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above that in the first half. Businesses increased their borrowing in short-
and intermediate-term markets, issuing a record quarterly volume of commer-
cia! paper and borrowing sizable amounts from commercial banks. A slowing
in the growth of consumer installment credit reduced the net flow of loan
funds to the household sector, although home mortgage borrowing continued
at a pace close to that in the first half of the year. On a seasonally
adjusted basis, net borrowing by the federal govermment picked up moderately
in the third quarter from the greatly reduced rate in the first half of
1979.

As the third quarter drew to a close, monetary growth proceeded
at a fast pace, and prospects of continued high inflation led to increased
speculative activities in financial, foreign exchange, and commodity mar-
kets. In response to these developments, the Federal Reserve Board on
October 6 announced additional restrictive actions. The discount rate was
increased a full percentage point, and a reserve requirement was established
for larger member banks against net increases in managed liabilities--defined
as certificates of deposit (CDs) issued in denominations of $100,000 or more
with maturities of less than one year, Eurodollar borrowings, security
repurchase agreements, and federal funds borrowings from nonmember institu-
tions--above a base-period level. Similar requirements were imposed on
branches and agencies of foreign banks. Also, the FOMC announced its inten-

tion to alter its operating techniques by putting greater emphasis on control-

ling the supp'y of bank reserves and less on targeting the federal funds

rate in attempting to achieve its stated objectives for monetary growth.

Following the announcement, the federal funds rate fluctuated over

a wide range, and on average remained substantially above the levels prevailing
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befor. these actions. 1In late October, short-term interest rates stood
between 2 and 2-1/2 percentage points above their levels of October 5;
long-term rates were up about 1 percentage point. This rise in rates was
accompanied by increases in yield spreads between higher- and lower-rated
securities, Stock prices moved sharply lower, and by late October most
major stock price indexes were back down to levels near those prevailing

at the end of the second quarter, reversing gains of 7 to 12 percent between
June and September.

Monetary Aggregates and Bank Credit

The acceleration in M-1 brought its rate of growth for the third
quarter to a record 9-1/2 percent. The pickup in M-1 growth reflected in
part a greater need for transaction balances, associated with the stronger
pace of nominal expenditures, and occurred despite the increased incentive
to economize on such balances arising from rapid increases in interest rates.
About one-third of the increase from the second-quarter growth rate is attri-
butable to a diminution in the rate at which funds were shifted out of demand
deposits and into savings accounts eligible for automatic transfer service
(ATS) and negotiable order of withdrawal (NOW) accounts in New York State;
such shifts are estimated to have reduced M-1 growth about 1-1/2 percentage
points in the second quarter and 3/4 of a percentage point in the third.

Growth in the interest-bearing component of M-2 quickened con-
siderab'y in the third quarter from the already increased pace of the previous
three months. This expansion, along with an acceleration in M-1, boosted
growth in M-2 to an annual rate of 12 percent in the third quarter, the fast-

est pace in almost three years. Savings deposits grew at a rate of 5-1/2
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CHANGES IN SELECTED MONETARY AGGREGATES-]—'/
Seasonally adjusted annual rates of change, in percent

1976 1977 1978 1978
03

Member bank reservesg.
Total
Nonborrowed
Monetary base=

Concepts of monefi/
M-1
M-2
M-3

Time and savings deposits at commercial banks--total
(excluding large negotiable CDs)
Savings
Other time 5/
Small time plus total savings=

Deposits at thrift institutionsé/

Memo (Change in billions of dollars, seasonally
adjusted)
Large negotiable CDs at large banks -19.0 23.1
All other large time depositsZ/ -.8 21.0
Small time deposits 16.4 17.9
Nondeposit funds 10.2 23.1
Domestic8/ 11.5 16.5
Net due to foreign related institutions -1.2 -3. 6.6

/ Changes are calculated from the average amounts outstanding in each quarter.

Annual rates of change in reserve measures have been adjusted for changes in reserve requirements.

Includes total reserves (member bank reserve balances in the current week plus vault cash held two weeks earlier),
currency in circulation (currency outside the U.S. Treasury, Federal Reserve Banks, and the vaults of commercial
banks), and vault cash of nonmember banks.

M-1 is currency plus private demand deposits adjusted., M-2 is M-1 plus bank time and savings deposits other than
large negotiable CDs. (Large CDs are those in denominations of $100,000 or more.) M-3 is M-2 plus deposits at
mutual savings banks and savings and loan associations and credit union shares,

Interest-bearing deposits subject to Regulation Q.

