AND 

ROBERTSON- MR. CARPENTER, SECRETARY,

AND MR. SHERMAN, ASSISTANT SECRETARY OF 

THE BOARD OF GOVERNORS, WERE ALSO PRESENT.

ITEM I

WHAT ARE THE VIEW S OF THE COUNCIL W ITH  RESPECT TO THE PROSPECTIVE  

BUSINESS S IT U A T IO N  DURING THE NEXT S IX  MONTHS AND THE PROBABLE 

CHANGES IN  THE VOLUME AND PURPOSES OF BANK LOANS IN  THAT PER IOD  

INCLUDING COMMERCIAL, CONSUMER AND REAL ESTATE LOANS?___________________

Brown re a d s  Item  1  o f  the agenda  and the co n clu s io n s  o f  the C o u n c i l ,  

as e x p r e s s e d  i n  the C o n f id e n t ia l  Memorandum to  the  Board  a t t a c h e d . I t  i s  

a s e r io u s  q u e s t io n  w h e th e r  the p r e s e n t  annual output o f  auto m o biles  c a n  be  

s u s t a in e d , as t h e r e  i s  a p o s s i b i l i t y  o f  a d e c l in e  i n  auto m obile  s a l e s  i n  

the l a s t  h a l f  o f  th e  y e a r .  No member o f  the C o u n c il  e x p ec ts  a  s e r io u s  

downturn i n  b u s in e s s  i n  the  n e x t  s i x  m onths , b u t  a  m a jo r it y  o f the C o u n c il  

expect a m oderate  d e c l i n e .  A m in o rity  o f the  C o u n c il  b e l i e v e  th ere  w i l l  

be no a p p r e c ia b le  d o w n turn  i n  b u s in e s s  i n  the n e x t  s i x  m onths.

F lem in g  s t a t e s  t h a t  some l in e s  o f  b u s in e s s  may be  sp o tty  and th ere  may 

be some r e d u c t io n  i n  the  governm ent b u d g e t . H o w ever , the b u d g e t  w i l l  be  

u n b a la n c e d  an d  d e f i c i t  f in a n c in g  w i l l  take  p l a c e . F lem ing  se e s  no t h r e a t  

of a s e r io u s  d e c l in e *

M a r t in  sa y s  t h e r e  are  so many c o n f l ic t in g  v iew s  on the  auto m o bile  

s i t u a t io n  t h a t  he  w o u ld  a p p r e c ia te  fu r t h e r  comments on t h a t  i n d u s t r y . He 

asks -whether i t  i s  a  q u e s t io n  o f  low er  p r o f it s  to autom obile  d e a l e r s .

H .  A le x a n d e r  b e l i e v e s  t h a t  autom obile  s a le s  w i l l  d e c l in e  i n  the  

la t t e r  p a r t  o f  th e  y e a r .  A number o f  the  members o f  the  C o u n c il  r e p o r t  

that  u s e d  c a r  l o t s  i n  t h e ir  com m unities are  f i l l e d  w it h  c a r s , and t h a t  the  

used  ca r  m arket i s  b a d .

Ray r e p o r t s  t h a t  th e re  i s  ’’b o o t le g g in g ” at  a d is c o u n t  o f  new ca rs  

from u s e d  ca r  l o t s .  I t  is  not p o s s ib le  to trace  these  new ca rs  to  t h e ir  

dealer  s o u r c e . Some o f  the  d e a le r s  u n fo r t u n a t e ly  a ls o  are  i n  the  b u s in e s s  

of f in a n c in g  c a r s , an d  th e y  are about to run  out o f  m oney.

V .  A l e x a n d e r . The u s ed  car  lo ts  i n  h is  d i s t r i c t  are a ls o  s e l l i n g  new 

c a r s . Some o f  th e se  d e a le r s  have form ed a bank  i n  h is  d i s t r i c t  and are 

p ay ing  p e r  c e n t  f o r  m oney.

M a r t in  s t a t e s  t h a t  he has ju s t  had a rep o rt  from  a source  t h a t  has 

been r e l i a b l e  i n  the  p a s t ,  in fo rm in g  him th a t  d e a ler s  are  not s e l l i n g  

used  cars  as r a p i d l y  as fo r m e r ly , because  they  are H o ld in g  p r ic e s  h ig h .
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This source said  used cars would move at lower p r ic es .

