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OFFICERS AND MEMBERS OF THE FEDERAL ADVISORY COUNCIL

F o r  th e  Y e a r  1963

O F F I C E R S :

President, George A. Murphy 

Vice President, Robert B. Hobbs 

Director, Howard C. Petersen 

Director, J . Finley McRae 

Director, Kenneth V. Zwiener 

Secretary, Herbert V. Prochnow 

Assistant Secretary, William J . Korsvik

M E M B E R S :

Lawrence H. Martin 

George A. Murphy 

Howard C. Petersen 

L. A. Stoner 

Robert B. Hobbs 

J. Finley McRae 

Kenneth V. Zwiener 

Sidney Maestre 

John A. Moorhead 

Maurice L. Breidenthal 

James W. Aston 

Elliott McAllister

E X E C U T I V E  C O M M IT T E E :

George A. Murphy 

Robert B. Hobbs 

Howard C. Petersen 

J . Finley McRae 

Kenneth V. Zwiener

District No. 1 

District No. 2 

District No. 3 

D istrict No. 4 

District No. 5 

District No. 6 

D istrict No. 7 

District No. 8 

District No. 9 

D istrict No. 10 

D istrict No. 11 

District No. 12
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BY-LAWS OF T H E  F E D E R A L  ADVISORY COUNCIL

ARTICLE I. OFFICERS

T h e  O f f i c e r s  o f  t h i s  C o u n c i l  s h a l l  b e  a  P r e s i d e n t ,  V i c e  P r e s i d e n t ,  th re e  D ir e c ­

t o r s ,  a n d  a  S e c r e t a r y ,  a l l  o f  w h o m ,  e x c e p t  t h e  S e c r e t a r y ,  s h a l l  a l s o  s e r v e  a s  th e  E x e c u ­

t i v e  C o m m i t t e e .

ARTICLE II. PRESIDENT AND VICE PRESIDENT

T h e  d u t i e s  o f  t h e  P r e s i d e n t  s h a l l  b e  s u c h  a s  u s u a l l y  p e r t a i n  t o  t h e  o f f i c e ;  in  h is  

a b s e n c e  t h e  V i c e  P r e s i d e n t  s h a l l  s e r v e .

ARTICLE III. SECRETARY

T h e  S e c r e t a r y  s h a l l  b e  a  s a l a r i e d  o f f i c e r  o f  t h e  C o u n c i l  a n d  h i s  d u t i e s  a n d  c o m p e n s a ­

t i o n  s h a l l  b e  f i x e d  b y  t h e  E x e c u t i v e  C o m m i t t e e .

ARTICLE I V .  EXECUTIVE COMMITTEE

T h e  E x e c u t i v e  C o m m i t t e e ,  a s  i n d i c a t e d  i n  A r t i c l e  I  o f  t h e  b y - l a w s ,  s h a l l  c o n s i s t  of 

t h e  P r e s i d e n t ,  V i c e  P r e s i d e n t ,  a n d  t h e  t h r e e  D i r e c t o r s .

ARTICLE V. DUTIES OF THE EXECUTIVE COMMITTEE

I t  s h a l l  b e  t h e  d u t y  o f  t h e  E x e c u t i v e  C o m m i t t e e  t o  k e e p  i n  c l o s e  t o u c h  w i t h  the  

B o a r d  o f  G o v e r n o r s  o f  t h e  F e d e r a l  R e s e r v e  S y s t e m  a n d  w i t h  i t s  r e g u l a t i o n s  a n d  pro ­

m u l g a t i o n s ,  a n d  t o  c o m m u n i c a t e  t h e  s a m e  t o  t h e  m e m b e r s  o f  t h e  C o u n c i l ,  a n d  t o  s u g g e s t  

t o  t h e  C o u n c i l ,  f r o m  t i m e  t o  t i m e ,  s p e c i a l  m a t t e r s  o f  c o n s i d e r a t i o n .

T h e  E x e c u t i v e  C o m m i t t e e  s h a l l  h a v e  t h e  p o w e r  t o  f i x  t h e  t i m e  a n d  p l a c e  o f  h o l d i n g  

i t s  r e g u l a r  a n d  s p e c i a l  m e e t i n g s  a n d  m e t h o d s  o f  g i v i n g  n o t i c e  t h e r e o f .

T h e  E x e c u t i v e  C o m m i t t e e  s h a l l  h a v e  f u l l  p o w e r ,  a s  o f f i c e r s  o f  t h e  C o u n c i l ,  t o  a c t  

fo r  t h e  C o u n c i l  b e t w e e n  m e e t i n g s  o f  t h e  C o u n c i l .

M i n u t e s  o f  a l l  m e e t i n g s  o f  t h e  E x e c u t i v e  C o m m i t t e e  s h a l l  b e  k e p t  a n d  s u c h  m in u te s  

o r  d i g e s t  t h e r e o f  s h a l l  b e  i m m e d i a t e l y  f o r w a r d e d  t o  e a c h  m e m b e r  o f  t h e  C o u n c i l .

A  m a j o r i t y  o f  t h e  E x e c u t i v e  C o m m i t t e e  s h a l l  c o n s t i t u t e  a  q u o r u m ,  a n d  a c t i o n  o f  the  

C o m m i t t e e  s h a l l  b e  b y  m a j o r i t y  o f  t h o s e  p r e s e n t  a t  a n y  m e e t i n g .

ARTICLE VI. MEETINGS

R e g u l a r  m e e t i n g s  o f  t h e  F e d e r a l  A d v i s o r y  C o u n c i l  s h a l l  b e  h e l d  i n  t h e  C i t y  of 

W a s h i n g t o n  o n  t h e  t h i r d  T u e s d a y  o f  t h e  m o n t h s  o f  F e b r u a r y ,  M a y ,  S e p t e m b e r ,  a n d  N o v e m ­

b e r  o f  e a c h  y e a r ,  u n l e s s  o t h e r w i s e  d i r e c t e d  b y  t h e  E x e c u t i v e  C o m m i t t e e .

A  p r e l i m i n a r y  m e e t i n g  o f  t h e  F e d e r a l  A d v i s o r y  C o u n c i l  s h a l l  b e  c a l l e d  b y  t h e  S e c ­

r e t a r y  i n  a c c o r d a n c e  w i t h  i n s t r u c t i o n s  t o  b e  g i v e n  b y  t h e  P r e s i d e n t  o f  t h e  C o u n c i l .

S p e c i a l  m e e t i n g s  m a y  b e  c a l l e d  a t  a n y  t i m e  a n d  p l a c e  b y  t h e  P r e s i d e n t  o r  t h e  E x e c u ­

t i v e  C o m m i t t e e ,  a n d  s h a l l  b e  c a l l e d  b y  t h e  P r e s i d e n t  u p o n  w r i t t e n  r e q u e s t  o f  a n y  th ree  

m e m b e r s  o f  t h e  C o u n c i l .
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ARTICLE VII. ALTERNATES

In  the a b s e n c e  o f  th e  r e g u la r  r e p r e s e n t a t iv e  o f any  F e d e r a l  R e s e r v e  D i s t r i c t ,  the 

Board  of D i r e c t o r s  o f  th e  F e d e r a l  R e s e r v e  B a n k  o f  th a t  D i s t r i c t  m ay  a p p o in t  an  a l te rn a te .  

The a l t e r n a te  s o  a p p o i n t e d  s h a l l  h a v e  th e  r ig h t  to  be  p re se n t  a t a l l  the  m e e t in g s  of the 

C o u n c i l  for w h ic h  he  h a s  b e e n  a p p o i n t e d .  H e  s h a l l  h a v e  the  r ig h t  to take  part in  a l l  

d i s c u s s i o n s  o f  th e  C o u n c i l  b u t  s h a l l  n o t  be  e n t i t l e d  to  v o te .

ARTICLE VIII. AMENDMENTS

T h e s e  b y - la w s  m ay  be  c h a n g e d  or a m e n d e d  a t  any  reg u la r  or s p e c i a l  m e e t in g  by a 

vote o f  a m a jo r i t y  o f  th e  m e m b e rs  o f  th e  F e d e r a l  A d v is o ry  C o u n c i l .

F eb rua ry  18, 1963
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F E D E R A L  A D V I S O R Y  C O U N C I L  

FOR THE YEAR ENDED DECEMBER 31, 1962

REPORT OF THE SECRETARY

OF THE

B a l a n c e  on h a n d ,  S a l a r i e s .................................................. $  5 , 0 0 0 . 0 0

D e ce m b e r  31 , 1 9 6 L ...................$ 8 , 7 1 2 .5 2

P r i n t i n g  & S t a t i o n e r y ................  6 1 9 .6 0

A s s e s s m e n t s  -

12 F e d e r a l  R e s e r v e  B a l a n c e  on  h a n d ,

B a n k s ......................................... 5 ,4 0 0 .0 0  D e c e m b e r  3 1 ,  1 9 6 2  . . . .  8 , 4 9 2 .9 2

$ 1 4 ,1 1 2 .5 2  $ 1 4 ,1 1 2 .5 2

C h i c a g o ,  I l l i n o i s  

F e b r u a r y  1, 1963

T o  the  F e d e r a l  A d v is o r y  C o u n c i l :

I h ave  a u d i t e d  the  b o o k s ,  v o u c h e r s ,  a n d  a c c o u n t s  o f  t h e  S e c r e t a r y  o f  th e  F e d e r a l  

A d v is o ry  C o u n c i l  for the  ye a r  e n d e d  D e c e m b e r  3 1 ,  1 9 6 2 ,  a n d  c e r t i f y  t h a t  th e  a b o v e  s t a t e ­

m en t a g rees  th e r e w ith .

R e s p e c t f u l l y ,

T H E  F I R S T  N A T I O N A L  B A N K  O F  C H I C A G O  

( S i g n e d )  J .  C a r l  S o m m e r ,  A u d i t o r
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

F eb rua ry  18, 1963

The f i r s t  a n d  o r g a n i z a t i o n a l  m e e t i n g  o f  the  F e d e r a l  A d v is o r y  C o u n c i l  for the  year  

1963 w as  c o n v e n e d  in  R o o m  9 3 2  o f  th e  M a y f lo w e r  H o te l ,  W a s h in g t o n ,  D .  C . ,  on F e b r u ­

ary 18, 1963 , at 9 :3 0  A .M .