Savings and loan associations, mutual savings banks and credit unions.

Total large time deposits less negotiable CDs at weekly reporting banks.

Domestic sources include borrowings by banks from other than commercial banks in the form of federal funds pur-
chased and securities sold under agreements to repurchase, plus other liabilities for borrowed money, loans sold
giized for FRasEr ~ to affiliates, loan RPs, and other minor items.
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percent, following net outflows during the two previous quarters. The growth

in savings deposits occurred despite a further substantial widening in the

spread between market interest rates and the ceiling rate on savings deposits.

The maximum rate payable on these deposits was increased 1/4 percentage point
effective July 1; however, increases in short-term interest rates were well
in excess of this adjustment. The composition of small time deposits, on
the other hand, appears to have been very sensitive to changes in relative
yields. Small time deposits exclusive of 6-month money market certificates
(MMCs) declined $3.2 billion, as market (and MMC) rates rose relative to
fixed ceiling rates.

Net issuance of MMCs, the yield on which is tied to the 6-month
Treasury bill rate, tota'ed $17 billion at commercial banks during the quarter.
Following the mid-March regulatory change that eliminated the ceiling rate
advantage of 1/4 percentage point on MMCs issued by thrift institutions (for
a 6-month bill rate above 9 percent), commercial banks received more than
one-half of new flows into this market in the second and third quarters, well
above the average one-third share of the preceding three quarters. Other
short-term instruments bearing market yields also expanded rapidly in the
third quarter; in particular, net purchases of shares in money market mutual
funds were slightly in excess of the rapid second-quarter pace, while non-
competitive tenders at 3- and 6-month Treasury bill auctions rose substan-
tially.

Mainly due to increased issuance of MMCs and large certificates
of deposit (CDs), deposit inflows to thrift institutions picked up modestly

in the third quarter, after having slowed in the previous period. M-3
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increased at a pace of 10-1/2 percent, substantially faster than in the first
two quarters of the year. Owing to the success of commercial banks in increas-
ing their share of net MMC sales since March, growth of M-2 was more rapid
than that of M-3 in the second and third quarters, reversing the pattern that
had prevailed since 1975.
Growth in commercial bank credit in the third quarter was well
above the pace of the first.half. Loans extended to businesses grew at an
unusually rapid rate, in excess of 20 percent at an annual rate. Real estate
loans showed greater strength as well; by contrast, consumer loan growth
slowed to about two-thirds of the somewhat reduced second-quarter pace. Growth
in investments also rose in the third quarter, exceeding that of any recent
quarter, as banks continued to acquire both Treasury and other securities.
Despite the rapid growth of total deposits, banks' use of managed
liabilities in the third quarter increased further, mainly through enlarged
net borrowings from foreign branches and purchaszes of federal funds. Euro-
dollar deposits continued to be a less expensive source of funds to U.S.
banks than domestically issued CDs; banks ran off large time deposits on
ba'ance in the third quarter, but less so than in the second. The rapid
growth in borrowed funds in the third quarter brought the proportion of total
assets financed with these managed liabilities near the peak reached in 1974.

Business Finance

Total funds raised by businesses in financial markets remained sub-
stantial in the third quarter, declining only moderately from the strong
second-quarter pace. External financing needs of nonfinancial corporations

continued large, although they decreased somewhat as capital expenditures
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edged down while internal fund flows increased. The moderate decline in
capital expenditures was attributable to a slowing of inventory accumulation
from the rapid pace evident in the second quarter. The reduction in credit
requirements in the third quarter was reflected in a decrease in business
borrowing in bond markets, as many nonfinancial corporations avoided issuing

long-term debt at near-record yields. At the same time, firms continued to

borrow heavily in short- and intermediate-term markets. The increased use

of short-term financing has resulted in a marked rise since mid-1976 in the
ratio of short-term to long-term debt outstanding for nonfinancial corpora-
tions. At the end of the third quarter, this ratio reached an all-time
high of about 38 percent, well above the previous peak recorded in 1974.

The rapid growth in short-term credit in the third quarter reflected
an acceleration in the pace of business borrowing from all major sources of
short-term funds. Commercial paper issuance by nonfinancial firms increased
further from the record annual rate recorded in the second quarter. Growth
in finance company loans to businesses also rose appreciably in the July-
September period, and as noted earlier, the pace of business borrowing from

banks surged.