Flem ing b e l ie v e s  th a t  competent bank  len d ers  are not le n d in g  on ca rs  

older than  19U 9  m o d e ls .

R i n g l a n d . U sed  car  d e a ler s  have had  i t  e a s y . Maybe we are g e t t in g  

back  to no rm al.

M a rtin  t h in k s  the p ro b ab le  tre n d  in  b u s in e s s  may be  m o d e ra te ly  dow n .

He cannot prov e  i t  s t a t i s t i c a l l y ,  b u t  th in k s  t h is  tr e n d  w ould  b e  d e s ir a b l e  

based  on a common sen se  a n a ly s is  o f  the s i t u a t i o n .  On a common sen se  b a s i s  

some dow nturn  from  th e se  h ig h  peaks seems d e s i r a b l e . V ery  few  com panies 

today have  e x e c u t iv e s  who have  had  e x p er ien ce  i n  a n y th in g  o th e r  th a n  a 

s e l l e r 's  m a rk e t . I n  th e  m odest d e c l in e  o f  19U9, i t  seem ed to him  alm o st  

everyone r a n  to the  T r e a s u r y  fo r  a s s is t a n c e . I t  m ig h t  h av e  b e e n  b e t t e r  at  

that  tim e to  have  l e t  th e  economy r u n  down a l i t t l e  m ore , and  we m ig h t  

then not have  h ad  q u it e  as s e r io u s  a  s i t u a t i o n  as we h a d  a f t e r  K o r e a .

Some do w n turn  i n  b u s i n e s s  w o u ld  p r o b a b ly  be  good f o r  b u s in e s s  no w .

ITEMS I I  AND I I I

WHAT COMMENTS DOES THE COUNCIL HAVE TO MAKE W IT H  RESPECT TO

(A ) THE S Y S T E M '£  C R E D IT  P O L IC IE S  IN  THE MONTHS AHEAD , AND

(B )  THE STE PS  THAT M IGHT BE TAKEN IN  THE F IE L D  OF C R E DIT  

P O LIC Y  IN  THE EVENT OF A CHANGE IN  THE ECONOMIC CLIM ATE?

IN  V IE W  OF THE C O N TIN U IN G  DEMANDS FOR CREDIT  ON ALL  TYPES OF LENDERS 

AND THE PLANS OF B U S IN E SS  FOR CONTINUED  NEED FOR  C R E D IT , AND IN  THE 

L IG H T  OF THE T R E A S U R Y 'S  NEEDS NOT ONLY FOR  R EFUNDING  BUT FOR NEW 

CASH D U R IN G  TH E  NEXT S I X  M ONTHS, AND W ITH  BANK D E P O S IT S  THROUGHOUT 

THE N A T IO N  C O N SIDE R A B LY  OFF DUE TO THE M IL L S  PLAN R E Q U IR IN G  

ACCELERATED  TA X  PAYMENTS BY C O R P O R A T IO N S , TOGETHER W IT H  THE H IG H E R  

B IL L  RATE  (M A K IN G  I T  LOOK  L IK E L Y  THAT BANK D E P O S IT S  W I L L  NOT RETURN 

IN  A P P R E C IA B L E  VOLUME U N T IL  LA T E  IN  THE YEA R  AND MANY CORPORATION S 

MAY BE TEM PTED  TO  PLA C E  T H E IR  FUNDS IN  TREASURY B IL L S  RATHER  THAN 

D E P O S IT  THEM  IN  THE BANKING  SYSTEM ) AND W ITH  SEA SON A L  LOANS R I S I N G  

IN  THE F A L L , THE  C O U N C IL  W OULD L IK E  TO  HAVE THE  V IE W S  OF  THE BOARD 

AND OPEN MARKET C OM M ITTEE  AS TO  T H E IR  V IEW S  ON E A S IN G  C R E D IT  

C O N D IT IO N S , A SSU M IN G  THAT BANK LOANS W I L L  CON TIN U E  AT PR ESEN T  L E V E L S , 

D E P O S IT S  W I L L  NOT  RETURN TO  THE BANKING  SYSTEM  AS R A P ID L Y  AS 

H E R E T O F O R E , AND  SE A SO N A L  LOANS W IL L  IN  A L L  P R O B A B IL IT Y  BE  S U P E R IM 

POSED  ON TH E  PR ESEN T  H IG H  LOAN L E V E L .

