MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 13, 1953

The thir d sta tutorl%;I meetlng of the Federal AdV|so[5y Counml for 1953 was co nvened
in_ Room 103 of ayflower Hotel, Washington Septemper 13, 1953, at
2:20 P.M., the President, Mr Brown, in the Chair.

Present:

Ernest Clayton District No. 1

Henry C. Alexander District No. 2

Geoffrey S. Smith District No. 3

George Gund District No. 4

Rabert 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 Witt Ray District No. 11

John M. Wallace District No. 12

Herbert V. Prochnow Secretary

On motion duly made and seconded, the mimeographed notes of the meeting of the
Council held on May 17, 18 and 19, 1953, copies of wiich had been sent previously to the
members of the Council, were approved.

A comé)lete list of the |tems 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 page 22 and 23 of these minutes.

The meeting adjourned at 5:05 P.M.

HERBERT V. PROCHNOW
Secretary
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 14, 1953

flowepr‘t 8tgPA ashltnhgetFed%a}{Adwsory Council reconvened in Room 1032 of the May-

Present; Edward. rown, Presi n Messrs, Ernest_Clayton Henr
I%@gg 9 engR%ing él]z é rlecsauj1 dSCdt%O Qf g;Der—sk?\yntltn q?aya .r &0 BIaV\R/a llace,
and Herbért rochno ecreta

he C uncil revi we its conclusions of the

reyious day regarding the items on the
agen aan sent tot ssistant Secretary of t R \éoard o¥ éo%ernop the confideptial

emoran m ar O overnor, om era I1sor oun WhICh floellTOWS
M ages 27 andﬂi@ n 1iﬁ;e agen affi\emsth\TvEﬁdcon'c usion yreﬁcEea by the. Council
Memoran ﬁ %@ ot ssistant Secretary 0 the oar Governors
2noon on eptem er
The meeting adjourned at 11:45 A.M.

HERBERT V. PROCHNOW
ecretary
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CONFIDENTIAL

MEMORANDUM TO THE BOARD OF GOVERNORS FROM THE FEDERAL
ADVISORY COUNCIL RELATIVE TO THE AGENDA FOR
THE JOINT MEETING ON SEPTEMBER 15, 1953

1. What are the views of the Council with respect to the prospective business
srtHatron durmg the next 3 to 6 months aHad the probable changes in the volume
purposes of bank loans in that period?

Bu3| ess a]ctrvng in the last f months has hel%at hr%h Iev&els Consumerdncome
d sp en ave Deen ma|nta|ne Unemployment has remained ver ustria
Rro?uctlon has been h| BlsposaBIe ers na meome ﬁs been Iargre The number of
ontarm housin starts een substa t|a Retail sa es ave compared favorab with
those of 1952. However, |mpre55|ve as the factors are which now suglport the econom
some significant weaknesses have become apparent. For example large farm surp uses
are already creating serious problems, which will increase in the next few months. Farm
Prrces and’ farm income haye fallen, accompanied by a very severe decline In the sale of
arm machinery. Steel production has bequh to turn’ downward, and imdications are that
it will decline_ considerably hy the end of the year. Productjon of household appliances
and automobiles Is oytrunning demand. Busihess inventories in many lines have ac-
cumulated beyond desirable levels.

The Council believes that the peak of the boom has passed and that in the next three
to six months the course of business will be moderately downward.

This_Fall the bankrn% system will exPerlence the usual seasonal demand for credit,
but the Council believes the increase in the total volume of bank loans will not be as
reat as it was in 1952, Should business activity decline in the next few months, as the
ouncyl anticipates, the t|me necessary for the liquidation of excess inventories will tend
to maintain temporarily the volume of bank loans.

2. What comments does the Council have to make with respect to the System’s
recent and_current credit policies, and what modifications 0f those poIrcres does
the Council believe might be desirable during the balance of the year?

The Council thinks the Board’s actions in the last few months.in grvrng relief to the
money market, both by open market ogeratrons and bh/ the reductron In reserve require-
ments, were hrghly constructlve The Board’s policy eIRed stapilize the economy at a
time when th e{noney market had become unduly tignt, and materially helpéd the
Treasury in 1ts financing.