The increased demand for business loans at banks occurred despite
a cumulative rise of 2 percentage points in the prime rate during the July-
September period. As banks responded to sharply increasing market yields,
the prime rate was raised in successive steps to a record 13-1/2 percent at
the end of the quarter. (After the Federal Reserve's policy actions in early
October, the prime rate was increased further to 15-1/4 percent.) In addi-

tion, data available for large banks indicate that nonprice loan terms and
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standards of creditworthiness tightened somewhat over the third quarter.

Large banks did, however, continue to report a substantial volume of below-

prime lending in the third period, which may reflect in part intense com-

petition to supply the short-term financing needs of the largest corporations.
As in the second quarter, growth of business loans at large banks exceeded
that at small banks, a reversal of the trend that had prevailed since the
beginning of the economic recovery in 1975.

Public offerings of bonds by nonfinancial corporations declined
in the third quarter, largely because of a relatively low level of bond
issuance by public utilities in the first two months of the period. The
volume of public offerings by industrial companies picked up moderately as
the quarter progressed, probably reflecting firmer expectations that long-
term rates were unlikely to decline substantially in the near future. Finan-
cial concerns markedly reduced their issuance of intermediate- and long-term
bonds during the quarter, which helped to reduce total public offerings of
corporate issues in the July-September period to the low level of the first
quarter. Bond and note offerings by financial companies accounted for about
40 percent of total public offerings in the first half of 1979, but since
midyear they have represented less than 30 percent of the total.

Private bond placements, which typically serve as a source of funds
for smaller and lower-rated firms, are estimated to have declined further in
the third quarter from the relatively high levels maintained in recent years.
Available data suggest also that bond commitments outstanding at life insur-
ance companies recently reached their lowest level in four years. Life

insurance companies, the principal source of private placement money, have
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allocated a larger fraction of their investable funds to higher-yielding
mortgage instruments in recent quarters.

Yields on corporate bonds increased more than one-half of a per-
centage point over the third quarter to their highest levels since October 1974,
Following the Federal Reserve's policy actions in early October, bond yields
jumped an additional 75 to 125 basis points by month-end. The recent upward
movement in corporate bond yields has been accompanied by a widening of rate
spreads between corporate and Treasury obligations and between lower- and
higher-rated corporate issues. A similar increase in risk premiums occurred
in the commercial paper market. These increases likely reflect concerns
about the impact of tighter credit market conditions on borrowers, especially
in light of the deteriorated liquidity positions of many firms.

All major indexes of stock prices rose substantially between June
and September. The American Stock Exchange composite index and the National
Association of Securities Dealers' index of over-the-counter stock prices
ended the third quarter at record highs, while most major price indexes of
securities listed on the New York Stock Exchange were near their highest
levels since early 1973. The American Stock Exchange index continued to post
the largest percentage rise, again reflecting the greater relative importance

of 0il and natural gas industry shares on this exchange. The third quarter

gains were retraced in October, however, as the tightening of financial mar-

ket conditions increased concerns about the continuing strength of economic
activity and corporate earnings. In addition, the sharp rise in interest

rates in October encouraged margin account investors to reduce their borrow-

ings.




gitized for FRASER
p://fraser.stlouisfed.org/

i

Owing to the increases in the major stock-price indexes in the
July-September period, conventional measures of price-earnings ratios
edged up a bit in the third quarter, although they continued to be his-
torically low. The volume of stock issues remained relatively small, pri-
marily because of the still high cost of equity capital. Although public

utilities continued to account for a majority of common and preferred stock

offerings, several larger industrial concerns also marketed new equity

issues.

Government Finance

Gross bond issuance by state and local governments edged up slightly
in the third quarter, on a seasonally adjusted basis. Offerings continued to
be bolstered by bonds issued to finance housing, almost 80 percent of which
were for single-family mortgages. These bonds were among those postponed
ear!ier in the year when federal legislation was introduced to curtail home
mortgage financing by local authorities. Although the Congress has yet to
act, issuers responded to indications that the final legislation will exempt
from any new restrictions the issues that had been postponed earlier.

Interest rates on state and local obligations rose appreciably in

the third quarter. The Bond Buyer index of yields on general obligation

bonds, at 6.6 percent at the end of September, was more than 40 basis points
above its level at midyear. By the end of October, this index has increased
further to 7.3 percent. The ratio of tax-exempt to corporate bond yields
edged up a bit in the third quarter from the record low level in June and
increased further in October.

Net Treasury borrowing amounted to just under $12-1/2 billion in

the third quarter, not seasonally adjusted, following a paydown of debt in
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borrowed only $0.2 billion, down from $2.0 billion in the second quarter.