Mr. G eo rg e  A .  M u rph y  w a s  e l e c t e d  C h a i r m a n  pro t e m a n d  Mr. W i l l i a m  J .  K o r s v ik  w as  

e le c te d  S e c r e ta r y  p r o  t e m .

T he  S e c re ta r y  p r o  t e m s t a t e d  th a t  c o m m u n i c a t i o n s  h a d  been  r e c e iv e d  from the tw e lv e  

F e d e ra l  R e s e r v e  b a n k s ,  c e r t i f y i n g  to  th e  e l e c t i o n  o f  t h e i r  r e s p e c t i v e  r e p r e s e n ta t iv e s  on 

the C o u n c i l  for th e  y e a r  1 9 6 3 .

The  f o l l o w i n g  o f f i c e r s  w e re  n o m in a t e d  a n d  u n a n im o u s l y  e l e c t e d :

G e o rg e  A .  M u rp h y ,  P r e s i d e n t  

R o b e r t  B .  H o b b s ,  V i c e  P r e s i d e n t  

H o w a rd  C .  P e t e r s e n ,  D i r e c t o r  

J .  F i n l e y  M c R a e ,  D i r e c t o r  

K e n n e t h  V .  Z w i e n e r ,  D i r e c t o r  

H e rb e r t  V .  P r o c h n o w ,  S e c r e t a r y  

W i l l i a m  J .  K o r s v i k ,  A s s i s t a n t  S e c r e t a r y

On m o t io n  d u l y  m a d e  a n d  s e c o n d e d ,  th e  s a l a r y  o f  th e  S e c re ta ry  w a s  f ix e d  at $ 3 ,0 0 0  

a n n u a l l y ,  a n d  t h a t  o f  th e  A s s i s t a n t  S e c r e t a r y  a t  $ 2 ,0 0 0  a n n u a l l y .

P r e s e n t :

L a w r e n c e  H .  M a r t in  

G eo rge  A .  M u rphy  

H ow ard  C .  P e t e r s e n  

L .  A .  S tone r  

R o be r t  B .  H o b b s  

J .  F i n l e y  M c R a e  

K e n n e th  V . Z w ie n e r  

S id ne y  M ae s tre  

J o h n  A .  M o o rhe ad  

M au r ic e  L .  B r e i d e n t h a l  

J a m e s  W. A s to n  

E l l i o t t  M c A l l i s t e r  

H erbe rt  V .  P r o c h n o w  

W i l l i a m  J .  K o r s v i k

Secre tary  

A s s i s t a n t  Secre tary

D is t r i c t  N o .  1 

D i s t r i c t  N o .  2 

D i s t r i c t  N o .  3 

D i s t r i c t  N o .  4 

D i s t r i c t  N o .  5 

D i s t r i c t  N o .  6 

D i s t r i c t  N o .  7 

D i s t r i c t  N o .  8 

D i s t r i c t  N o .  9 

D i s t r i c t  N o .  10 

D i s t r i c t  N o .  11 

D i s t r i c t  N o .  12
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The  Sec re tary  p r e s e n te d  h i s  f i n a n c i a l  repor t  for th e  y e a r  1 9 6 2 ,  w h i c h  h a d  b ee n  

a u d i te d  by Mr. J .  C a r l  Som m er ,  A u d i t o r  o f  T h e  F i r s t  N a t i o n a l  B a n k  o f  C h i c a g o .  T h e  

report w as  a pp ro ve d  and  o rdered  p l a c e d  on f i l e .  A c o p y  o f  th e  rep o r t  i s  a t t a c h e d  a n d  

made  a part o f  th e s e  m in u t e s .

On m o t io n ,  d u ly  m ade  a n d  s e c o n d e d ,  th e  p r in t e d  m i n u t e s  fo r  th e  m e e t i n g s  o f  th e  

C o u n c i l  h e ld  on F e b ru a ry  19-20, 1962 , A p r i l  3-4, 1 9 62 ,  A p r i l  30-M ay  1, 1 9 6 2 ,  S e p t e m ­

ber 17-18, 1962 , N o v e m b e r  19-20, 1962 , a n d  th e  m im e o g r a p h e d  n o t e s  o f  th e  m e e t i n g  h e ld  

N ovem ber  19-20, 1962 , c o p ie s  o f  w h ic h  h a d  b ee n  s e n t  p r e v i o u s l y  to  th e  m e m b e r s  o f  th e  

C o u n c i l ,  were a p p ro v e d .

On m o t io n ,  d u ly  m ad e  a n d  s e c o n d e d ,  a r e s o l u t i o n  w a s  a d o p t e d  a u t h o r i z i n g  th e  S e c ­

retary to a s k  e a c h  F e d e r a l  R e s e r v e  b a n k  to  c o n t r i b u t e  $ 4 5 0 . 0 0  t o w a r d  th e  s e c r e t a r i a l  

and  i n c i d e n t a l  e x p e n s e s  o f  the  F e d e r a l  A d v i s o r y  C o u n c i l  for  th e  y e a r  19 63  a n d  to  d r a w  

upon  them  for th a t  p u r p o s e .

A c o m p le te  l i s t  o f  the  i t e m s  on the  a g e n d a  for th e  m e e t i n g  a n d  th e  c o n c l u s i o n s  o f  

the  C o u n c i l  are to  be  fo und  in  the  C o n f i d e n t i a l  M e m o r a n d u m  t o  t h e  B o a r d  o f  G o v e r n o r s  f r om  
t he  F e d e r a l  A d v i s o r y  C o u n c i l , w h ic h  f o l l o w s  on  p a g e s  9 ,  10 a n d  11 .

T he  m e e t in g  a d jo u r n e d  a t  12 :3 5  P .M .

H E R B E R T  V .  P R O C H N O W

S e c r e t a r y

W I L L I A M  J .  K O R S V I K

A s s i s t a n t  S e c r e t a r y

, y
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MINUTES OF THE MEETING OF THE FEDERAL ADVISORY COUNCIL

F e b ru a ry  18, 1963

A t 2 :30  P .M . ,  th e  F e d e r a l  A d v i s o r y  C o u n c i l  c o n v e n e d  in  the  B o a rd  R oom  o f  the 

F ed e ra l  R e s e r v e  B u i l d i n g ,  W a s h i n g t o n ,  D .  C .

P r e s e n t :  Mr. G e o r g e  A .  M u rp h y ,  P r e s i d e n t ;  M e s s r s .  L a w r e n c e  H .  M a r t in ,  H o w a rd  C .  

P e te r s e n ,  L .  A .  S t o n e r ,  R o b e r t  B .  H o b b s ,  J .  F i n l e y  M c R a e ,  K e n n e th  V .  Z w ie n e r ,  S id ne y  

M aes tre ,  J o h n  A .  M o o r h e a d ,  M a u r ic e  L .  B r e i d e n t h a l ,  J a m e s  W. A s t o n ,  and  E l l i o t t  

M c A l l i s t e r .

M em be rs  o f  th e  B o a r d ' s  D i v i s i o n  o f  R e s e a r c h  a n d  S t a t i s t i c s  p a r t i c i p a t e d  in  an a u d io ­

v i s u a l  p r e s e n t a t i o n  on  th e  c u r r e n t  e c o n o m ic  s i t u a t i o n .

H E R B E R T  V .  P R O C H N O W  

Secre tary

W IL L IA M  J .  K O R S V IK

A s s i s t a n t  Sec re tary
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MINUTES OF THE MEETING OF THE F E D E R A L  ADVISORY COUNCIL

F e b r u a r y  18 , 1983

A t  9 :4 0  P .M . ,  th e  F e d e r a l  A d v i s o r y  C o u n c i l  r e c o n v e n e d  i n  R o o m  9 3 2  o f  th e  M ay f lo w e r  

H o te l ,  W a s h in g t o n ,  D .  C .

P r e s e n t :  Mr. G e o rg e  A .  M u r p h y ,  P r e s i d e n t ;  M e s s r s .  L a w r e n c e  H .  M a r t i n ,  H o w a rd  C .  

P e t e r s e n ,  L .  A .  S to n e r ,  R o b e r t  B .  H o b b s ,  J .  F i n l e y  M c R a e ,  K e n n e t h  V .  Z w i e n e r ,  S id ney  

M aes tre ,  J o h n  A .  M o o r h e a d ,  M a u r i c e  L .  B r i e d e n t h a l ,  J a m e s  W . A s t o n ,  E l l i o t t  M c A l l i s t e r ,  

H e rbe r t  V . P r o c h n o w ,  S e c r e t a r y ,  a n d  W i l l i a m  J .  K o r s v i k ,  A s s i s t a n t  S e c r e t a r y .

T h e  C o u n c i l  r e v i e w e d  i t s  c o n c l u s i o n s  r e g a r d i n g  t h e  i t e m s  o n  t h e  a g e n d a ,  a n d  sen t 

to  the  o f f i c e  o f  th e  S e c r e t a r y  o f  t h e  B o a r d  o f  G o v e r n o r s  t h e  C o n f i d e n t i a l  M e m o r a n d u m  

w h ic h  f o l l o w s  on  p a g e s  9 ,  10 a n d  11 ,  l i s t i n g  t h e  a g e n d a  i t e m s  a n d  t h e  c o n c l u s i o n s  re ached  

by th e  C o u n c i l .  T h e  M e m o r a n d u m  w a s  d e l i v e r e d  t o  t h e  F e d e r a l  R e s e r v e  B u i l d i n g  a t  11 :45 

P .M .  on F e b r u a r y  18 , 1 9 6 3 .

T h e  m e e t i n g  a d jo u r n e d  a t  1 0 :5 0  P .M .