As stated in the answer to the first item of the agenda, the Councrl bellevef that the
Peakoft e hoom hasg)asse an that a moderate d ow %rd trend |n usrnesswrl ontinue
or a time. In view of this e|e the money market should not he e?t s0 tight as to
accelerate the decline in busrness "but sh uld be easeg In the direction o mode (atln g the
decline. On the other hand mone shou not be made so easy as to create the antier of
further inflation. 1f the decline in busrness activity is not oo severe the Council believes
that open market operations would be adequate to meet the situation. If, contrary to the
expectations of the Council, the rate of business decline threatens to accelerate sub-
stantially, the Council believes the Board should again reduce reserve requirements.
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

September 14, 1953
20 PM F | A I the B R t
Federatl ?Regerve Bumf Ing, - rgshrndg\ﬂ)sr? ryDCCO.L,mtﬂe %’Orre\slreorlleer%jt,l?\/lr eer(?v%d |n0ﬂrm ararhre

Aexzfnr gent e’v} re %R |tE rc?rW Q GllDr F veleErr? » %Ilaﬁon Henr
e an er ose i and IesJ er De |ttnBa% i aée and
er ert V. now retary

Dr. Woodlief ;Tho conomic Advisor tp the Board .of G vern r. Ralph

Director of t[P nBrs ISEOH grn ﬁesearcrsr dQ Statr t?cs of the oar erno S,

%nti er mem erlcé oar esen rid avrsua -audio rep ﬁ]on he angrng

tructure”. Each member of the ouncil was given acopyo the report.

The meeting adjourned at 3:35 P.M.

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

September 15, 1953

conferergce of the Fe eerlgl ‘%dmso%ar d uncil and the B[gard 0[

At 10:3
eserﬁe ystem was oom of the Federa

M or t
Gatoi e Sl
Present: Members of the Board of Governors of the Federal Reserve System:
t J M. S S CR.M. J
\Fararrman /-QYA h w |n rngojlemoﬁobertsonzyms%a%\/lr. Merﬁ\t/ta%herﬁrrg%?
Assrstant ecr’etaryo the Board of Goverfiors.
Present Members of the Federal Advisory Council;
E Brow Ernes Ca Henr Aexan er
il SR by S A
Eoesoe dGCor fles 3. Chiandler |ttnﬂ John aYIaée and er aenrt
now, re ary
he President of the Council read the first item on the agenda and the conclusions of

the Council as given IN the confidential Mem and Board of Governors
Federﬁ\)hAdvdsory council aS prlntea on page d“)213 Ofthﬁese minutes. rle{ (TISCUS

sion followe

r(f ident B(rown hen read the second item on the agenda, and the conflusrons
reach Iy é ounc'v| as e>g resse In t he nfldentlal TM mor ndu preyiously men-
ti ne hairman Mart m I

gestrgn ISCUSSIOH oflowe on re ative merrt?

conu?| g reserve requirements co ared to open market operations as Instruments 0

PrFsrdent Brown then read the éhrrd item on the agenda and thﬁ (ﬂrcluarons of the
CounCI aS expressed In t e attaChe Confidential Memorandum 0

Chairman Martin stated that the Board does not hav legislative propgsals a
resenth ut It wri\ epie aed to discuss any contemplatede le ?/slatgon wrthp p&ouncr[

ent e proposals arerea

An ex gnéi grscussron fo(Jowed much of it off-the-record, in which members of the

Council and Board participate

The meeting adjourned at 12:18 P.M.
HERBERT V. PROCHNOW
ecretary
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NOTEi This transcript of the Secretary’s
notes is not to be regarded as complete or
necessarily entirely accurate. The trans-
cript is for the sole use of the members
of the Federal Advisory Council, The con-
cise official minutes for the entire year
are printed and distributed later.

Ho Vo P,

The Secretary’s notes on the meeting of the
Federal Advisory Council on September 13-15, 1953,
at 2s20 po wo Iin Room 1032 of the Mayflower
Hotel, Washington, D, CG AIll members of the
Federal Advisory Council were present*,

The Council approved the Secretary's notes for the meeting of
May 17-19, 1953.

ITEM 1

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE PROSPECTIVE
BUSINESS SITUATION DURING THE NEXT 3 TO 6 MONTHS AND THE PROBABLE
CHANGES IN THE VOLUME AND PURPOSES OF BANK I,PANS IN THAT PERIOD?

Brown reads the three items on the agenda and asks Clayton,
representing District 1,to comment on Item | of the agenda*

ClaytonOBusiness in New England continues at a high level after
the usual summer slowdown, but there are no significant indications of
any higher level being reached. Opinion is divided regarding a decline
before the year end or a continuance on a high plateau. Some who see
no decline this year are looking for one in the first quarter of 195U»
Concern over automobile sales is general; new car sales in Massachusetts
in August were 50 per cent ahead of 1952, about 25 per cent ahead of
1951, but only 2 per cent ahead of 1950, Dealers are having to work
harder to dispose of used cars? and many believe that this is the bell-
wether to a business decline. Business loans declined very slightly
in recent weeks, but are still 11 per cent ahead of a year ago. Loans
to finance companies are contributing materially to the high loan level.
No real runoff is expected soon. The collection of receivables has
slewedo Inventories are high, but not dangerously high in relation to
sales to date. Some believe that a quick turn could come with surpluses
developing almost over—-night. If some borrowers decide to get out of
debt while the getting is good, the idea is apt to spread like wildfire*