Mortgage purchases by FNMA slowed significantly in the third quarter, and

were financed in part by drawing down liquidity. The Federal Home Loan

Banks borrowed $2.1 billion in the July-September period, while the Farm
Credit System borrowed $2.4 billion.

Yields on Treasury securities increased over the third quarter and
in October, along with yields on private debt securities. Interest rate
increases between July and September were less pronounced for Treasury bills
than for private short-term instruments, however, partly reflecting heavy
purchases by foreign official accounts and the Federal Reserve System.

Mortgage and Consumer Credit

The growth in mortgage debt moderated only a little in the third
quarter, following the strong second quarter rebound. Mortgage credit flows
have been relatively well maintained in recent months, owing primarily to
increased lending by commercial banks and life insurance companies. Moreover,
mortgage revenue bond programs of state and local govermments, which offer
below-market interest rates to qualified borrowers, have continued to account
for considerable origination activity in some localities, and issuance of
mortgage passthrough securities guaranteed by the Govermment National Mort-
gage Association (GNMA) increased to record levels in the third quarter. The
decline in mortgage lending was concentrated in the residential sector and
reflected primarily reduced lending by savings and loan associations and to
a lesser extent mutual savings banks, as well as decreased purchases of
government-underwritten loans by FNMA. Outstanding commitments to acquire
new mortgages by savings and loan associations edged up a bit over the third

quarter, due to a slower rate of mortgage takedowns at these institutions.
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The decline in net mortgage lending at savings and loan associa-

tions in the third quarter may have been in lagged response to the reduced

pace of deposit growth in the preceding quarter. Moreover, field reports

suggest that there was some slackening in residential loan demand, owing to
the rise in mortgage interest rates this year and general economic uncer-
tainty. Savings and loan associations decreased their borrowing (seasonally
adjusted) from Federal Home Loan Banks and instead relied more heavily on
such alternative sources of funds as security repurchase agreements, mort-
gage-backed bonds, and commercial paper issuance. Associations increased
their holdings of liquid assets, thereby raising their average liquidity--
measured as the ratio of cash and liquid assets to the sum of short-term
borrowings and deposits--from 8.8 percent, seasonally adjusted, at the end
of the second quarter to just over 9 percent at the end of the third.

The cost of mortgage financing continued to increase over the third
quarter. The average of interest rates on new commitments for 80 percent,
30-year conventional home mortgages at sampled savings and loan associations
rose 25 basis points in the July-September period to a new high of 11.35 per-
cent at the end of the quarter. In October, further substantial increases
in mortgage yields as well as continued tightening of nonprice lending terms
accompanied the rise in other interest rates. As market rates moved to higher
levels, several states either raised or removed usury ceilings on conventional
home loans. Even so, usury ceilings in a number of states appear to be
restricting the supply of mortgage credit. Moreover, originations of home
mortgages insured by the Federal Housing Administration or guaranteed by the

Veterans Administration reportedly were hindered by the below-market ceiling
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- WASHINGTON OFFICE: . JAMES C. CORMAN (’ DISTRICT OFFICE:
221 383AveURN House OFFICE BUILDING 21T DISTRICT, CALIFORNIA o 14545 FRIAR STREET
202-225-5811 VAN Nurs, CALIFORNIA 91411

787-
(4 ROBERT C. RUBEN 213-787-1776

ADMISTRATIV AssisTANT Congress of the United étates s oo

SARAH ETHEREDGE

WAYS AND MEANS COMMITTEE Bouse of Representatives et . o

NELDA BARRETT
SMALL BUSINESS COMMITTEE . CASE WORKER

Waghington, D.E. 20515

November 1, 1979

Mr. Paul A. Volker

Chairman, Federal Reserve Board

Twentieth Street & Constitution Ave., N.W.
Washington, D. C. 20551

Dear Mr. Volker:

This letter 1s in strong recommendation of Mr. Robert
Wilkinson for an appointment to the Advisory Board of the
Federal Reserve Board's regional office in San Francisco,
California.

Mr. Wilkinson and I have known each other for over 25
vears, both professionally and socially. Bob Wilkinson
has been in local government as a Los Angeles City Councilman
for the past 16 years where he served as Chairman of the
Finance, Public Works and Police and Fire Committees. Prior
to his councilman's duties, Mr. Wilkinson served for eight
and one-half years on the Los Angeles Harbor Commission. He
also held a seat on the State Solid Waste Commission for four
years.