Bro w n  r e a d s  It e m s  2 a n d  3 o f  th e  a g e n d a  an d  t h e  c o n c l u s i o n s  o f  th e  

C o u n c i l ,  a s  e x p r e s s e d  i n  th e  C o n f i d e n t i a l  M em orandum  to  th e  B o a r d  a t t a c h e d .  

W hen th e  C o u n c i l  l a s t  m et some m embers t h o u g h t  th e  m oney  m a r k e t  s h o u l d  b e  

t i g h t e n e d ,  b u t  t h e y  n o w  b e l i e v e  th e  s i t u a t i o n  i s  f u n d a m e n t a l l y  d i f f e r e n t  

and th e  m o n ey  m a r k e t  s h o u l d  b e  e a s e d .  Brow n  s t a t e s  t h a t  t h e  m em bers  o f  

the  C o u n c i l  d i f f e r  w i t h  C h a ir m a n  M a r t i n 's  s t a t e m e n t  i n  B o s t o n  t h a t  b a n k s  

s h o u ld  a n t i c i p a t e  t h e i r  s e a s o n a l  n e e d s .  A t  th e  t im e  o f  t h e  e s t a b l i s h m e n t  

o f  the  F e d e r a l  R e s e r v e  S y s t e m , Brow n  b e l i e v e s  i t  w as  u n d e r s t o o d  t h a t  t h e  

S y stem  s h o u l d  p r o v i d e  f u n d s  f o r  s e a s o n a l  n e e d s  f o r  b a n k s .  A t  t h a t  t im e  

w h e a t  a n d  c o t t o n  w e r e  m ore im p o r t a n t  r e l a t i v e  to  th e  w h o le  e co n o m y  t h a n  

t h e y  a r e  n o w . S o y  b e a n s ,  on t h e  o t h e r  h a n d , h a v e  becom e  m ore im p o r t a n t
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than  th ^y  w ere  a t  th a t  t im e . There is  a lso  a tendency  f o r  h e a v ie r  p u r 

chases now to  take care  of Christm as b u s in e s s . There  have b e e n  changes 

over the  y e a r s  i n  the types o f  loans th a t  make up the  s e a s o n a l  p a t t e r n  o f  

banks are  to  a n t ic ip a t e  and take  care  o f  t h e ir  own se a s o n a l  re q u ir e m e n t s , 

i t  may be n e c e s s a r y  f o r  them to  s e l l  short-term  s e c u r it ie s  to  o b t a in  f u n d s .

The System  or oth er  banks  must p ro v id e  the fu n d s . E v e n t u a lly  the  System  

w ould  p r o b a b ly  b e  fa c e d  w i t h  the q u e s t io n  o f  w hether  to p r o v id e  fu n d s  

through  the  open m arket or through  r e d is c o u n t in g ,

H .  A le x a n d e r  state's th at  i n  F ebruary  he was i n  fa v o r  o f  h o ld in g  the  

money m arket t i g h t ,  and  he b e l ie v e s  i t  was the proper  p o l ic y  at th a t  t im e .

The r e s t r i c t i v e  p o l i c y  fo llo w e d  has become a very  t ig h t  money p o l ic y , no w .

He b e l ie v e s  w it h  Chairm an M a r t in  th a t  some g e n tle  tu rn  down i n  the  ecomony 

is  d e s i r a b l e .  H o w ev er , he does no t w ish  a d e c lin e  th a t  is  too  f a s t  or too 

l a r g e . Some e a s in g  o f  the money m arket is  d e s ir a b le  a t  p r e s e n t . A le x a n d e r  

hopes any dow nturn  i n  the economy w i l l  be m o d erate .

M a r t in  asks w h eth er  money i n  New York  and C hicago  i s  u n a v a i l a b l e .

Brow n . I n  C h ic a g o  money is  very  t i g h t ,  and i t  is  d i f f i c u l t  to  o b t a in .

H ,  A le x a n d e r , Money i s  not u n a v a ila b le  i n  New Y o r k , bu t  the ban ks  must 

squeeze  so m ething  to  get  money fo r  any  lo a n s . The m arket i s  very  t i g h t .  The 

New Y o rk  ban ks  have l o s t  d e p o s it *a n d  t h e ir  governm ent bond accounts  are  dow n .