H. Alexander. Business continues good in the Second District,
Employment is high. Defense industries are down slightly. Retail sales
have been good, but department store sales are showing a moderate decline.
Many employers expect good business this fall. Total construction volume
is holding steady. Farmers have had lower prices but larger crops, and
farm income is quite good. There has been some buildup of inventories
of manufacturers. Cotton textile business is improved, but the rayon
industry is down. The New York Federal Reserve describes the situation
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9.

as no longer one of a balance between inflation and stability, but one

of a contest now between stability and deflation,. The aggregate demand
for goods has not expanded in relation to production. There will pro-
bably be less demand for bank credit this fall than a year ago. consumer
credit will probably be smaller than in 1952. The limit on credit ex-
pansion this fall will be the demand, instead of the supply of credit as
it has been in the immediate past. Alexander believes that business
activity will tend to decline in the next few months. The steel situation
is easing now. Stocks of durable goods are increasing.

Smith. Conditions in District Three are similar to those in the
Second District. Business as a whole is good. The used car market 1is
slow. Inventories are high and loans at banks are high. Smith states
that, in general, business conditions in the Third and Second Districts are
about the same.

Gund. The outlook in the Fourth District is for moderately lower
business activity in the next few months. There has been a decline in
government orders. New plant and equipment expenditures will probably
decline| private home starts are down. Gund states that he endorses
the Federal Reserve policy of buying short term obligations to ease
credit, if necessary.

Fleming. Business in the Fifth District is good, except the agri-
culture industry has some problems. Construction activity continues
about the same, but houses in the higher priced brackets are not moving
readily. The textile industry is good. In the city of Washington there
has been a reduction of about 18,000 persons in government personnel and
department store sales are down as a result. Telephone installations in
Washington are also lower. The Fifth District, as a whole, has no un-
employment. Bank loans are up.

Daviso Business is generally good. Employment is high. The con-
struction industry continues strong. Telephone installations are high.
Retail sales continue at good levels. The demand for credit will
probably not exceed the normal seasonal demand this fall. There is some
pessimism about 195U«

V. Alexander. In the Eighth District, the situation is not too
different from the national picture. Consumer income and spending have
been maintained, and employment is good. Only construction is off and
this not too greatly when the government atomic energy spending is
eliminated from the base period (last year). So far this year consumer
spending at department stores has been maintained at a slightly higher level
than during 1952* Sales slackened in July. Modest gains for the re-

mainder of the year are anticipated by most department store executives.
Sales for 1953 are expected to total slightly larger than in 1952.

In the first eight months, employment remained at substantially
higher levels than a year earlier in the District's metropolitan areas.
However, in July and August, slackening of demand in some areas narrowed
the rate of increase over last year. Construction activity has been at
a lower level than last year because of partial completion of a number
of major projects and work stoppages. The value of total construction
contracts awarded in the District in the first seven months of this year
was Ih per cent lower than in the same period last year. Residential
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building awards wBre down 18 per cent, while other awards were down

ill per cento Manufacturing productivity has been well ahead of a year
ago when the nation-wide strike caused some disruption® Two continuing
weak spots in the District’s nondefense industries have been whisky and
coal* These industries have been in a period of declining production

for some time. Distillers became badly overstocked as they built up

inventories anticipating cutbacks during the Korean war* These inven-
tories are still far above normal r even though only from one-fourth
to one—half of the distilleries have been operating in Kentucky, prices

have continued to be depressed* Coal has suffered from increasing sub-
stitution of other fuels* Mine output has been running about one-sixth
less than a year ago* During June, July, and August the demand for
credit at Eighth District member banks by businesses and consumers was
fairly strong* Business loans, usually down at this time, rose

$10 million at weekly reporting banks in the District* Sales finance
companies made sizable net repayments, reflecting in part financing in
the capital market* ”"Other*1l (largely consumer) loans were up for the

three months but the growth was less than for the corresponding three
months in 195>2, which immediately followed the lifting of Regulation W*
Total deposits rose from the end of May through August at District
member banks. Most of the increase was in deposits of the United States
government| however, savings accounts also rose substantially*

Fleming* (Off—the—record discussion)

Ringland * Conditions in the Ninth District are generally good*
Crop prospects are excellent, although the wheat crop is off somewhat;
storage space is tight* Bank deposits are holding up* Farm income is
down. Correspondent bank deposits are off somewhat. Retail sales for
the year are up, but there has been some decline recently, partly due
to very hot weather* |If retail sales continue slow, the stores will
probably curtail buying* Inventories have accumulated.The economy of
the District depends in a large measure on agriculture. Some automobile
dealers have very large stocks and are making little money; some actually
have losses* Bank loans are above a year ago* The increase in bank
loans this fall will probably be only seasonal* Despite soft spots,
business generally looks good*

Chandlero Farm income over the country is off about 6 per cent.
Retail sales "in the Tenth District are below the national average* The
machinery business is very slow. Consumer credit has shown a small
decrease in recent weeks* Moisture conditions are somewhat better*
Residential starts are down. Employment is good. Crude oil stocks are
up considerably. As a whole, the District is in good shape, considering
the amount of moisture*