H E R B E R T  V .  P R O C H N O W  

S ec re ta ry

W I L L I A M  J .  K O R S V I K

A s s i s t a n t  S ec re ta ry
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CO N FI D E N T IA L

M E M O R A N D U M  T O  T H E  B O A R D  O F  G O V E R N O R S  

F R O M  T H E  

F E D E R A L  A D V I S O R Y  C O U N C I L  

R E L A T I V E  T O  T H E  A G E N D A  F O R  T H E  J O IN T  M E E T I N G  

O N  F E B R U A R Y  19 , 1963

1. W ha t a re  the  o b s e r v a t i o n s  o f  th e  C o u n c i l  r e g a r d in g  (a )  recen t  d o m e s t i c  e c o ­

n o m ic  d e v e l o p m e n t s ,  a n d  (b )  th e  b u s i n e s s  o u t l o o k  for the  f i rs t  h a l f  o f 1963 

a n d  the  y e a r  a s  a w h o l e ?  ( c )  D o  th e  m e m b e rs  o f the  C o u n c i l  b e l i e v e  th a t  the  

im p r o v e m e n t s  in  b u s i n e s s  p s y c h o l o g y  repo r ted  a t  the  N o v e m b e r  m e e t in g  w i th  

B o a rd  h a s  s t r e n g t h e n e d  fu r th e r  s i n c e  t h a t  t im e ,  r e m a in e d  a b o u t  the  s a m e ,  or 

r e c e d e d ?

a )  R e c e n t  d o m e s t i c  e c o n o m ic  d e v e l o p m e n t s  i n d i c a t e  a c o n t i n u a t i o n  o f the 

m ixed t rends  th a t  h a v e  p r e v a i l e d  th e  p a s t  s e v e r a l  m o n th s .  W h i le  the  s p e n d i n g  b e h a v io r  

of c o n s u m e r s ,  a s  e v i d e n c e d  by r e t a i l  s a l e s  a n d  in  p a r t i c u l a r  by th e  v o lu m e  o f  new m ode l 

a u to m o b i le s  s o l d ,  h a s  b e e n  e n c o u r a g i n g ,  th e  d e c l i n e  in  n e w  o rd e r s  for d u r a b le  g o o d s ,  the 

f a i lu re  o f  i n d u s t r i a l  p r o d u c t io n  to  r i s e ,  a n d  th e  u n c e r t a i n t y  c re a te d  by the  B u d g e t  M e s ­

s a ge ,  to g e the r  w i t h  th e  d i s c u s s i o n  o f  a p o s s i b l e  ta x  c u t ,  h a v e  c l o u d e d  the  im m e d ia te  

o u t lo ok .

b) D e s p i t e  t h e s e  im p o n d e r a b l e s ,  h o w e v e r ,  th e  C o u n c i l  a n t i c i p a t e s  tha t  

b u s in e s s  in  th e  f i r s t  h a l f  o f  1963  w i l l  c o n t i n u e  to  s h o w  the  m o d e r a te  im p ro v e m e n t  th a t  c h a r a c ­

te r ized  the  l a s t  s ix  m o n th s  o f  1 9 62 .  T h e  o u t l o o k  for th e  l a s t  h a l f  o f  1963 is  l e s s  c e r t a in .

c )  T h e  C o u n c i l  b e l i e v e s  t h a t  th e  im p r o v e m e n t  in  b u s i n e s s  p s y c h o lo g y  re ­

ported a t  the  N o v e m b e r  m e e t i n g  h a s  r e c e d e d  s o m e w h a t  s i n c e  th a t  t im e .  D e v e lo p m e n ts  

in  E u ro p e ,  C a n a d a  a n d  C u b a ,  t o g e t h e r  w i t h  th e  p r o b le m s  a s s o c i a t e d  w i th  the  b a l a n c e  o f  

p a y m e n ts ,  b u d g e t  d e f i c i t s ,  a n d  e s p e c i a l l y  the  p r o p o s e d  tax  l e g i s l a t i o n ,  h a ve  le s s e n e d  

the f a v o ra b le  s e n t im e n t  in  th e  b u s i n e s s  c o m m u n i t y .

2. In  the  o p i n i o n  o f  th e  C o u n c i l ,  w h a t  f a c t o r s  in  the  cu r ren t  e c o n o m ic  p ic tu r e  

s u g g e s t  th e  m o s t  s t r e n g th  or e n c o u r a g e m e n t ?  C o n v e r s e ly ,  w h a t  f a c to rs  a p p e a r  

to  be  o f  g r e a t e s t  c o n c e r n ?

In th e  o p i n i o n  o f  the  C o u n c i l ,  th e  p e r s i s t e n t  s t r e n g th  o f  c o n s u m e r  b u y in g  is  a 

major  s o u rc e  o f  e n c o u r a g e m e n t  in  the  c u r r e n t  e c o n o m ic  p i c t u r e .  T h i s  f a c to r  and  the 

a b se n ce  of g ro w th  in  i n v e n t o r i e s  s u g g e s t  th a t  n e w  o rde rs  a n d  p r o d u c t io n  w i l l  p ro b ab ly  

r ise ,  r e s u l t i n g  in  s o m e  im p r o v e m e n t  in  e m p lo y m e n t ,  i n c o m e ,  a n d  ove r-a l l  e c o n o m ic  a c t i v i ­

ty. A b u i ld - u p  o f  i n v e n t o r i e s  by s t e e l  u s e r s  in  a n t i c i p a t i o n  o f a s t r ik e  c o u ld  a l s o  con-
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E x c e s s  p r o d u c t iv e  c a p a c i t y ,  th e  l a c k  o f  v ig o r  in  c a p i t a l  e x p e n d i t u r e s ,  t h e  r e l a t i v e l y  

h igh  le v e l  of u n e m p lo y m e n t ,  a n d  r e c e n t  d e v e l o p m e n t s  in  l a b o r  n e g o t i a t i o n s ,  s u c h  a s  the  

n e w sp ap e r  s t r ik e s  a nd  the  d e p a r tu re  from th e  g u i d e l i n e s  in  t h e  d o c k  s t r i k e  s e t t l e m e n t ,  

are c u r re n t ly  m a t te rs  o f  e c o n o m ic  c o n c e r n .

3 . What are  the  p r o s p e c t s  for l o a n  d e m a n d  a t  b a n k s  d u r i n g  th e  n e x t  s e v e r a l  

m o n th s ,  i n c l u d i n g  d e m a n d  i n  v a r i o u s  l o a n  c a t e g o r i e s ?  I s  t h e  l i q u i d i t y  o f  the  

b a n k in g  s y s te m  c o n s i d e r e d  a m p le  to  a c c o m m o d a t e  th e  p r e s e n t  a n d  f o r s e e a b l e  

v o lu m e  o f  c r e d i t  d e m a n d s ?

T h e  m e m b e rs  o f  th e  C o u n c i l  a n t i c i p a t e  a  m o d e r a t e  i n c r e a s e  in  l o a n  d e m a n d  

d u r in g  the  n e x t  s e v e r a l  m o n th s .  S o m e  i n c r e a s e  i n  l o a n s  i s  l i k e l y  to  o c c u r  i n  th e  d u r a b le  

goods  s e c t o r ,  e s p e c i a l l y  i f  s t e e l  u s e r s  a d d  to  t h e i r  i n v e n t o r i e s  b e c a u s e  o f  th e  p o s s i b l e  

r e o p e n in g  o f the  s t e e l  l a b o r  c o n t r a c t .  T h e  m e m b e r s  o f  t h e  C o u n c i l  b e l i e v e  t h a t  th e  

l i q u i d i t y  o f the  b a n k in g  s y s te m  i s  a d e q u a t e  to  a c c o m m o d a t e  th e  p r e s e n t  a n d  f o r s e e a b l e  

v o lum e  o f  c r e d i t  d e m a n d s .

4 . D o e s  th e  C o u n c i l  d e t e c t  a n y  s y m p t o m s  o f  d e t e r i o r a t i o n  i n  l e n d i n g  s t a n d a r d s ,  

p a r t i c u l a r ly  in  the  f i e l d  o f  r e a l  e s t a t e  c r e d i t ?

T h e  C o u n c i l  h a s  o b s e r v e d  s o m e  d e t e r i o r a t i o n  i n  l e n d i n g  s t a n d a r d s ,  p a r t i c u ­

l a r ly  in  th e  f i e l d  o f  r e a l  e s t a t e  c r e d i t .  T h e r e  h a s  a l s o  b e e n  s o m e  p r e s s u r e  to  l e n g t h e n  

the  m a t u r i t i e s  o f term l o a n s .  H o w e v e r ,  l e n d i n g  s t a n d a r d s  g e n e r a l l y  a re  c o n s i s t e n t  w i th  

s o u n d  b a n k in g  p r a c t i c e s .

5. ( a )  T h e  B o a rd  w o u ld  a p p r e c i a t e  c o m m e n t s  w i t h  r e s p e c t  t o  d e v e l o p m e n t s  in  

th e  a re a  o f  t im e  a n d  s a v i n g s  d e p o s i t s ,  i n c l u d i n g  t h e  t r e n d  o f  s u c h  d e p o s i t s ,  

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

b a n k s  o f  f u n d s  r e p r e s e n te d  by  s u c h  d e p o s i t s  h a v e  b e e n  c o n s i s t e n t  w i t h  a c ­

c e p te d  s t a n d a r d s  o f  b a n k  l i q u i d i t y  a n d  a s s e t  q u a l i t y .

( b )  D o e s  th e  C o u n c i l  b e l i e v e  t h a t  c o m p e t i t i v e  a b u s e s  a re  l i k e l y  to  a r i s e  

from the  r a p id l y  e x p a n d i n g  u s e  o f  n e g o t i a b l e  c o r p o r a t e  c e r t i f i c a t e s  o f  d e p o s i t  

or t h a t  u n s o u n d  b a n k i n g  c o n d i t i o n s  m i g h t  a r i s e  f rom  w i d e s p r e a d  r e l i a n c e  on 

d e p o s i t s  o f  t h i s  t y p e ?  H o w  w o u l d  t h e  C o u n c i l  r e g a rd  a n  i n c r e a s e  to  3 - 1 / 2  

per c e n t  in  th e  m a x im u m  p e r m i s s i b l e  i n t e r e s t  r a t e  p a y a b l e  u n d e r  R e g u l a t i o n  Q 

on t im e  d e p o s i t s  h a v i n g  a  m a t u r i t y  o f  l e s s  t h a n  s i x  m o n t h s ?