Brovm g iv es  i l l u s t r a t i o n s  o f  s p e c if i c  com panies atte m p tin g  to g e t  loans 

and the  d i f f i c u l t i e s  w h ich  they  are e n c o u n te r in g .

M a r t in  s t a t e s  t h a t  he asked  the q u e s t io n  to  determ ine  -what the C o u n c il  

thought ab o u t  the d eg ree  o f  t ig h t n e s s .

F le m in g . F o r e ig n  governm ents and a ls o  Am erican  co rp o ratio ns  are  b u y in g  

T reasu ry  b i l l s  in s t e a d  o f  l e a v in g  t h e ir  d e p o sits  i n  the b a n k s , F lem ing  

b e l ie v e s  t h a t  the  M i l l s  P la n  is  a lso  c a u s in g  some d is t o r t io n  i n  the s e a s o n a l  

p a t t e r n  o f  lo a n s  and d e p o s it s .

S m it h , Many o f  those  w it h  whom he has t a lk e d  b e l ie v e  the  money m arket is  

too t ig h t  and t h a t  th e re  sh o u ld  be  some e a s in g  of the m arket . Some o f  those  

who f e e l  t h a t  the  m arket is  too  t ig h t  sta te  t h a t  a k in d  o f  "m eat a x e "  c o n tr o l  

has b e e n  a p p l i e d  to  th e  money m arket.

R a y , The co untry  banks are co m plaining  that the t ig h tn e s s  o f  the m arket 

came too  f a s t .  They  have  seen  t h e ir  bond accounts f a l l .  The p s y c h o lo g ic a l  

r e a c t io n  has b e e n  u n h e a lt h y .

Brow n . The C o u n c il  has s tr e s s e d  that  open m arket o p eratio n s  sh o u ld  ap p ly  

only  to  short- term  s e c u r i t i e s ,

M a r t i n . I s  i t  f a i r  to say  that the C o u n cil  suggests  o n ly  a m oderate 

e a s in g  of the m oney m arket and not a re v e rsa l  o f  the in t e r e s t  ra te  s it u a t io n ?

(A number o f  the  C o u n c il  members in d ic a t e d  t h e ir  agreement w it h  t h is  v i e w ) .

F lem ing  b e l ie v e s  som ething must be  done to hold  the money m arket where 

it  is  now .

D a v i s .  Money is  no t  as t ig h t  in  h is  d i s t r i c t  as i n  other d i s t r i c t s .

Many co u n tr y  banks h o ld  long-term bonds and they  com plain i f  the p r ic e s

drop . One U n it e d  S t a t e s  Senato r  has to ld  Davis  that the t ig h t e n in g  o f  the money

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



-12-

m arket has gone too f a r ,

V . A l e x a n d e r . C o tto n  was at one tim e a s e a s o n a l  b u s in e s s ; now the co tto n  

people  bo rro w  the  y e a r  ro u n d .

Brown asks  w h e th er  th e re  i s  a F e d e r a l  R eserve  p o l ic y  r e g a r d in g  b o rr o w in g  

by the member b an ks  a t  the  F e d e r a l  R eserve  b a n k s .

M a r t i n . The i n i t i a t i v e  fo r  d is c o u n t s  r e s t s  w ith  the l o c a l  F e d e r a l  R eserv e  

b a n k s , b u t  i s  undfer the  g en e ra l  s u p e r v is io n  o f the Bo'ard. I f  the d isc o u n t  

rate  is  a  p e n a l t y  r a t e ,  th e n  we have not had  a p e n a lt y  r a te  fo r  a lo n g  t im e .

In  the  p r o c e s s  o f  f r e e i n g  the m ark et , we have no t  s e t  up a se t  o f  r u l e s .  I f  

the d is c o u n t  w in do w  is  a r i g h t  and not a p r i v i l e g e ,  th en  we sh o u ld  exam ine th e  

re d is c o u n t  r a t e  more c a r e f u l l y  th an  has b e e n  do n e .

B ro w n . The statem en t  o f  Chairm an M artin  t h a t  the banks sho uld  a n t ic ip a t e  

th e ir  s e a s o n a l  need s  h as  u p se t  the t h in k in g  of a  number o f b a n k s .

M a r t in  s t a t e s  i t  i s  a good id e a  to  b r in g  th ese  m atters up fo r  d i s c u s s i o n .