Ray. Business is good notwithstanding the drought. Department
store sales are above a year ago* There is no unemployment* Housing
starts are lower, especially in high priced houses* The cattle industry
has had problems, but the big cattle farmer was not seriously hurt. The
"d:ru* store” cowboys, those who had a half-dozen cattle as a hobby, have
been shaken out. Oil production and drilling are down* Bank deposits
are about 7 ner cent higher than a year ago and loans are U per cent
higher than last yearo The increase in bank loans this fall will prob-
ably not be as great as last year* The automobile business is off
substantially. New cars, except Cadillacs, are available at a discount.
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Air—conditioned cars will be in strong demand in the South in the future.
Although we seem to be headed for a moderate decline in business generally,
the merchants think department store sales for Christmas may be better
than a year ago. In general the District is in good shape* If the cotton
crop goes into the government loan, bank loans may actually declineD

Wallaceo The overall situation in the district appears to be strong,
and gains in industrial activity have been above the national average®
There has been weakness in the lumber industry* There have been some cut-
backs in Federal jobs as the West has been the supply point for United
States activities in the Orient* There has also been some slowdown on

the part of labor,, Business for the rest of 1953 will probably be quite
good. In the early part of 195u3 the profit margin will probably narrow»
The outlook for foreign trade from the Pacific Coast is not good* The
country is long on steel, coal, agricultural production and other pro-

ducts, and in the coming year we could face some serious problems*

Brown* Business now is generally good* The peak of the boom is

past* ‘the automobile business is down* Farm machinery sales are off*
Production in the household appliance industry has outrun demand* Crops
are generally good* The retail trade is good, but there is some apprehen-

sion about the future* Most persons expect a modest decline this year,
but some business men think the decline may be more serious next year?*
Steel production by the end of 1953 may be running at 75 per cent to 80
per cent of capacity* Bank loans should increase seasonally, but the in-
crease will probably not be as great as it was in 1952* The rate of
increase in consumer loans has slackened* Public utility construction

is heavy* If business declines, industry generally will probably be more
reluctant to make capital expenditures* The Council may say to the Board
that business is generally good, but that the peak of the boom is past*
In the next six months the course of business will probably be moderately
downward* Business loans this fall may show an increase less than the
increase last year* Employment has continued good*

Wallace* The breakeven point is much higher than it was in the past*

Brown* The peak of the boom is past* A moderate downturn in business
is probable during the next three to six months* However, at present
the decline does not threaten to be serious* Bank loans will have a
seasonal increase “but the increase will probably not be as great as it

was a year ago*

ITEM 11

WHAT COMMENTS DOES THE COUNCIL HAVE TO MAKE WITH RESPECT TO THE
SYSTEM'S RECENT AND CURRENT CREDIT POLICIES, AND WHAT MODIFICATIONS
OF THOSE POLICIES DOES THE COUNCIL BELIEVE MIGHT BE DESIRABLE

DURING THE BALANCE OF THE YEAR?

Brown* Federal Reserve policy In recent month* has been good* If
the Council agrees that the peak of the boom has passed and that a moderate
decline 1In business is probable, then the Council may say to the Board
that the money market should not be kept so tight as to accelerate the
decline* Neither should money be made too cheap, so that the econon™

is again threatened with inflation*
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No further reduction in reserve requirements is desirable
at present. The government market is better* The last issue went well
with small attrition. The government may need some new money in October
or November, depending on Commodity Credit Corporation loans*

Fleming.

Brown. (Off—the—record comments on possible new Treasury borrowing'

H» Alexander states that he has no quarrel with the Federal
Reserve at present* He thinks the Federal Reserve acted wisely in recent

months. (Off—the—record comments on Treasury borrowing)

Fleming thinks the Board should have a pat on the back for its
action in the open market and in the reduction in reserve requirements*

H. Alexander* |If the deflationary forces should accelerate, then
the Board may find it necessary to reduce reserve requirements further,
but at present Alexander has no quarrel with Board policy.

Brown* Both the open market operations and the reduction in
reserve requirements were good. The Board helped the Treasury with its
financing and helped to stabilize the economy when the money market was
too tight. As stated in the "“swer to the first question, Brown believes
the peak of the boom has pasje * and that a moderate downtrend will con-
tinue for the balance of the year. Consequently, the Council may state
it believes the Board should not keep the money market so tight as to
accelerate the decline# On the other hand, the Board should not cheapen
money and run the risk of further inflation. At the present time, the
Council believes that open market operations are adequate to meet cur-
rent business trends. |If, contrary to the expectations of the Council,
the rate of business decline should accelerate, the Council believes the
Board should be ready to reduce reserve requirements further.