In private life, Bob Wilkinson was a licensed real
estate broker for 32 years and an insurance agent for some
20 years. Mr. Wilkinson has served his community and the
State of California with complete devotion and integrity.
His personal commitment to providing outstanding service to
his constituents as well as to all his fellow citizens 1is
beyond reproach.

It has been my pleasure to have worked with Bob Wilkinson
and to observe the performance of this truly dedicated public
official. I am pleased to recommend/Mr. Wilkinson, and do
so without reservation. 5 ///

/ ,/ P

/Slncerely,

CM/M

. JAMES C. CORMAN
Member of Congress

Ty

C
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ROBER’: MORGAN, N.C. WILLIAM L. ARMSTRONG, COLO,
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Axilrod

DONALD W. STEWART, ALA,
PAUL E. TSONGAS, MASS,
COMMITTEE ON BANKING, HOUSING, AND —
KENNETH A. MC LEAN, STAFF DIRECTOR URBAN AFFAIRS
M. DANNY WALL, MINORITY STAFF DIRECTOR ——
MARY FRANCES DK LA PAVA, CHIEF CLERK WASHINGTON, D.C. 20510 3

October 26, 1979

4

The Honorable Paul A. Volcker
Chairman
Board of Governors of

the Federal Reserve System
Wwashington, D. C. 20551

Dear Mr. Chairman:

I am writing to you to express my shock and concern
with the announcement last night that a $3.7 billion error
had been made in estimating the basic money supply for the
first two weeks in October. I would like you to provide the
Committee with a thorough explanation for this error, an
indication of the steps that will be taken to avoid such
errors in the future, and the Board's assessment of the costs
of this error on the financial markets.

The magnitude of this error is a serious problem.
llowever, the more serious factor is that the error occurred
during a period when the financial markets were adjusting to
strong monetary measures imposed by the Board to restrict the
growth of money and credit. There is little doubt that the
previously announced large increase in the money stock was
interpreted to signify the need for further restraint which
translated into unsettled market conditions, and possibly into
very large losses for some in the money and stock markets.

When you appeared before the Banking Committee on
October 15, 1979 to discuss the Fed's changes in policy, we
had a discussion of the appropriate indicator to monetary
policy now that the Federal funds rate was to fluctuate more
widely. Your response was that observers of policy should
watch the money supply numbers recognizing that there could
be some fluctuations. When pressed about other indicators,
such as bank reserves and credit, you said '"Well, you can look
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RICHARD T. SCHULZE ’ l WAYS AND MEANS
~ BTH DISTRICT, PENNSYLVANIA COMMITTEE

Congress of the United States

THousge of Repregentatibes = Washington, B.E. 20515

H

October 12, 1979 ‘.L i

The Honorable Paul A. Volcker «q
Chairman

Federal Reserve Board

Federal Reserve Building

Constitution Avenue, N.W.

Washington, D.C. 20551

Dear Mr. Chairman:

Each year I sponsor a breakfast in my district for the
5th District Advisory League. The League, which is a bi-
partisan group of businessmen and women, is invited free of
charge to hear a speaker address the pressing issues of the
day. I would like to invite you to be our speaker for the
breakfast to be held on December 15, 1979.

B T —

Your remarks would be geared to a subject of your choice,
and hopefully you would speak for about 20 minutes followed
by some questions from the audience. Past speakers have found
the Advisory League a stimulating forum mainly because of the
makeup of the group which represents not only a cross section
of the 5th District, but of America. Generally those in atten-
dance number around 100 to 150 persons.

This year the event will be held at 8:00 A.M. at the
Treadway Inn in West Chester, Pennsylvania. I cannot offer you
an honorarium, hoWEVer arrl or yvour-=xpemsee would be covered.
Since West Chester is only a 2-1/2 hour drive from Washington,
D.C., we would be pleased to make arrangements to have you
driven to the Treadway Inn in West Chester the evening before
the breakfast meeting. Naturally your transportation arrange-
ments back to Washington would be make in accordance with your
schedule and convenience.

I sincerely hope that you can accept this invitation and
join us for what I know will be a rewarding experience for every-
one. I look forward to hearing from you in the near future.