R in g la n d  comments t h a t  a b an k  cannot always a n t ic ip a t e  s e a s o n a l  n e e d s , 

and he d e s c r ib e s  a s i t u a t i o n  i n  w h ic h  h is  bank  c o u ld  no t  a n t ic ip a t e  se a s o n a l  

n e e d s .

R o b e rts o n  r e p l i e s  th a t  th e  v iew s o f  Chairm an M a r t in  d id  no t r u le  out 

ta k in g  care  o f  a  s p e c i a l  s i t u a t i o n  such as R in g la n d  d e s c r ib e s .

M a r t in  does not b e l i e v e  t h a t  i t  w ould  b e sound to have a c o n d it io n  i n  

w hich  banks  gave no c o n s id e r a t io n  to a n t ic ip a t in g  t h e ir  se a so n a l  n e e d s .

Bro w n . I f  the b a n k e r s  are  to take care  o f  t h e i r  se a so n a l  n e e d s , they  

w i l l  have  to  s e l l  governm ent s e c u r it ie s  to  the System  or to  o th er  b a n k s .

R o b e r t s o n . I f  th e r e  is  to  be  any e a s in g  i n  the money m arket, sh o u ld  i t  

be th ro u g h  open m ark et  a c t i v i t i e s ,  thro ugh  re d u c in g  reserv es  i n  the  c e n t r a l  

reserv e  c i t i e s ,  o r  r e d u c in g  re se rv e s  in  a l l  c i t i e s ?

Brown s t a t e s  t h a t  the C o u n c il  has commented on t h is  m atter i n  i t s  an sw er , 

s t a t in g  t h a t  tem porary  e a s in g  sh o u ld  be through  open m arket o p e r a t io n s . The 

C o u n cil  has  a_Lso s t a t e d  th a t  fa v o r a b le  c o n s id e r a t io n  sh o uld  be  g iv e n  to  an  e a r l y  

r e d u c t io n  i n  c e n t r a l  r e s e r v e  c i t y  reserv e  re q u irem e n ts . I n  the event o f  a 

b u s in e s s  d o w n tu rn , the  System  s h o u ld  ease  the money m arket c o n s id e r a b ly  by  

step p ing  up  i t s  p u r c h a s e s  o f  short-term  s e c u r i t i e s , and by  r e d u c in g  reserv e  

requirem ents  f o r  a l l  c la s s e s  o f  b a n k s .

ITEM IV

THE PROPOSAL I S  BEING  ADVANCED IN  THE CONGRESS THAT THE RECONSTRUCTION 

FINANCE CORPORATION  BE ABOLISHED AND THAT SOME ARRANGEMENT BE MADE 

THROUGH THE FEDERAL RESERVE BANKS OR OTHERWISE FOR THE EXTENSION OF 

LOAN S, PARTICULARLY  TO SMALL BUSINESS , WHICH WOULD NOT BE AVAILABLE 

THROUGH THE REGULAR BANKING CHANNELS. THE BOARD WOULD L IK E  TO HAVE 

THE V IEW S OF THE COUNCIL  ON TH IS  PROPOSAL AND, IF  THOUGHT DESIRABLE ,

THE MANNER I N  W H IC H  I T  MIGHT BEST BE CARRIED OUT.

Brown re a d s  Item  U o f  the  agenda and the co nclu sio n s  o f  the C o u n c il , as 

expressed  i n  the  C o n f id e n t ia l  Memorandum to the Board a tta c h e d . I t  would be 

u n fo rtu n ate  p o l i t i c a l l y  fo r  the System  i f  i t  had to adm in ister  an o r g a n iza t io nDigitized for FRASER 
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established to  make lo an s  to sm all b u s in e s s , or to  exten d  c r e d i t  f o r  e m erg en cy , 

d is a s t e r , or d e fe n s e  p u r p o s e s . There may be d i f f e r i n g  v iew s  i n  the C o u n c il  

on the q u e s t io n  o f  w h eth er  to  a b o l is h  the R e c o n s tr u c t io n  F in a n c e  C o r p o r a t io n , or 

to continue  it  and cut  i t  down to  s i z e  fo r  such  purposes as d i s a s t e r  or em ergency  

or other types o f  l o a n s , in c l u d i n g  those  to sm a ll  b u s i n e s s .