(a )  A l t h o u g h  t im e  a n d  s a v i n g s  d e p o s i t s  c o n t i n u e  t o  e x p a n d ,  t h e  r a te  o f  i n ­

c re a s e  h a s  s lo w e d  c o n s i d e r a b l y  a n d  i s  s u b s t a n t i a l l y  l e s s  t h a n  i t  w a s  a  y e a r  a g o .  F u r ­

th e rm ore ,  b e c a u s e  o f  s h i f t s  in  th e  d i s t r i b u t i o n  o f  b a n k  a s s e t s  t h a t  w e re  e f f e c t e d  l a s t  

y e a r ,  the  s q u e e z e  on b a n k  p r o f i t s  c u r r e n t l y  i s  l e s s  t h a n  i t  w a s  a y e a r  a g o .  A c c o r d i n g l y ,  

the  p re ssu re  to  e x p a n d  m a t u r i t i e s  a n d  to  b u y  h i g h e r  y i e l d i n g  a s s e t s  h a s  l e s s e n e d  s o m e ­

w h a t .  A s  the  C o u n c i l  h a s  o b s e r v e d ,  t h e re  h a s  b e e n  s o m e  l i b e r a l i z a t i o n  in  c r e d i t  s ta n-  

a rd s ,  b u t  in  g e n e r a l ,  th e  l e n d i n g  a n d  i n v e s t m e n t  p o l i c i e s  h a v e  b e e n  c o n s i s t e n t  w i th  

a c c e p te d  s t a n d a r d s  o f  b a n k  l i q u i d i t y  a n d  a s s e t  q u a l i t y .

tribute to a r ise in bu s in e s s  in the m on ths  im m e d ia te ly  a h e a d .
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b) T h e  C o u n c i l  d o e s  n o t  b e l i e v e  th a t  s i g n i f i c a n t  c o m p e t i t i v e  a b u s e s  have  

a r is en  from the  r a p id ly  e x p a n d i n g  u s e  o f  n e g o t i a b l e  c o rp o ra te  c e r t i f i c a t e s  o f  d e p o s i t  or 

that u n s o u n d  b a n k in g  c o n d i t i o n s  h a v e  a r i s e n  from w id e s p r e a d  r e l i a n c e  on d e p o s i t s  of 

th is  ty pe .  H o w e v e r ,  th e  g ro w th  o f  n e g o t i a b l e  c o rp o r a te  c e r t i f i c a t e s  o f  d e p o s i t  h a s  re­

s u l te d  in  im p o r t a n t  s h i f t s  in  th e  t y p e s  o f  b a nk  a s s e t s .  A c o n t i n u i n g  e x p a n s io n  in the 

use o f th e s e  c e r t i f i c a t e s  o f  d e p o s i t  w i l l  te n d  to l e s s e n  the  l i q u i d i t y  o f  the  b a n k in g  

sys tem  b e c a u s e  o f  th e  p r e s s u r e  to  u s e  t h e s e  f u n d s  p r o f i t a b ly .

T h e  C o u n c i l  b e l i e v e s  th a t  b a n k e r s  g e n e r a l l y  w o u ld  n o t  p r e s e n t ly  favo r  an  i n ­

crease  to 3 - 1 / 2  per  c e n t  i n  th e  m a x im u m  p e r m is s a b l e  i n t e r e s t  rate  p o s s i b le  unde r  R e g u ­

la t io n  Q on t im e  d e p o s i t s  h a v i n g  a  m a t u r i t y  o f l e s s  th an  s ix  m o n th s .

6 . H a s  th e  C o u n c i l  n o t e d  a n y  t e n d e n c y  to w a rd  the  h e ig h te n e d  c o n ce rn  on the 

pa r t  o f  th e  b u s i n e s s  a n d  f i n a n c i a l  c o m m u n i t y  w i th  r e s p e c t  to  U .S .  b a la n c e  of 

p a y m e n t s  d e v e l o p m e n t s ?  A re  th e  d i f f i c u l t  n e g o t i a t i o n s  g o in g  on w i t h in  the  

E u r o p e a n  E c o n o m i c  C o m m u n i t y  a f a c to r  to  be ta k e n  i n t o  a c c o u n t  a n d  a s u b je c t  

o f  c o n c e r n  to  b a n k  c u s t o m e r s .

T h e  C o u n c i l  h a s  n o t i c e d  i n c r e a s i n g  c o n c e r n  on th e  pa r t  o f  the  b u s in e s s  and  

f i n a n c i a l  c o m m u n i t y  w i t h  r e s p e c t  to  th e  U .S .  b a l a n c e  o f  p a y m e n t s .  C u s t o m e r s  w h o  have  

in t e r n a t io n a l  i n v e s t m e n t  a n d / o r  t r a d e  i n t e r e s t s  a re  p a r t i c u l a r l y  c o n c e rn e d  n o t  o n ly  w ith  

b a la n c e  o f  p a y m e n t s  d e v e l o p m e n t s ,  b u t  a l s o  w i t h  th e  d i f f i c u l t  n e g o t i a t i o n s  g o in g  on 

w i th in  the  E u r o p e a n  E c o n o m i c  C o m m u n i t y .

7 . T h e  B o a rd  w o u ld  a p p r e c i a t e  th e  C o u n c i l ' s  c o m m e n t s  on  e f f e c t s  o b se rve d  th us  

far from the  d e p r e c i a t i o n  a n d  ta x  c r e d i t  p r o v i s i o n s  a d o p t e d  in  1 9 6 2 .

W ith  the  e x c e p t i o n  o f  c e r t a i n  i n d u s t r i e s ,  the  C o u n c i l  h a s  o b s e rv e d  few  e f fe c t s  

tha t  i t  w o u ld  a t t r i b u t e  to  th e  d e p r e c i a t i o n  a n d  ta x  c r e d i t  p r o v is io n s  a d o p te d  in 1962 .

8. W ha t a re  th e  C o u n c i l ’ s v i e w s  r e g a r d i n g  th e  im p a c t  o f m o n e ta ry  and  c re d i t  

p o l i c y  u n d e r  c u r r e n t  c o n d i t i o n s ?

T h e  C o u n c i l  b e l i e v e s  t h a t  c u r r e n t  m o n e ta r y  a nd  c r e d i t  p o l i c y  h a s  had  a 

g ene ra l ly  f a v o r a b l e  im p a c t  o n  th e  e c o n o m y .  T h i s  p o l i c y  h a s  been  a c o n s t r u c t i v e  fa c to r  

in  the d o m e s t i c  e c o n o m y  a n d  a t  th e  s a m e  t im e  h a s  b ee n  h e l p f u l  to  the  b a l a n c e  o f  p a y m e n t s .

* :|; * :|: :|:

T h e  C o u n c i l  f a v o r s  t h e  r e v i s i o n  o f  R e g u l a t i o n  M in t e n d e d  to  ca rry  ou t the  

pu rp ose s  o f  P .  L .  8 7 - 5 8 8 ,  “ T o  im p r o v e  th e  u s e f u l n e s s  o f  n a t i o n a l  b a n k  b r a n c h e s  in  

fo re ign c o u n t r i e s . **  In  c o n s i d e r i n g  th e  B o a r d ' s  p r o p o s e d  r e v i s i o n ,  m e m b e rs  o f the  C o u n c i l  

have r e v ie w e d  th e  c o m m e n t s  o f  c e r t a i n  n a t i o n a l  b a n k s  w i t h  b r a n c h e s  a b r o a d .  T he  C o u n ­

c i l  b e l i e v e s  t h a t  t h e i r  s u g g e s t i o n s  m e r i t  c o n s i d e r a t i o n  by th e  B o a rd .
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MINUTES OF JOINT C O N F ERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

F e b r u a r y  19 ,  1963

A t  1 0 :3 0  A .M . ,  a j o i n t  c o n f e r e n c e  o f  th e  F e d e r a l  A d v i s o r y  C o u n c i l  a n d  th e  B o a rd  

o f  G o v e r n o r s  o f  th e  F e d e r a l  R e s e r v e  S y s t e m  w a s  h e l d  in  th e  B o a r d  R o o m  o f  th e  F e d e r a l  

R e s e r v e  B u i l d i n g ,  W a s h i n g t o n ,  D .  C .

P r e s e n t :  M e m b e rs  o f  t h e  B o a r d  o f  G o v e r n o r s  o f  th e  F e d e r a l  R e s e r v e  S y s t e m :

C h a i r m a n  W m . M c C .  M a r t i n ,  J r . ;  V i c e  C h a i r m a n  C .  C a n b y  B a l d e r s t o n ;  G o v e r n o r s  

J .  L .  R o b e r t s o n  a n d  C h a s  N .  S h e p a r d s o n ; a l s o  M r . M e r r i t t  S h e r m a n ,  S e c r e t a r y ,  a nd  

Mr. K e n n e t h  A .  K e n y o n ,  A s s i s t a n t  S e c r e t a r y  o f  th e  B o a r d  o f  G o v e r n o r s .

P r e s e n t :  M e m b e r s  o f  t h e  F e d e r a l  A d v i s o r y  C o u n c i l :

Mr. G e o r g e  A .  M u r p h y ,  P r e s i d e n t ;  M e s s r s .  L a w r e n c e  H .  M a r t i n ,  H o w a r d  C .  P e t e r s e n ,  

L .  A .  S t o n e r ,  R o b e r t  B .  H o b b s ,  J .  F i n l e y  M c R a e ,  K e n n e t h  V .  Z w i e n e r ,  S i d n e y  M a e s t re ,  

J o h n  A .  M o o r h e a d ,  M a u r i c e  L .  B r e i d e n t h a l ,  J a m e s  W. A s t o n ,  E l l i o t t  M c A l l i s t e r ,  H e rb e r t  V . 

P r o c h n o w ,  S e c r e t a r y ,  a n d  W i l l i a m  J .  K o r s v i k ,  A s s i s t a n t  S e c r e t a r y .