Sincerely : j

RICHARD T. SCHULZ
Member of Congress

RTS : jwm
PLEASE RESPOND TO:

D 432 CANNON House OFFICE BUILDING D 2 EAST LANCASTER AVENUE

WASHINGTON, D.C. 20515 PaoLl, PENNSYLVANIA 19301

(202) 225-5761 800-362-5652 (TOLL FREE)
pitized for FRASER i 215-648-0555
p://fraser.stlouisfed.org/
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The Honorable Paul A. Volcker
Chairman

Federal Reserve Board

Federal Reserve Building
Constitution Avenue, N.W.
Washington, D.C. 20551

Dear Mr. Chairman:

October 12, 1979
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Each year I sponsor a breakfast in my district for the

5th District Advisory League.
partisan group of businessmen

The League, which

and women, is invited free of
charge to hear a speaker address the pressing issues of the
day. I would like to invite you to be our speaker for the

breakfast to be held on December 15, 1979.

CERVRTTIAS " b Pinard e QLI s v 2 ol
Your remarks would be geared to a subject of your choice, (4—

and hopefully you would speak for about 20 minutes followed
by some questions from the audience.
the Advisory League a stimulating forum mainly because of the

Past speakers have found

is a bi-
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makeup of the group which represents not only a cross section AANJQZ;

of the 5th District, but of America.

dance number around 100 to 150 persons.

Generally those in atten-

"f’/~&§

This year the event will be held at 8:00 A.M. at the
Pennsylvania. I cannot offer you
an honorarium, however all of your expenses would be covered.
Since West Chester is only a 2-1/2 hour drive from Washington,
D.C., we would be pleased to make arrangements to have you
driven to the Treadway Inn in West Chester the evening before
the breakfast meeting. Naturally your transportation arrange-
ments back to Washington would be make in accordance with your

Treadway Inn in West Chester,

schedule and convenience.

I sincerely hope that you can accept this invitation and
join us for what I know will be a rewarding experience for every-
one. I look forward to hearing from you in the near future.

RTS : jwm
PLEASE RESPOND TO:

D 432 CANNON HousE OFFICE BuIlLDING
WASHINGTON, D.C. 20515
(202) 225-5761

Sincerely : j

RICHARD T. SCHULZ
Member of Congress
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D 2 EAST LANCASTER AVENUE
PaoLl, PENNSYLVANIA 19301
800-362-5652 (TOLL FREE)
215-648-0555
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HENRY S. REUSS, WIS.. CHAIRMAN
THOMAS L. ASHLEY, OHIO
WILLIAM S. MOORHEAD, PA.
FERNAND J. ST GERMAIN, H.I.
HENRY B. GONZA} EZ, TEX.
JOSEPH G. MINISH, N.J.
FRANK ANNUNZIO, ILL.
JAMES M. HANLEY, N.Y.
PARREN J. MITCHELL, MD.
WALTER E. FAUNTROY, D.C.
STEPHEN L. NEAL, N.C.
JERRY M. PATTERSON. CALIF.
JAMES J. BLANCHARD, MICH.
CARROLL HUBBARD, JR.. KY.
JOHN J. LAFALCE, N.Y.
GLADYS NOON SPELLMAN, MD.
LES AUCOIN, OREG.

DAVID W. EVANS, IND.
NORMAN E. D'AMOURS, N.H.
STANLEY N. LUNDINE, N.Y.
JOHN J. CAVANAUGH, NEBR.
MARY ROSE OAKAR, OHIO
JIM MATTOX, TEX.

BRUCE F. VENTO, MINN.
DOUG BARNARD, GA.

WES WATKINS, OKLA.
ROBERT GARCIA, N.Y.

MIKE LOWRY, WASH.
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U.S. HOUSE OF REPRESENTATIVES '
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

NINETY-SIXTH CONGRESS

2129 RAYBURN HOUSE OFFICE BUILDING
WASHINGTON, D.C. 20515

October 16, 1979

The Honorable Paul A. Volcker

Chairman

Board of Governors
Federal Reserve System

Washington,

. Ty

Dear Chairman Volcker:

J. WILLIAM STANTON, OHIO
CHALMERS P, WYLIE, OHIO
STEWART B. MCKINNEY, CONN.
GEORGE HANSEN, IDAHO
HENRY J. HYDE, ILL.

RICHARD KELLY, FLA,

JIM LEACH, IOWA

THOMAS B. EVANS, JR., DEL.

S. WILLIAM GREEN, N.Y.

RON PAUL, TEX.

ED BETHUNE, ARK.

NORMAN D. SHUMWAY, CALIF,
CARROLL A. CAMPBELL, JR., 8.C,
DON RITTER, PA.

JON HINSON, MISS,

225-4247

The Federal Rescrve's actions of Saturday, October 6 were con-

structive.