F le m in g . I f  an  o r g a n iz a t io n  to exten d  sm all  lo a n s  is  ev er  c o n n e c te d  w i t h  

the F ederal R eserv e  Sy stem , the p o l i t i c a l  r a m if ic a t io n s  in v o l v in g  th e  Sy stem  may 

be very  g r e a t .

W a l l a c e . On  the m atter  o f  e a s in g  c r e d i t ,  the b a n k in g  system  s h o u ld  

probably  have  a p e r io d  to  d ig e s t  w hat  has taken  p la c e  i n  r e c e n t  m onths i n  the  

in terest  t r e n d  and the  m oney m a rk e t . From the s t a n d p o in t  o f th e  w hole  s i t u a t i o n ,  

it  m ight be  a d v is a b le  no t  to e l im in a t e  th e  R e c o n s t r u c t io n  F in a n c e  C o r p o r a t io n  a t  

presen t .

R o b e r ts o n .  Does the  C o u n c il  f e e l  the governm ent sh o u ld  make lo a n s  to  

one sm all b u s in e s s  to compete w it h  an o th er  p r i v a t e l y  owned and  f i n a n c e d  s m a ll  

business?

Brown s t a t e s  he does not fa v o r  such  l o a n s .

V .A l e x a n d e r . W h e th er  we l i k e  the RFC or n o t ,  p o l i t i c a l  p r e s s u r e s  w i l l  b e  

very stro ng  f o r  i t .

R o b e r t s o n . The Bo ard  canno t  t e l l  C ongress t h a t  i t  does n o t  fa v o r  an  

o r g a n iza t io n  to  e x t e n d  lo a n s  to  sm all  b u s in e s s  b e c a u s e  o f p o s s i b l e  p o l i t i c a l  

p re ssu re s . W hat o th e r  reaso n s  are  th e re  a g a in s t  the p r o p o s a l?

Brown. The fu n d a m e n ta l  r e a s o n  a g a in s t  the  p r o p o s a l  i s  t h a t  the F e d e r a l  

Reserve System  h a s  a  p r im a r y  and more im portant f u n c t io n , w h ic h  is  m onetary  

management. T h is  f u n c t i o n  m ust not be  co n fu s ed  or co m p lica te d  by  a s s o c i a t i n g  

i t  w ith  o th e r  f u n c t i o n s .

R o b e r t s o n . Then y o u  s t a t e  t h a t  any  other agency  sh o u ld  be s e t  up s e p a r a t e l y  

and su cceed  or f a l l  on i t s  own and n o t  be  co n fu sed  w it h  the S y s t e m 's  r e s p o n s i b i l i t y  

Is there a n e e d  fo r  e q u it y  or d e b t  c a p i t a l  f o r  sm all  b u s in e s s ?

Brown s t a t e s  t h a t  i t  i s  n o t  the b u s in e s s  o f  governm ent to  p r o v id e  e q u it y  or 

debt c a p i t a l .  Brown t h in k s  th e  t a x  system  now te n d s  to p r e v e n t  th e  grow th  o f  

small b u s i n e s s .

M a r t in  r e p o r t s  t h a t  the  comments o f  the C o u n c il  have b e e n  v e r y  h e l p f u l .

H . A le x a n d e r  s t a t e s  t h a t  he w o uld  l ik e  to add  an  a d d i t i o n a l  comment r e g a r d in g  

r e se rv e s . He b e l i e v e s  th a t  b e fo r e  going  too fa r  w ith  open m arket  o p e r a t i o n s , 

reserve re q u ir em e n ts  sh o u ld  be re d u c ed . A le x a n d e r  th in k s  t h a t  New Y o rk  and 

Chicago e s p e c i a l l y  n e e d  some r e l i e f .  He w ould  not be  i n c l i n e d  to  w a it  too  lo n g  

before r e d u c in g  r e s e r v e  r e q u ir e m e n t s .

Ray a g rees  and  ca n  see  no re a so n  fo r  c e n t r a l  r e s e r v e  c i t y  r e s e r v e  r e q u ir e m e n ts  

being-h ig h e r  t h a n  r e s e r v e  c i t i e s .

Sm ith a g r e e s .

Gund a g r e e s .
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Alexander. The occasion may be here soon for doing something about 
reserves.

The meeting adjourned at 12:35 P.M.

The next meeting of the Council -will be held September 13} Iii and 15, 1953*
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