P r e s i d e n t  M u rp h y  r e a d  t h e  f i r s t  i t e m  o n  t h e  A g e n d a  a n d  t h e  c o n c l u s i o n s  o f  the  

C o u n c i l  a s  e x p r e s s e d  i n  t h e  C o n f i d e n t i a l  M e m o r a n d u m  t o  t h e  B o a r d  o f  G o v e r n o r s  f r om  t he  

F e d e r a l  A d v i s o r y  C o u n c i l ,  a s  p r i n t e d  o n  p a g e s  9 ,  10 a n d  11 o f  t h e s e  m i n u t e s .  A n  e x t e n d e d  

d i s c u s s i o n  o n  t h e  b u s i n e s s  o u t l o o k  f o l l o w e d  in  w h i c h  t h e  m e m b e r s  o f  th e  C o u n c i l  o u t ­

l i n e d  d e v e l o p m e n t s  a n d  c o n d i t i o n s  i n  t h e i r  p a r t i c u l a r  d i s t r i c t s .  T h e i r  w a s  g e n e r a l  a g r e e ­

m e n t  t h a t  b u s i n e s s  i n  t h e  f i r s t  h a l f  o f  1 9 6 3  w o u l d  c o n t i n u e  t o  im p r o v e  m o d e r a t e l y .  S e v e ra l  

m e m b e r s  o f  t h e  C o u n c i l  s a i d  t h a t  t h e  r e j e c t i o n  o f  t h e  B r i t i s h  b i d  fo r  e n t r y  i n t o  th e  C o m m o n  

M a r k e t  h a d  h a d  a n  u n s e t t l i n g  e f f e c t  o n  t h e  p s y c h o l o g y  o f  t h e  b u s i n e s s  c o m m u n i t y .

T h e  P r e s i d e n t  t h e n  r e a d  t h e  s e c o n d  i t e m  a n 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 

b r i e f  d i s c u s s i o n  f o l l o w e d .

P r e s i d e n t  M u rp h y  r e a d  t h e  t h i r d  i t e m  a n d  t h e  c o n c l u s i o n s  o f  t h e  C o u n c i l .  T h e  re ­

m a r k s  t h a t  f o l l o w e d  i n c l u d e d  a  d i s c u s s i o n  r e g a r d i n g  t h e  s t a t u s  o f  t h e  s e c o n d a r y  m a rke t  

fo r  n e g o t i a b l e  c e r t i f i c a t e s  o f  d e p o s i t .  S e v e r a l  m e m b e r s  s u g g e s t e d  t h a t  th e  s e c o n d a r y  

m a r k e t  fo r  c e r t i f i c a t e s  h a d  im p r o v e d .

T h e  P r e s i d e n t  t h e n  r e a d  t h e  f o u r t h  i t e m  o n  t h e  A g e n d a .  D u r i n g  th e  g e n e r a l  d i s ­

c u s s i o n  t h a t  f o l l o w e d ,  s o m e  m e m b e r s  a c k n o w l e d g e d  t h a t  a  d e t e r i o r a t i o n  o f  l e n d i n g  s t a n d ­

a r d s  h a d  o c c u r r e d .  T h e y  s u g g e s t e d  t h a t  t h e  i n t e n s e  c o m p e t i t i o n  fo r  l o a n s ,  th e  c o n t i n u ­

a t i o n  o v e r  a n  e x t e n d e d  p e r i o d  o f  a  r e l a t i v e l y  e a s y  m o n e t a r y  p o l i c y ,  a n d  th e  n e c e s s i t y  

fo r  e a r n i n g s  to  p r o v id e  fo r  i n t e r e s t  p a y m e n t s  o n  a  l a r g e r  v o l u m e  o f  t im e  d e p o s i t s ,  h ad  

c o n t r i b u t e d  t o  t h i s  d e v e l o p m e n t .  O t h e r  m e m b e r s  o f  t h e  C o u n c i l  w e re  l e s s  d i s p o s e d  to
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use  the  word d e t e r io r a t io n  a n d  a rg u e d  th a t  there  had  b ee n ,  i n s t e a d ,  c h a n g e s  in  le n d in g  

p r a c t ic e s .  In m any  i n s t a n c e s ,  t h e s e  met c o m m u n i ty  n e e d s  a n d  r e f le c te d  f a v o ra b ly  on the  

b a n k in g  s y s te m .

S ev e ra l  m e m b e rs  s a i d  th e y  w e re  d i s t u r b e d  by repor ts  o f  a u to  lo a n s  r u n n in g  42 m o n th s  

to m a tu r i ty .

P r e s id e n t  M u rphy  read  th e  f i f t h  i t em  on  the  A g e n d a  a n d  the  c o n c l u s i o n s  o f  the  

C o u n c i l .  He  a d d e d  t h a t  th e re  w a s  so m e  d i f f e r e n c e  o f o p in i o n  w i t h i n  the  C o u n c i l  a s  to 

the d e s i r a b i l i t y  o f  an  i n c r e a s e  to  3 - 1 / 2  per c e n t  in  the  m ax im um  in te r e s t  ra te  p a y a b le  

on t ime  d e p o s i t s  h a v i n g  a  m a t u r i t y  o f  l e s s  th a n  s ix  m o n th s .  W h ile  s om e  m em bers  w o u ld  

l ik e  to s e e  th e  r e g u l a t i o n  e l im i n a t e d  e n t i r e l y ,  the  m a jo r i ty  of b a nk e r s  w o u ld  favo r  the  

re ten t ion  o f  R e g u l a t i o n  Q  a n d  the  p r e s e n t  m a x im u m  p e r m is s ib le  r a te s .

C h a i r m a n  M a r t in ,  in  r e p ly  to  an  i n q u i r y  from a m em ber  of the  C o u n c i l ,  s t a te d  th a t  

there  w as  no g re a t  p r e s s u r e  a t  th e  m o m e n t  to  c h a n g e  the  r e g u la t i o n .  T he  i tem  had  been 

p la c e d  on the  A g e n d a  for th e  p u r p o s e  o f  d i s c u s s i o n .  H e  s u g g e s t e d ,  h o w e v e r ,  th a t  i n ­

c re a s e s  in  R e g u l a t i o n  Q  m a x im u m  ra te s  w ere  r e la te d  to  the  d e f i c i t  in  the  b a la n c e  of 

p ay m e n ts  and  to  th e  m o v e m e n t  o f  short- te rm  f u n d s .  T he  C h a i rm a n  a d de d  th a t  he  d id  not 

look  w i th  fa vo r  on  th e  s e p a r a t i o n  o f  d o m e s t i c  a n d  fo re ig n  t im e  d e p o s i t s  w hen  d i s c u s s i n g  

in te r e s t  ra te  l im i t a t i o n s .

P r e s id e n t  M u rphy  r e ad  th e  s ix t h  i t e m  a n d  the  c o n c l u s i o n s  o f th e  C o u n c i l .

C h a i r m a n  M a r t in  q u e s t i o n e d  w h e th e r  th e  d o m e s t i c  e c o n o m y  s h o u ld  be s t im u la t e d  by 

a fur ther  e a s i n g  o f  m o n e y .  A  r e l a t e d  q u e s t i o n ,  he  c o n t i n u e d ,  i n v o l v e d  the  e x tep t  to 

w h ich  the  b a l a n c e  o f  p a y m e n t s  w a s  a f f e c t e d  by  i n t e r e s t  ra te  d i f f e r e n c e s .  T he  C h a i rm a n  

added  th a t  i t  w a s  h i s  v i e w  t h a t  d o m e s t i c  a n d  i n t e r n a t i o n a l  p r o b le m s  c o u ld  n o t  be s e p a ­

ra ted . T he  C o u n c i l  m e m b e rs  r e p o r te d  t h a t  t h e y  h a d  no  e v id e n c e  th a t  l e g i t im a te  d e m a n d s  

for c re d i t  w e re  u n s a t i s f i e d .  C h a i r m a n  M a r t in  n o te d  th a t  a l t h o u g h  lo a n  d e m a nd  had  been  

good d u r in g  th e  p a s t  y e a r ,  th e  c o n v e n t i o n a l l y - d e f i n e d  m oney  s u p p ly  had  b eg un  to  c o n t r a c t  

a g a in  r e c e n t ly .  A s  a r e s u l t ,  t h e re  w e re  t h o s e  w h o  m a i n t a in e d  th a t  the  F e d e r a l  R e se r v e  

had  f o l l o w e d  a to o  r e s t r i c t i v e  m o n e ta r y  p o l i c y .  T h e  m em be rs  o f the  C o u n c i l  in d ic a t e d  

they d id  n o t  a g r e e .

C h a i r m a n  M a r t in  i n d i c a t e d  t h a t  he  b e l i e v e d  a  s u b s t a n t i a l  p o r t io n  o f  the  g row th  of 

t ime and  s a v i n g s  d e p o s i t s  o v e r  th e  p a s t  y e a r  m ig h t  be reg a rded  a s  v i r t u a l l y  the  e q u i v a ­

le n t  o f  d e m a n d  d e p o s i t s .

G o ve rno r  B a l d e r s t o n  s t a t e d  t h a t  p r io r  to  th e  c h a n g e  in  R e g u l a t i o n  Q ,  t im e  a nd  s a v in g s  

d e p o s i t s  h a d  b ee n  g r o w in g  a t  a n  a n n u a l  r a te  o f  a b o u t  12 per c e n t .  S u b s e q u e n t l y  th ey  h ad  

grown a t  an  a n n u a l  r a te  o f  18 pe r  c e n t .

T he  P r e s i d e n t  th e n  r e a d  th e  7 th  a n d  8 th  i t e m s  on  the  A g e n d a  a n d  the  c o n c l u s i o n s  

of the C o u n c i l .  A  ve ry  b r i e f  d i s c u s s i o n  f o l l o w e d .

The meeting adjourned at 1:00 P.M.
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NOTE: This t r a n s c r i p t  of the S e c r e t a r y 1 s notes is not to be 
regarded, as c o m p l e t e  or n e c e s s a r i l y  e n t i r e l y  accurate. The 
transcript is f o r  the sole u s e  of the m e m b e r s  of the Federal 
Advisory C o u n c i l s  The c o n c i s e  o f f i c i a l  m i n u t e s  for the 
entire y e a r  are p r i n t e d  a n d  d i s t r i b u t e d  l a t e r 0

H 0V 0P 0 
W o J * K 0

The S e c r e t a r y ?s n o t e s  of the m e e t i n g  of the Federal 
Council on F e b r u a r y  1 8 , 1963, at 9s30 A * M es, in Room 
the M a y f l o w e r  H o t e l ,  W a s h i n g t o n ,  D® C 0 A l l  members 
Federal A d v i s o r y  C o u n c i l  w e r e  present,,

Advisory 
932 of 
of the

The S e c r e t a r y  p r o v i d e d  e a c h  m e m b e r  w i t h  a list of all the members 
the Council for the y e a r  1 9 6 3 , o f f i c i a l l y  e l e c t e d  in accordance with 

:orjiuni cat ions r e c e i v e d  f r o m  the F e d e r a l  R e s e r v e  banks 0

Mr. George A* M u r p h y  w a s  e l e c t e d  C h a i r m a n  p r o  tem and Mr, 
Icrsvik was e l e c t e d  S e c r e t a r y  p r o  t e m P

William J<

The f o l l o w i n g  o f f i c e r s  w e r e  n o m i n a t e d  a n d  u n a n i m o u s l y  elected?