Fleming. (Off-the—record comments)
Brown. (Off-the—-record comments'
ITEM 111

WHAT, IF ANY, SUGGESTIONS DOES THE COUNCIL HAVE AS TO LEGISLATION
THAT THE BOARD MIGHT SUPPORT OR SPONSOR IN THE FORTHCOMING SESSION

OF THE CONGRESS? _

states that he does not know what, if any, legislation the

Brown
Board may have in mind. He then asks the members of the Council for
comments.

Ringland. The Council may state that it does not know what pro-

posed legislation the Board has in mind, but the Council will be glad

to express its views on any legislative measures the Board may wish to

discuss*

Brown. The Council may say it does not know what legislation the
Board—may wish to propose, but the Council vail be pleased to discuss
with the Board any legislation which the Board may be considering.

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



-6 —

Fleming. The Council may state that a similar question was asked
by the Board in February. At that time, the Council stated it would
favor legislation (subsequently passed) giving the System $15> million
to $20 million with which to expand its branch facilities to handle the
increasing volume of business of the System. The Council also stated
that it would favor legislation permitting the reissuance without
penalty of all Federal Reserve Notes by any of the Federal Reserve banks,
regardless of which Bank issued the notes.

The Council does not know what legislation the Board may wish to
support or sponsor in the forthcoming session of the Congress. If the
Board will advise the Council as to what legislation it contemplates
proposing, the Council will be pleased to express its views regarding
the legislation at the meeting with the Board in November*

The meeting adjourned at P. M.
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THE COUNCIL CONVENED AT 10 A. M. ON
SEPTEMBER 11U, 1953, IN ROOM 1032 OF
THE MAYFLOWER HOTEL, WASHINGTON, D.C.
ALL MEMBERS OF THE FEDERAL ADVISORY
COUNCIL WERE PRESENT.

The Council prepared and approved the attached Confidential
Memorandum to be sent to the Board of Governors relative to the
agenda for the joint meeting of the Council and the Board on
September 15, 1953« The Memorandum was delivered to the
Assistant Secretary of the Board of Governors at 12 noon on
September Ili, 1953* It will be noted that each item of the agenda
is listed together with the comments of the Council.

The meeting adjourned at 11:1+5 A. M.
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CONFIDENTIAL

MEMORANDUM TO THL BOARD OF GOVERNORS
FROM THE
FEDERAL ADVISORY COUNCIL
RELATIVE TO THE AGENDA FOR THE JOINT MEETING
ON SEPTEMBER 1%, 1953

1. What are the views of the Council with respect
to the prospective business situation during the
next 3 to 6 months and the probable changes in

the volume and purposes of bank loans in that
period?

Business activity in the last few months has held at high levels.
Consumer income and spending have been maintained. Unemployment has
remained very low. Industrial production has been high. Disposable
personal income has been large. The number of nonfarm housing starts has
been substantial. Retail sales have compared favorably with those of
1952. However, impressive as the factors are which now support the econ-
omy, some significant weaknesses have become apparent. For example,
large farm surpluses are already creating serious problems, which will
increase in the next few months. Farm prices and farm income have fallen,
accompanied by a very severe decline in the sale of farm machinery. Steel
production has begun to turn downward, and indications are that it will
decline considerably by the end of the year. Production of household

appliances and automobiles is outrunning demand. Business inventories in
many lines have accumulated beyond desirable levels.

The Council believes that the peak of the boom has passed and

that in the next three to six months the course of business will be
moderately downward.

This Fall the banking system will experience the usual seasonal
demand for credit, but the Council believes the increase in the total
volume of bank loans will not be as great as it was in 1952. Should busi-
ness activity decline in the next few months, as the Council anticipates,
the time necessary for the liquidation of excess inventories will tend to
maintain temporarily the volume of bank loans.

2. What comments does the Council have to make with
respect to the System’'s recent and current credit
policies, and what modifications of those policies
does the Council believe might be desirable during
the balance of the year?

The Council thinks the Board's actions in the last few months in
giving relief to the money market, both by open market operations and by
the reduction in reserve requirements, were highly constructive. The
Board's policy helped stabilize the economy at a time when the money market
frad become unduly tight, and materially helped the Treasury in its financing.
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As stated in the answer to the first item of the agenda, the
Council believes that the peak of the boom has passed and that a moderate
downward trend in business will continue for a time. In view of this
belief, the money market should not be kept so tight as to accelerate the
decline in business, but should be eased in the direction of moderating

the decline. On the other hand, money should not be made so easy as to
create the danger of further inflation. I f the decline in business activ-
ity is not too severe, the Council believes that open market operations
would be adequate to meet the situation. If, contrary to the expectations

of the Council, the rate of business decline threatens to accelerate sub-
stantially, the Council believes the Board should again reduce reserve
requirements,

3, What, if any, suggestions does the Council have as to
legislation that the Board might support or sponsor in
the forthcoming session of the Congress?