They conveyed a well-timed,
As in late October, 1978, there was a clear need for a

impressive signal abroad.
"show of

force" to quell speculation and rising instability on the interna-

tional currency and commodity markets.

has apparently succeeded.

In this the Federal Reserve

So far, the Federal Reserve has also avoided boxing itself rig-
idly into any one monetary policy posture for the indefinite future.
This is most important. Conditions change, sometimes with astonish-

ing speed.

determination to defeat inflation to the world markets.

Yesterday, we needed to deliver a sharp reminder of our

Today, I be-

lieve, we need to return to a steady policy of moderate monetary and
fiscal restraint, coupled with a broad-based program to remedy struc-

tural ills,

have become embedded in our economy over the vears.
to believe that this deliverance can be effected overnight, by some
mystical transformation in the "state of inflationary expectations."
Such a transformation was attempted by policy-makers who brought on
the recession of 1974-75 -- and it did not occur. We need instead

to get back on the track of investment, innovation,
and steady growth that can pull us out of stagflation over the long

haul.

that can alone eliminate the sources of inflation that
It is foolhardy

reconstruction

The jettisoning of the rigged interest rate approach to monetary
policy, and a shift of emphasis to monetary targets, is something

that we of the Banking Committee have long urged.

In my view, we

need the lowest structure of interest rates that is consistent with

your moderate monetary targets.
in free competition among lending institutions.

That structure can best be achieved
If free competition

is permitted, the interest rate structure that emerges will be the
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,Tﬁe [lonorable Paul A. Volcker
October 16, 1979

Page Two

one, consistent with the monetary targets, that will yield the maxi-
mum investment, and the maximum gain in productivity, and therefore
the maximum contribution to lower inflation in the future.

But existing Federal Reserve policy includes a vestige from the
pre-October 6 past, which not only flies in the face of the post-Octo-
ber 6 monetary order, but also in the face of what I believe to be an
imperative national objective: Get That Prime Rate Down!

I refer to the discount rate, still as firmly fixed by the Fed-
eral Reserve after October 6 as before.

Federal Reserve pegging of the discount rate is, as of ten days
ago, anachronistic. It is simply inconsistent with the new spirit of
monetary policy, a throwback to the discarded Federal Funds fetishism
of yore.

Moreover, pegging the discount rate can have pernicious consequen-
ces when, as many predict, the economy does peak over into recession.
Under such circumstances stability of the monetary aggregates will de-
mand a reasonably rapid adjustment of interest rates; a fixed discount

rate will impede such adjustment. The Federal Reserve will in effect
be providing the banks with a price floor -- a virtual Gary Dinner for
bankers. This will be satisfactory for bank profits but dreadful for
everyone else. Propping up interest rates in the face of collapsing
demand is as bad for the economy as holding them down in an inflation-
ary explosion.

Until now, the existence of an administered discount rate, how-
ever unimportant in relation to aggregate credit flows, had some util-
ity as a clear signal of the Federal Reserve Board's intentions. Time
and use have, however, conspired to give this "signal" of policy a
life of its own. In particular, foreign exchange markets have come to
use the discount rate as a litmus test of the Board's intentions to sup-
port the international dollar. But these markets apparently do not
look at the level of the discount rate, but only at the time elapsed
since the last time it was raised. This is a very unhealthy develop-
ment: it commits the Board to regular reassertions of the true faith.
The result is to put interest rates generally on an endless escalator
since, clearly, the discount rate cannot rise without concomitant open-
market operations to keep other rates roughly in line. The danger,
again, is that when the economy slows and credit demands peak out, the
discount rate will serve as a floor to all interest rates, riveted into
place by fear of a run on the dollar. Such conditions could greatly
exacerbate recession.

The cure is to act now, and release the discount rate from its
present short leash. The Federal Reserve should disassociate itself
from movements in the discount rate, by tying it in some predetermined
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PAFREN J. MITCHEIL, MD., CHAIRMAN ‘ . GEORGE HANSEN IDAHO

RON PAUL, TEX.
STEPHEN L. NEAL, N C. DON RITTER, PA.
NORMAN E. D'AMOURS, N.H.
# » DOUG BARNARD, GA.

promied Sl At U.S. HOUSE OF REPRESENTATIVES

225-7315 SUBCOMMITTEE ON DOMESTIC MONETARY POLICY
OF THE

COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIR
¥ NINETY-SIXTH CONGRESS
WASHINGTON, D.C., 20515

October 10, 1979

The Honorable Paul A. Volcker
Chairman, Board of Governors
Federal Reserve System

20th and Constitution Avenue N.W.
Washington, D.C. 20551

Dear Chairman Volcker:

[ want to express my strong support of the monetary policy changes
which you announced last Saturday. I especially am pleased and encouraged
by the decision of the Federal Open Market Committee to switch its focus
in managing the nation's money supply from the federal funds rate to the
reserve base.