G e o r g e  A. M u r p h y 9 P r e s i d e n t  
R o b e r t  B 0 H o b b s ,  V i c e  P r e s i d e n t  
H o w a r d  C 0 P e t e r s e n ,  D i r e c t o r  
J. F i n l e y  M c R a e ,  D i r e c t o r  
K e n n e t h  V 0 Z w i e n e r ? D i r e c t o r  
H e r b e r t  V Q P r o c h n o w ,  S e c r e t a r y  
W i l l i a m  J c K o r s v i k ,  A s s i s t a n t  S e c r e t a r y

On motion, d u l y  m a d e  a n d  s e c o n d e d ,  the s a l a r y  of the Secretary was 
---7-ec. at $3,000 a n n u a l l y ,  a n d  t h a t  of the A s s i s t a n t  S e c r e t a r y  at $2*000 
dually.

^ The S e c r e t a r y  p r e s e n t e d  t h e  f i n a n c i a l  r e p o r t  for the year 1 9 6 2 P 
%"?ri k e e n  a u d i t e d  b y  M r 0 J 0 C a r l  S o m m e r ,  A u d i t o r  of The First 
i^'ional B a n k  of Chicago,, The r e p o r t  w a s  a p p r o v e d  and p l a c e d  on file, 

'fill be p r i n t e d  a n d  i n c l u d e d  i n  t h e  f o r m a l  p r i n t e d  m i n u t e s 0

, ^  A m o tion w a s  a d o p t e d  a u t h o r i z i n g  the S e c r e t a r y  to draw drafts for 
upon e ach F e d e r a l  R e s e r v e  B a n k  f o r  the s e c r e t a r i a l  and incidental 

'irises of the F e d e r a l  A d v i s o r y  C o u n c i l  f o r  the y ear 1963o

^ The by-l a w s  w e r e  approved,. The C o u n c i l  a p p r o v e d  the S e c r e t a r y !s
r',;e3 for the m e e t i n g  of N o v e m b e r  19~20, 1 9 6 2 D The p r i n t e d  minutes for
A\the 1962 m e e t i n g s  of the C o u n c i l ,  c o p i e s  of w h i c h  h a d  b e e n  sent
^ously to m e m b e r s  of the C o u n c i l , also w e r e  approved,,
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I T E M  I

tfgAT ARE T H E  O B S E R V A T I O N S  OP T H E  C O U N C I L  REGARDING- (a) R E C E N T  
DOMESTIC E C O N O M I C  D E V E L O P M E N T S ,  A N D  (b) T H E  B U S I N E S S  O U T L O O K  FOR

FIRST H A L F  O F  1 9 6 3  A N D  T H E  Y E A R  AS A  W H O L E ?  (c) DO T H E  MEMB E R S  
THE C O U N C I L  B E L I E V E  T H A T  T H E  I M P R O V E M E N T  IN B U S I N E S S  P S Y C H O L O G Y  

^ P O R T E D  A T  T H E  N O V E M B E R  M E E T I N G  W I T H  T H E  B O A R D  H A S  S T R E N G T H E N E D  F U R ­
THER SINCE T H A T  T I ME, R E M A I N E D  A B O U T  T H E  SAME, OR R E C E D E D ? _______________

Murphy w e l c o m e d  the n e w  m e m b e r s  to the Council. He then r e a d  Item I 
j invited e a c h  m e m b e r  to c o m m e n t .

A general d i s c u s s i o n  o n  r e c e n t  e c o n o m i c  d e v e l o p m e n t s  f o l l o w e d  w h i c h  
suggested a c o n t i n u a t i o n  of the m i x e d  t r e n d s  t h a t  h a d  p r e v a i l e d  in the 
devious several m o n t h s .  A  n u m b e r  of m e m b e r s  l i s t e d  as e n c o u r a g i n g  the 
lending b e h a v i o r  of c o n s u m e r s  as e v i d e n c e d  b y  r e t a i l  sales and in p a r t i ­
cular by the v o l u m e  of n e w  a u t o m o b i l e s  sold. The d e c l i n e  in n e w  orders 

durable goods, t h e  f a i l u r e  of i n d u s t r i a l  p r o d u c t i o n  to rise, and the 
•-certainty c r e a t e d  b y  the B u d g e t  M e s s a g e ,  t o g e t h e r  w i t h  the d i s c u s s i o n  
0f a  possible t a x  cut, h a v e  c l o u d e d  the i m m e d i a t e  o u t l o o k .

Despite t h e s e  d e v e l o p m e n t s ,  the m e m b e r s  a n t i c i p a t e  that b u s i n e s s  in 
::_e first h alf of 1 9 6 3  w i l l  c o n t i n u e  to s h o w  the m o d e r a t e  i m p r o v e m e n t  
-hat characterized the l a s t  s i x  m o n t h s  of 1 9 6 2 *  The o u t l o o k  for the last 
half of 196& is less c e r t a i n .

There was f a i r l y  w i d e  a g r e e m e n t  that the i m p r o v e m e n t  in b u s i n e s s  
rsjchology r e p o r t e d  at the N o v e m b e r  m e e t i n g  h a d  r e c e d e d  s o m e w h a t  since 
:'nat time. S e v e r a l  m e m b e r s  c i t e d  as a d v e r s e  f a c t o r s  r e c e n t  events in 
I^ope, Canada, a n d  C u b a ,  the p r o b l e m s  a s s o c i a t e d  w i t h  the b a l a n c e  of 
regents and b u d g e t  d e f i c i t s ,  a n d  the p r o p o s e d  t a x  l e g i s l a t i o n .  I n  the 
opinion of m o s t  of the m e m b e r s  of the C o u n c i l ,  t h e s e  d e v e l o p m e n t s  have 
lessened the f a v o r a b l e  s e n t i m e n t  i n  the b u s i n e s s  c o m m u n i t y *

I T E M  II

IT THE O P I N I O N  OF T E E  C O U N C I L , ... WEAT...FACTORS IN THE. C U R R E N T  E C O N O M I C  
PICTURE..SUGGEST! THE. M0.S.T S T R E N G T H  OR E N C O U R A G E M E N T ?  CONV E R S E L Y ,
:I5AT. J?A.CTORS__ A P P E A R  T O  B E  O F  G R E A T E S T  C O N C E R N ?

. ‘foppky r e a d  I t e m  II a n d  o b s e r v e d  t h a t  m a n y  f a c t o r s  b e a r i n g  on this 
^ e c t  had b e e n  c o n s i d e r e d  i n  the p r e c e d i n g  d i s c u s s i o n .  A c c o r d i n g l y  * the 
^-".ents that f o l l o w e d  w e r e  r a t h e r  b r i e f .

It was g e n e r a l l y  a g r e e d  t h a t  the p e r s i s t e n t  s t r e n g t h  of c o n s u m e r  
is the m a j o r  s o u r c e  of e n c o u r a g e m e n t  in t h e  c u r r e n t  econo m i c  pic-

* A n u m b e r  of m e m b e r s  n o t e d  t h a t  the a b s e n c e  of g r o w t h  in inventories 
^■??ssted that n e w  o r d e r s  a n d  p r o d u c t i o n  w i l l  p r o b a b l y  rise, r e s u l t i n g  in
• ̂  improvement i n  e m p l o y m e n t ,  incojne a n d  o v e r - a l l  e c o n o m i c  activity.
' Possible b u i l d - u p  o f  i n v e n t o r i e s  b y  s t e e l  u s e r s  in a n t i c i p a t i o n  of a

e could also c o n t r i b u t e  to a r i g e  in b u s i n e s s  in the m o n t h s  immediately
Mart* •

^xcess p r o d u c t i v e  c a p a c i t y ,  the l a c k  of v i g o r  in c a p i t a l  spending, the 
,'^tively h i g h  l e v e l  of u n e m p l o y m e n t ,  r e c e n t  d e v e l o p m e n t s  in l a b o r  
.^Jtiations, s u c h  as t h e  n e w s p a p e r  s t r i k e s ,  a n d  the d e p a r t u r e  f r o m  the 

-alines in the d o c k  s t r i k e  s e t t l e m e n t ,  are c u r r e n t l y  m a t t e r s  of economic
ncern*
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I T E M  III

tfHAtt ARE T H E  P R O S P E C T S  F O R  L O A N  D E M A N D  AT B ANKS DURING THE NEXT SEVERAL 
MONTHS', I N C L U D I N G  D E M A N D  IN V A R I O U S  L O A N  CATEGORIES? IS THE LIQUIDITY 
QT? THE B A N K I N G  S Y S T E M  C O N S I D E R E D  A M P L E  TO A C C O M M O D A T E  THE PRESENT AND 
FORESEEABLE V O L U M E  OF C R E D I T  D E M A N D S ? ___________________________________________ _

Murphy r e a d  I t e m  III a n d  i n v i t e d  comm e n t  f r o m  members. The ensuing 
j^scussion d i s c l o s e d  t h a t  the m e m b e r s  of the Council anticipate a moderate 
■-crease in l o a n  d e m a n d  d u r i n g  t h e  next s e v e r a l  months. A n  increase in the 
Arable goods s e c t o r  is l i k e l y  if steel u s e r s  add to their inventories b e ­
muse of the p o s s i b l e  r e o p e n i n g  of the steel labor contract*

The m e m b e r s  of the C o u n c i l  b e l i e v e  that the l i q u i d i t y  of the banking 
--stem is a d e q u a t e  to a c c o m m o d a t e  the p r e s e n t  and foreseeable volume of 
:*edit demands. S e v e r a l  m e m b e r s  observed, however, that a vigorous e x ­
pansion in the e c o n o m y  c o u l d  q u i c k l y  t i g h t e n  b a n k  credit.

I T E M  IV

HOES T H E .CLQUNCILl D E T E C T  A H Y  $1*MPT0MS OP D E T E R I O R A T I O N  IN LENDING 
STANDARDS, P~fl~RTTHTJLARLY TN T H E  frTELD OF R E A L  E S T A T E  CREDIT?