A similar item appeared on the agenda at the meeting of the Board
and the Council in February, At that time, the Council stated that it
mwvould favor legislation (subsequently passed) giving the System $I£ million
to "20 million with which to expand its branch facilities to handle the
increasing volume of business of the System, The Council also stated that
it would favor legislation permitting the reissuance without penalty of
all Federal Reserve Notes by any of the Federal Reserve Banks, regardless
of which Bank issued the notes.

The Council does not know what legislation the 3oard may wish to
support or sponsor in the forthcoming session of the Congress, I the
Board will advise the Council as to what legislation it contemplates
proposing, the Council will be pleased to express its views regarding the
legislation at the meeting with the Board in November.
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THE COUNCIL CONVENED IN THE BOARD ROOM
OF THE FEDERAL RESERVE BUILDING AT 2:20 P.M.

ON sepTEMBER lh, 1953. ALL MEMBERS OF THE
FEDERAL ADVISORY COUNCIL WERE PRESENT.

Dr* Woodlief Thomas, Economic Adviser to the Board and Dr. Ralph A.
Young, Director of the Division of Research and Statistics, together
‘with other members of the Board Staff, presented a visual-audio report
on the "Changing Debt Structure"s Copies of the report were distributed
to members of the Council*

The meeting adjourned at 3:35 P.M.
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ON SEPTEMBER 15, 1953 TIJE FEDERAL
ADVISORY COUNCIL HELD A JOINT MEETING
WITH THE BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM IN THE BOARD
ROOM OF THE FEDERAL RESERVE BUILDING,
WASHINGTON, D.C.

ALL MEMBERS OF THE COUNCIL WERE PRESENT.
THE FOLLOWING MEMBERS OF THE BOARD OF
GOVERNORS WERE PRESENT: CHAIRMAN MARTIN,
GOVERNORS SZYMCZAK , EVANS, VARDAMAN,
MILLS AND ROBERTSON. MR. SHERMAN,
ASSISTANT SECRETARY OF THE BOARD OF
GOVERNORS, WAS ALSO PRESENT.

ITEM 1

WHAT ARE THE VIEWS OF THE COUNCIL WITH RESPECT TO THE PROSPECTIVE
BUSINESS SITUATION DURING THE NEXT 3 TO 6 MONTHS AND THE PROBABLE
CHANGES IN THE VOLUME AND PURPOSES OF BANK LOANS IN THAT PERIOD?

Brown reads Iltem 1 of the agenda and the conclusion of the Council,
as expressed in the Confidential Memorandum to the Board attached* The
Board receives excellent economic analyses from its staff, but there is
always the possibility that the statistics may be a month or two late*
The members of the Council receive views currently regarding the business
situation from their customers. Household appliances are accumulating in
inventories?* Steel production has turned downward, and many steel people
believe the decline may continue. There may be some seasonal increase in
bank loans this Fall, but the increase will probably not be as great as it
was in 1952* There is also some evidence that consumer credit may level off*

Martin asks what course the Council anticipates plant and equipment

expenditures will take in the fourth quarter of 1953~

Brown states there probably will be no decline in expenditures by
utilities, but if business activity declines, corporations may be reluctant
to expand plant facilities* The oil industry may be expected to continue
its exploration, but may not expand plant so rapidly* Plant expansion
already committed will be completed, but except for utilities, there
probably will be some hesitation in making commitments for new industrial

plant expansion if the present decline in business continues*

H* Alexander believes that Brown's summary is correct* He states
that the New York Federal Reserve Bank believes the situation is no
longer one of a balance between inflation and stability, but is now a
problem of a balance between stability and deflation* Alexander believes
the situation leans a little more to deflation* Business is still
generally good. Automobile dealers are having more difficulty moving
cars. The rayon business of the textile industry is poor* There is a
large volume of construction for public utilities and public buildings*

Martin asks for comments on the business situation on the West Coast,
now that he has heard a statement of conditions on the East Coast*

Wallace believes the volume on the Pacific Coast is above last year,
but there are some weaknesses. Foreign trade of the West Coast is off.
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There are some strikes now and more are anticipated,. Business cannot give
further wage increases in some lines without difficulty. Business for
the rest of the year looks good, but some readjustments will probably be
necessary by the first of the year* It is probable that the adjustments
will come first in raw material areas.

Davis» There is practically no unemployment in his District. There

is considerable building of new plants. Florida and Georgia have had
their best tobacco crop at good prices. The farm situation generally
however does not look too good. There will be a large surplus of cotton.
Utilities are behind with telephone installations. However, notwithstand-
ing the utility expansion, there is considerable pessimism. Coke prices
are lower>* Loans seasonally will probably be up this Fall, but may not
increase as much as they did in the Fall of 1952. Davis does not, at
present look for a serious decline iIn business. Loans in his bank are
down.

Szymczak asks whether the earnings of Davis’ bank are decreasing.

Davis replies that earnings are not down, but taxes and higher
costs are real problems g

Martin asks about the cattle and drought situation.

Ray» There has been considerable moisture in his District. If
there is no early frost, the District will have adequate cattle food.
He believes most of the squeeze is out of the cattle industry. Small
cattle owners are out, and the big operators have not been too seriously
hurt. The level of cattle prices seems fairly well stabilized. There
is a large cotton crop* If most of the cotton crop goes into government
loan, the bank loans may not be as large as last year. Business is good,
but business men are cautious. Automobile sales are off and new cars
are being sold at a discount. The mortgage market is tight. Low—-priced,
air conditioned houses are selling, but high-priced houses are not
moving readilyO

Vardaman. Does the 1953 cotton crop have any large carry-over
costs against it?

V. Alexander states that there are no large carry—-over costs in
his District. Alexander believes that the banks should be allowed to
carry the cotton loans.

Vardaman comments that he asked his question because he wondered
if the cotton crop would result in a substantial amount of loose cash
in the cotton districts which would be used for consumer spending.

V. Alexander does not believe there will be so much free cash
around this Fall.

Fleming thinks that if the banks were given a satisfactory rate
they would carry the cotton and other agricultural paper and make
unnecessary a large drain on the Commodity Credit Corporation, which
reflects itself in government borrowing.

Robertson asks to hear from the Tenth District.
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Chandler. Bank loans in the last sixty days have not increased as
much as they did a year ago, Consumer credit has actually declined.
Business is slow in the agricultural areas, but is better in the cities*
Denver has a boom. Loans on cattle are off. Housing starts are off.
The District has had about half its normal rainfall*

Ringland* The Ninth District has had good moisture conditions*
There is a record corn crop. Business generally is good. Total farm
income should be reasonably satisfactory. People are somewhat cautious.
Retail sales are a little above a year ago, but in the last thirty days
retail sales have been off, possibly because of hot weather., There is
an accumulation of farm machinery in the hands of dealers. In general,

the situation in this District is about the same as it is in the other
Districts,

Robertson states that as he understands the views expressed, there
is a moderate business decline which is not altogether unhealthy,
provided declines do not come in all lines at the same time and do not
go too far.

Brown, If the declines do not come too fast in all lines, and do
not go too far, they may help to correct some unhealthy situations.
However, the Council has commented in the second item of the agenda on

keeping the business decline under control,
ITEM 11

WHAT COMMENTS DOES THE COUNCIL HAVE TO MAKE WITH RESPECT TO THE
SYSTEM1S RECENT AND CURRENT CREDIT POLICIES, AND WHAT MODIFICATIONS
OF THOSE POLICIES DOES THE COUNCIL BELIEVE MIGHT BE DESIRABLE
DURING THE BALANCE OF THE YEAR?

Brown reads Item 2 of the agenda and the conclusions of the Council,
as expressed in the attached Confidential Memorandum to the Board, The
Council believes that with inventories accumulating, and with some
evidences of weakness in the economy, the policy of the System should be
to moderate the business decline so that it does not become too serious.
On the other hand, the Council believes the policy should not be to rush
in and ease the money market too much. There will be political pressure
to ease the market more than is necessary, but the Council believes it
would not be advisable to yield to such pressure.

Mills, Is there any general feeling that the Board will not give
relief to banks for seasonal needs?

Brown. Up to July 1 there was some feeling of this kind. The local
Federal Reserve Banks were asking many questions when banks sought to
rediscount. Brown states that he does not know the extent to which the

attitude of the Reserve Banks reflected policy in Washington, At present
however, the feeling that the Board would not give relief does not exist
as it did prior to July 1,

Robertson. Is there any fear that the Board will put too much money
into the market, that is, ease the market too much?

Brown. There is no fear that the Board will ease the market too much,
but there is some talk that political pressure might bring about excessive

easing of the market.
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Martin asks the members of the Council if they would care to express
their opinions regarding the relative merits of using reserve requirements
compared to open market operations *

Flemi ng believes that the use of a particular instrument of control
depends in part upon what the market needs* Several months ago the money
market was very tight, and it was necessary to use both instruments of
control* reserve requirements and open market operations* The Mills Plan
has undoubtedly also been a factor in holding bank deposits down*

Martin0O It is extremely difficult to tell exactly when the Board
should go from open market operations to reserve requirements, as the
Council has suggested* The Council has stated that if the rate of
business decline threatens to accelerate too rapidly, the Board should
again reduce reserve requirements* It is not an easy matter to determine

exactly when to change from open market activities to a reduction in reserve
requirements *

Evans 0 Is the threat of making money too cheap a serious problem?