1 — — — .................1 “  y ...................... ............  ■ * ............. . .............■■■■■■ ■ —  - ... — . -  ■■ - ■■■

.Murphy r e a d  I t e m  IV. The C o u n c i l  c o n c l u d e d  that there was some 
deterioration in l e n d i n g  s t a n d a r d s ,  p a r t i c u l a r l y  in the field of real 
estate credit. S e v e r a l  m e m b e r s  r e p o r t e d  p r e s s u r e  on the part of 
borrowers for l o n g e r  m a t u r i t i e s  of t erm loans. Desp i t e  these d e v elop­
ments, however, the C o u n c i l  b e l i e v e s  that l e n d i n g  standards gene r a l l y  are 
consistent w i t h  s o u n d  b a n k i n g  p r a c t i c e s *

I T E M  V

'a) THE B O A R D  W O U L D  A P P R E C I A T E  .COMMENTS W I T H  R E S P E C T  TO DEVELOPMENTS
::: t h e  a r e a  o f  t i m e  a n d  s a v i n g s  d e p o s i t s , i n c l u d i n g  t h e  t r e n d  o p  s u c h  
:e p o s i t s _, t h e  c o s _t  b u r d e n  o e  h i g h e r  i n t e r e s t  r a t e  l e v e l s , a n d  w h e t h e r

THE USES M A D E  BY. BANKS.. QE F U N D S  R E P R E S E N T E D  B Y  S U C H  DEPOSITS HAVE 
BEEN C O N S I S T E N T  W I T H  ACCEPTED. S T A N D A R D S  OF B A N K  L I Q U I D I T Y  A N D  ASSET 
-7A L T T Y . (b) D O E S  T H E  C O U N C I L  BELIEVE. THAT C O M P E T I T I V E  ABUSES ARE 
LIKELY TO A R I S E  F R O M  THE. RAPIDLY. E X P A N D I N G  U S E  OF N E G O T I A B L E  CORPORATE 
CERTIFICATES, O E  D E P O S I T  OR T H A T  U N S O U N D  B A N K I N G  C O N DITIONS MIGHT ARISE 
PROM W I D E S P R E A D  R E L I A N C E  ON D E P O S I T S  QE THIS TYPE? H O W  W O U L D  THE 
OOTHCIL R E G A R D  A N  I N C R E A S E  TO 3 - 1 / 2  PER CENT IN T H E  M A X I M U M  PERMISSIBLE 
INTEREST.. R A T E  P A Y A B L E  U N D E R  R E G U L A T I O N  Q ON T I M E  D E P O S I T S  HAVING A 
g M l B I T Y  OE L E S S  T H A N  S I X  M O N T H S ? ___________________________________________________

Murphy r e a d  I t e m  V* I n  t h e  d i s c u s s i o n  w h i c h  followed, the members 
■ "he Council a g r e e d  t h a t  w h i l e  time and savings deposits continue to 
'Vana, the r a t e  of i n c r e a s e  h a s  s l o w e d  c o n s i d e r a b l y  and that it is sub- 
_^ntially less t h a n  it w a s  a y e a r  ago. M o s t  m e m b e r s  b e l i e v e  that the 
peeze on b a n k  p r o f i t s  c u r r e n t l y  is less t h a n  it was a y e a r  ago because 
the shifts in the d i s t r i b u t i o n  of b a n k  a s s e t s  that w e r e  effected last 

In these c i r c u m s t a n c e s ,  the p r e s s u r e  to e x t e n d  m a turities and to buy 
--per y i e l d i n g  a s s e t s  has l e s s e n e d  s o m e w h a t .  W h i l e  the members acknow- 

the l i b e r a l i z a t i o n  in c r e d i t  s t a ndards, th<^re was fairly wide 
jjfj^ement that t h e  l e n d i n g  a n d  i n v e s t m e n t  p o l i c i e s  h a v e  been consistent 
^  accepted s t a n d a r d s  of b a n k  l i q u i d i t y  and asset quality*
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The C o u n c i l  does n o t  b e l i e v e  that s i g n ificant competitive abuses 
iiave arisen f r o m  the r a p i d l y  e x p a n d i n g  use of negotiable corporate 
’ertificates of d e p o s i t  or that u n s o u n d  b a n k i n g  conditions have arisen 

the w i d e s p r e a d  r e l i a n c e  o n  deposits of this type. A number of mem- 
ters observed, h o w e v e r ,  t h a t  a c o n t i n u i n g  e x p a n s i o n  of the use of these 
Certificates of deposit, w o u l d  t e n d  to l e s s e n  the l i q u i d i t y  of the banking 
system because of the p r e s s u r e  to use these funds profitably.

In the d i s c u s s i o n  on the p o s s i b l e  increase to 3-1/2 per cent in the 
maximum p e r m i s s i b l e  r a t e  p a y a b l e  u n d e r  R e g u l a t i o n  Q. on time deposits 
having a m a t u r i t y  of less t h a n  six m o n t h s ,  it was observed that bankers 
generally w o u l d  n o t  f a v o r  a n  i n c r e a s e ,  A  n u m b e r  of members of the 
jouncil added t h a t  t h e y  p e r s o n a l l y  w o u l d  favor g r e a t e r  flexibility in the 
rates w h i c h  b a n k s  m a y  pay.

I T E M  VI

HAS THE. C0UNC.IL. N O T E D  A N Y  T E N D E N C Y  T O W A R D  H E I G H T E N E D  CONCERN ON THE 
PART 0E THE. B U S I N E S S  A N D  FINANCIAL.. C O M M U N I T Y  W I T H  R E S P E C T  TO U. S. 
BALANCE OF P A Y M E N T S  D E V E L O P M E N T S ?  A R E  THE. D I F F I C U L T  NEGOTIATIONS 
GOING. ON W I T H I N  T H E  E U R O P E A N  E C O N O M I C  C O M M U N I T Y  A  FACTOR TO B E  TAKEN 
INTO A C C O U N T  A N D  A  S U B J E C T  OF C O N C E R N  TO B A N K  CUSTOMERS?

Murphy r e a d  I t e m  VI, The m e m b e r s  r e p o r t e d  i n creasing concern on the 
part of the b u s i n e s s  a n d  f i n a n c i a l  c o m m u n i t y  w i t h  respect to the U. S 0 
balance of p a y m e n t s .  T h i s  Is p a r t i c u l a r l y  true of customers w i t h  inter­
national i n v e s t m e n t  a n d / o r  t r a d e  i n t e r e s t s .  The diffi c u l t  negotiations 
going on w i t h i n  the E u r o p e a n  E c o n o m i c  C o m m u n i t y  also are being closely 
followed,

I T E M  V I I

THE B O A R D  W O U L D  A P P R E C I A T E  T H E  C O U N C I L TS COMMENTS ON EFFECTS OBSERVED 
THUS FAR F R O M  T H E  D E P R E C I A T I O N  A N D  T A X  CREDIT PROVISIONS ADOPTED IN 
1962, ____________

Murphy r e a d  I t e m  V I I .  W i t h  the e x c e p t i o n  of c e r t a i n  i n d u s t r i e sP 
of which r a i l r o a d s  are a n  o u t s t a n d i n g  e xample* the m e m b e r s  of the Council 
W e  observed f e w  e f f e c t s  that t h e y  w o u l d  attr i b u t e  to the d epreciation 
snd tax credit p r o v i s i o n s  a d o p t e d  in 1962.

I T E M  VIII

>/HAT A R E  T H E  C O U N C I L S  V I E W S  R E G A R D I N G  T H E  IMPACT OF M O N E T A R Y  A N D  
CREDIT. P O L I C Y  U N D E R  C U R R E N T  C O N D I T I O N S ?  ______

Murphy r e a d  I t e m  V T T T  a n d  a d d e d  that the C o u n c i l * s  c u stomary reply 
this q u e s t i o n  w a s  p r o b a b l y  a p p r o p r i a t e .  This w a s  a g r e e d  with the 

2uSgestion that the C o u n c i l  a l s o  s h o u l d  n ote that the p o licy has been a 
instructive f a c t o r  i n  the d o m e s t i c  e c o n o m y  and at the same time has 
Je®n helpful to t h e  b a l a n c e  of p a y m e n t s .
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There was a b r i e f  d i s c u s s i o n  of the B o a r d’s p r o p o s e d  revision of 
,,tulation M, c o pies of w h i c h  h a d  b e e n  p r e v i o u s l y  forwa r d e d  to the 
'fibers of the C o u n c i l .  The C o u n c i l  d e c i d e d  to indicate its approval 

revision of the R e g u l a t i o n  w i t h  the s u g g e s t i o n  that the comments 
^ r t a i n  n a t i o n a l  b a n k s  w i t h  b r a n c h e s  a b r o a d  s h ould be carefully con-* 

;;^red before the r e v i s i o n  is f i n a l l y  published.

The m e e t i n g  a d j o u r n e d  at 1 2 : 3 5  P.M.

sr
/% /v  /  v 4\ 4\ /v’  "/v* " /C  - /C

THE C O U N C I L  C O N V E N E D  IN T H E  B O A R D  R O O M  OP T H E  FEDERAL RESERVE 
BUILDING, W A S H I N G T O N ,  D. C., A T  2:30 P.M. ON FEBR U A R Y  1 8 , 1963*

Members of the B o a r d * s  D i v i s i o n  of R e s e a r c h  and Statistics partici 
rated in an a u d i o - v i s u a l  p r e s e n t a t i o n  on the c u r rent economic situation

Copies of the p r e s e n t a t i o n  are to be m a d e  a v a i l a b l e  to the members 
of the Council b y  t h e  B o a r d ’s st aff.

THE. C O U N C I L  R E C O N V E N E D  A T  9:l]-0 P.M. ON F E B R U A R Y  l8, 1963* IN 
R O O M  932 OF T H E  M A Y F L O W E R  HOTEL.. A L L  M E M B E R S  OF THE COUNCIL 
W E R E  P R E S E N T .

The C o u n c i l  p r e p a r e d  a n d  a p p r o v e d  the a t t a c h e d  Confidential M e m o r ­
andum to be sent to t h e  B o a r d  of G o v e r n o r s  r e l a t i v e  to the A g e n d a  for 
‘-"e joint m e e t i n g  of t h e  C o u n c i l  a n d  the B o a r d  on F e b r u a r y  19, 1963o 
:~e Memorandum was d e l i v e r e d  to the F e d e r a l  Reserve B u i l d i n g  at 
—  P.M. on F e b r u a r y  18.

The meeting a d j o u r n e d  at 10:^0 P.M*
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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 FEBRUARY 19, 1963

1. What are the observations o f the Council regarding (a) re­

cent domestic economic developments, and (b) the business 
outlook for the f i r s t  h a l f  o f 1963 and the year as a 

whole? (c) Do the members o f the Council believe that the 

improvements in  business psychology reported at the 

November meeting w ith  the Board has strengthened further 
since th a t tim e, remained about the same, or receded?

a) Recent domestic economic developments ind ica te  a continua­
tion of the mixed trends th a t have preva iled  the past several months.

While the spending behavior o f consumers, as evidenced by r e ta i l  sales 

and in p a r t ic u la r  by the volume o f new model automobiles s o ld ,  has been 
encouraging, the dec line  in  new orders for durable goods ,  the fa ilu re  of 

industria l p roduction  to r is e , and the uncerta in ty  created by the Budget 
Message, together w ith  the d iscu ss io n  o f a possib le  tax cu t, have clouded 

the immediate o u tlook .

b) Despite these imponderables, however, the Council an tic ipa tes  
that business in  the f i r s t  h a l f  o f 1963 w i l l  continue to show the moderate 

improvement th a t cha rac te r ized  the la s t  six  months of 1962. The outlook 
for the la s t  h a l f  o f 1963 is  less c e r ta in .

c) The C ounc il be lieves  th a t the improvement in  business 

psychology reported a t  the November meeting has receded somewhat since 

that time. Developments in  Europe5 Canada and Cuba, together with the 

problems associated w ith  the balance o f payments, budget d e f ic its , and 

especially the proposed tax le g is la t io n ,  have lessened the favorable 

sentiment in  the business community.

2. In  the o p in io n  o f the C ounc il, what factors in  the cur­

rent economic p ic tu re  suggest the most strength or 

encouragement? Conversely, what factors appear to be of 

g reatest concern7

In  the o p in io n  o f the C ounc il, the pe rs is te n t strength of con­

sumer buying is  a major source o f encouragement in  the current economic 

picture. This fa c to r  and the absence o f growth in  inventories suggest 

that new orders and p roduc tion  w i l l  probably r is e , re su lt in g  in  some 

improvement in  employment, income, and over-a ll economic a c t iv i ty .  A 

build-up of in ve n to r ie s  by s tee l users in  a n t ic ip a t io n  o f a s tr ik e  could 

also contribute  to a r is e  in  business in  the months immediately ahead.

Excess productive  capac ity , the lack o f v igor in  c a p ita l expendi­

tures, the r e la t iv e ly  h igh  le ve l o f unemployment, and recent developments
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3. What are the prospects for loan demand at banks during 
the next several months, in c lud ing  demand in  various 

loan categories? Is  the l iq u id i t y  of the banking 
system considered ample to accommodate the present and 
foreseeable volume o f c re d it  demands?

The members o f the Council a n t ic ip a te  a moderate increase in 

loan demand during  the next several months. Some increase in  loans is 
like ly  to occur in  the durable goods sector, espec ia lly  i f  steel users 

add to th e ir  inven to r ie s  because o f the possib le  reopening of the steel 
labor con trac t. The members o f the Council believe that the l iq u id ity  
of the banking system is  adequate to accommodate the present and fore­
seeable volume o f c re d it  demands.

4. Does the Council de tect any symptoms of de te rio ra tion  
in  lend ing  standards, p a r t ic u la r ly  in  the f ie ld  of 
rea l es ta te  c re d it?

The Council has observed some de te r io ra tio n  in  lending standards, 
p a rticu la r ly  in  the f ie ld  o f re a l estate  c re d it . There has also been some 

pressure to lengthen the m a tu r it ie s  o f term loans. However, lending 

standards genera lly  are cons is ten t w ith  sound banking prac tices .

5. (a) The Board would appreciate  comments w ith respect 
to developments in  the area o f time and savings 

depos its , in c lu d in g  the trend o f such deposits, the 

cost burden o f h igher in te re s t  rate  le ve ls , and 

whether the uses made by banks o f funds represented 

by such depos its  have been cons is ten t w ith accepted 

standards o f bank l i q u id i t y  and asset q u a lity .

(b) Does the Council be lieve  tha t competitive abuses 

are l ik e ly  to a r is e  from the rap id ly  expanding use of 

nego tiab le  corporate c e r t if ic a te s  o f deposit or that 

unsound banking cond itio ns  might ar ise  from widespread 

re lia n ce  on depos its  of th is  type? How would the 

Council regard an increase to 3-1/2 per cent in  the 

maximum perm iss ib le  in te re s t  rate  payable under 

R egu la tion  Q on time deposits  having a m aturity  of 

less than s ix  months?

a) A lthough time and savings deposits continue to expand, the 

rate  of increase has slowed considerab ly  and is  s u b s ta n t ia lly  less than 

i t  was a year ago. Furthermore, because of s h if ts  in  the d is tr ib u t io n  of 

bank assets th a t were e ffe c ted  la s t  year, the squeeze on bank p ro fits  

currently is  less than i t  was a year ago. Accordingly, the pressure to 

extend m a tu r it ie s  and to buy h igher y ie ld in g  assets has lessened somewhat.

in labor negotiations, such as the newspaper strikes and the departure
from the guidelines in the dock strike settlement, are currently matters
of economic concern.
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b) The Council does not be lieve that s ig n if ic a n t competitive 
abuses have a r isen  from the rap id ly  expanding use of negotiable corporate 
c e r tif ic a te s  o f depos it or th a t unsound banking conditions have arisen 
from widespread re lia n ce  on deposits of th is  type. However, the growth 
of negotiable corporate c e r t if ic a te s  of deposit has resulted in  
important s h if ts  in  the types o f bank assets. A continuing expansion in  
the use o f these c e r t i f ic a te s  o f deposit w i l l  tend to lessen the l iq u id ity  
of the banking system because o f the pressure to use these funds 
p ro fita b ly .

The Council be lieves tha t bankers generally  would not presently 
favor an increase to 3-1/2 per cent in  the maximum perm issible in terest 

rate possib le  under R egu la tion  Q on time deposits having a maturity of 
less than s ix  months.

6. Has the Council noted any tendency toward heightened con­
cern on the p a rt o f the business and f in a n c ia l community 

w ith  respect to U. S. balance of payments developments?

Are the d i f f i c u l t  nego tia tio ns  going on w ith in  the 

European Economic Community a fac tor to be taken in to  
account and a sub jec t o f concern to bank customers.

The Council has no ticed  increasing  concern on the part of the 

business and f in a n c ia l  community w ith  respect to the U. S. balance of 

payments. Customers who have in te rn a t io n a l investment and/or trade 

in terests are p a r t ic u la r ly  concerned not only w ith balance of payments 

developments, but a lso  w ith  the d i f f i c u l t  nego tia tions going on w ith in  

the European Economic Community.

7. The Board would apprec ia te  the C ounc il’ s comments on 

e ffe c ts  observed thus far from the deprec iation  and tax 

c re d it  p rov is ions  adopted in  1962,

With the exception o f ce r ta in  in d u s tr ie s , the Council has 
observed few e ffe c ts  th a t i t  would a t t r ib u te  to the deprec iation  and tax 

cred it p rov is ions  adopted in  1962.

8. What are the C o un c il's  views regarding the impact of 

monetary and c re d it  p o lic y  under current conditions?

The Council be lieves  tha t current monetary and c red it po licy  
has had a g enera lly  favorab le  impact on the economy. This po licy  has been 

a constructive  fa c to r  in  the domestic economy and a t the same time has 

been h e lp fu l to the balance o f payments.

★ vt

The Council favors the rev is io n  of Regu lation  M intended to carry 

out the purposes o f P. L. 87-588, "To improve the usefulness of national 

bank branches in  fo re ign  c o u n tr ie s ."  In  considering the Board's proposed 

rev is ion , members o f the Council have reviewed the comments of ce rta in  

national banks w ith  branches abroad. The Council believes that the ir  sug­

gestions m erit con s ide ra tio n  by the Board.

As the Council has observed, there has been some liberalization in credit
standards, but in general, the lending and investment policies ha~/e been
consistent with accepted standards of bank liquidity and asset quality.
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ON F E B R U A R Y  19, 1 9 6 3 ,  A T  1 0 : 3 0  A.M., THE F E D E R A L  ADVIS O R Y  COUNCIL 
HELD A  J O I N T  M E E T I N G  W I T H  T H E  B O A R D  OP G O VERNORS OP THE FEDERAL 
R E S ERVE S Y S T E M  I N  T H E  F E D E R A L  R E S E R V E  BUILDING, WASHINGTON, D.C. 
ALL M E M B E R S  OP T H E  C O U N C I L  W E R E  PRESENT.

THE F O L L O W I N G  M E M B E R S  OP THE B O A R D  OP GOVERNORS W E R E  PRESENT: 
CHAIRMAN M A R T I N ,  V I C E  C H A I R M A N  B A L D E R S T O N ,  GOVERNORS ROBERTSON 
AND S H E P A R D S O N .  MR. S H E R M A N ,  SECRETARY, AND. MR. KENYON, ASSISTANT 
SECRETARY, OP T H E  B O A R D  OF G O V E R N O R S  A LSO W E R E  P R E S E N T 0

The m i n u t e s  of the joint m e e t i n g  are b e i n g  p r e p a r e d  in the office 
0f the S e c r e t a r y  of the B o a r d  of G o v e r n o r s  of the Federal Reserve System* 
fheir content w i l l  b e  c o m p a r e d  w i t h  the notes of the Secretary of the 
Council* A s s u m i n g  t h e y  are in s u b s t a n t i a l  agreement* they will be r e ­
produced and d i s t r i b u t e d  to t h e  m e m b e r s  of the Council*

The m e e t i n g  a d j o u r n e d  at 1 : 0 0  P«M„

The next m e e t i n g  of the Council will be h e l d  on May 20 *=*21, 1963
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