Brown* Excessively cheap money would tend to make public bodies

wasteful* If business activity declines in the next few months, bank
loans will nevertheless tend to hold up temporarily during the period
required to liquidate inventories* If the public felt that the Board

and the Administration were determined to have a tight money policy,
corporations would probably be somewhat reluctant to make long-—term
capital expenditures* Brown agrees that it is difficult to tell exactly
when to take steps to stop a decline in business* The revival of the
Keynes theory that cheap money will stop a decline might also result in
a loss of confidence in the soundness of the dollar*

Evans asks whether the Board should novf pursue an easy money policy?*

Brown* The Council debated the idea of a neutral policy, and the
Council thought that the time for a neutral policy had passed* The
threat of a business decline is here, and the Council felt the Board
should work in the direction of easing the money market*

v

Ho Alexander states that he has little about which to quarrel <.vith
the Board nowO He believes the Board’s action in June was highly con-
structive, and he does not think he could make a case at present for a

reduction in reserve requirements* However, if the Council is right in
believing that a business decline is under way, it is possible that a
continuance of the decline might make it desirable to have the Board
reduce reserves a month or six weeks from now* At any rate, it is

advisable not to wait too long if the situation develops*

Martin* Assuming that X amount of money is to be put in the market,
what are the relative merits of open market operations compared to a
reduction in reserve requirements?

He AlexanderO0 A reduction in reserve requirements is more dramatic
and indicates that the Board is doing something about the matter*

Martin. If we assume that this is a healthy decline in business
would the community say, with a reduction in reserve requirements, that
there must be something —-wrong with the economy which the public does

not see and about which the Board knows?
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H. Alexander thinks a moderate reduction in reserves would not
indicate that the Board felt that we were in for rough weather.

Ringland. The public does not follow open market operations very
carefully.

Davis does not believe the public follows reserve reductions closely.
Ringland feels that they follow reductions in reserves more carefully.

Evans. People understand reserve requirements better. However, with
the fall movement of crops the public would naturally think that the re-
duction in reserves was made to take care of crop loans.

Fleming. The public does not follow open market activities.

Gund believes it would be a mistake to rush into a reduction in
reserve requirements too soon.

Smith thinks Alexander is right 1in that a case could not be made
now for a reduction in reserve requirements.

Vardaman. It is necessary, iIf possible, to act before the public
believes it should be done.

Wallace believes it might be a logical time to ease the market, in
the fall during the harvesting season.

Ho Alexander. tlIf the Board takes the attitude that reducing reserve
requirements would produce fear* then the Board would never reduce reserve
requirements when it should.

Martino Monetary policy alone cannot change an economic trend.
The Board really has only two instruments at present— open market
operations and reserve requirements.

ITEM 111

V/HAT, IF ANY, SUGGESTIONS DOES THE COUNCIL HAVE AS TO LEGISLATION
THAT THE BOARD MIGHT SUPPORT OR SPONSOR IN THE FORTHCOMING SESSION
OF THE CONGRESS?

Brown reads Item 111 of the agenda and the conclusions of the
Council, as expressed in the Confidential Memorandum to the Board attached*
Brovm asks whether the Board had any special matter in mind in connection
with this question.

Martin replies this was a catch-all question for any legislation the
Council might think desirable. Martin states the Board does not have
any legislative proposals at present, but it will be pleased to discuss
any contemplated legislation with the Council when the proposals are
ready. Martin believes that the salaries of the Board should be increased*
as the Board has been down-graded relative to other agencies and branches
of the Federal government.

Fleming. The Council is completely sympathetic to increasing the
salaries of the Board. Fleming outlines some of the steps the Council
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has taken in the past to oe helpful in the matter of increasing the
Board's salaries.

Brown* If the Board wishes to propose legislation which it thinks
has a chance of passage, it will be appreciated if the proposed legis-
lation is sent to the Council some time before a meeting with the Council,
rather than to submit it at the time the Council meets* Submitting any
proposed legislation in advance of the meeting will enable the members
of the Council to give it more thoughtful consideration.

Martin states that the Board has been discussing present reserve
requirements under the law, and a possible alternative to the present
law. The Board has not been able to come to any agreement regarding
an alternative basis for determining reserves.

Brown thanks the Board for its invitation to use the Boards
facilities during the ABA. convention. He also expresses appreciation
to the Board for the comprehensive presentation which the Staff
presented on the "Changing Debt Structure'.

Fleming also commends the Staff for its thoughtful and complete
presentation on the subject of the "Changing Debt Structure".

Martin replies that he has not heard the Staff's analysis of the
subject, but that the Staff has been encouraged to express its opinions
freely. Martin also commends the Council on the helpful advice it has
given to the Board from time to time. He states that the advice has
been of great assistance to the Board, and the Council's views are
given careful consideration.

Vardaman comments that he has been on the Board for six years,
and he states that in the last eighteen months, particularly, the advice
of the Council has been greatly helpful to the Board. He thanks the
members of the Council for their valuable counsel and advice.

3rown expresses the appreciation of the members of the Council for
Martin's and Vardanian's comments.

The meeting adjourned at 12:18 P.M.

* ok H x x

The next meeting of the Council will be held on November 15, 16 and

17, 1953.
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