In years past, it seems to me, the Federal Reserve was unable to
achieve its monetary growth targets precisely because purchases and sales
of securities by the New York Reserve Bank, on behalf of all Reserve Banks,
were programmed to respond to pressures on the federal funds rate. In
response to upward pressures on the funds and other interest rates,
pressures that accompany inflation, securities were bought thereby
supplying reserves to banks, accelerating money growth and accommodating
inflation. In response to downward pressures, the Fed either sold
securities or stood-by passively even in the face of declines in money
growth that were sharp enough to cause recessions.

Clearly, the federal funds rate must be allowed to fluctuate freely
if we are to gain control over the growth of the monetary aggregates.
I commend your decision to place "greater emphasis in day-to-day operations
on the supply of bank reserves and less emphasis on confining short-term
fluctuations in the federal funds rate."

The evidence is overwhelming that money growth must be reduced to
about one-third the recent rate to reduce inflation to the interim 1983
goal of 3 percent. The evidence also is overwhelming that this must be
done both slowly and surely; slowly to guard against recession and surely
to make the policy believable. In this regard, wouldn't it be constructive
for you to spell out a long term monetary growth plan aimed at achieving a
significant reduction in inflation by 1983 while at the same time guarding
against recession?
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ERNEST F. HOLLINGS . COMMITTEES:
SOUTH CAROLINA APPROPRIATIONS
STATE, JUsTICE, COMMERCE, AND

» OFFICES: THE JUDICIARY: CHAIRMAN

DEFENSE

éoumsg?:. m;zlgz::a $ ’2] cni{eb ﬁfa{es &ena{e LABOR, HEALTH, EDUCATION AND WELFARE

ENERGY AND WATER DEVELOPMENT
803-765-5731 RVELOFNS
115 SENATE OFFICE BUILDING INTERIOR

e s WASHINGTON, D.C. 20510 BUDGET
SPARTANBURG, SOUTH CAROLINA 29301
202-224-6121 DEFENSE: CHAIRMAN

803-585-3702
COMMERCE, SCIENCE, AND

242 FEDERAL BUILDING
GREENVILLE, SOUTH CAROLINA 29603 October 30 s 1979 c:::.::::;?;:rm

803-233-53¢¢ SURFACE TRANSPORTATION
112 CusToM HOusE SCIENCE, TECHNOLOGY, AND SPACE

200 EAsT BAY STREET DEMOCRATIC POLICY COMMITTEE
CHARLESTON, SouTH CAROLINA 29401

803-724-4525 ' ‘ O é OFFICE OF TECHNOLOGY ASSESSMENT

233 FEDERAL BUILDING NATIONAL OCEAN POLICY STUDY

FLORENCE, SOUTH CAROLINA 29503
803-662-8135

Honorable Paul Volcker

Chairman

Board of Governors of the Federal
Reserve System

Federal Reserve Building

Washington, DC 20551

Dear Mr. Chairman:

It is my underst g that you have been contacted
by Mr. Henry S. Laffitte# relative to the 25th Anniversary

convention of the Young Bankers Division of the South Carolina
Bankers Association. This meeting is to be held on

March 21 and 22, 1980 at Palmetto Dunes on Hilton Head

Island.

The South Carolina Young Bankers group is a
dynamic one and has excellent leadership. I know your
presence at their convention would insure its success and
I would appreciate your taking a close look at this request.

With warm regards, I am

est §J. Hollings
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WILLIAM PROXMIRE, WIS,, CHAIRMAN
HARRISOM A, WILLIAMS, JR,, N.J, JAKE GARN, UTAH
A#AN CRANSTON, CALIF, JOHN TOWER, TEX,
* ADLAI E, STEVENSON, ILL. JOHN HEINZ, PA,
ROBERT MORGAN, N.C. WILLIAM L. ARMSTRONG, COLO.

DONALD W. RIEGLE, JR., MICH, NANCY LANDON KASSEBAUM, KANS,

PAUL 8. EARBANES, MO! | RICHARD G. LUGAR, IND. Wlnifed Hiafes DHenale

g

PAUL E. TSONGAS, MASS,

TS A MO L COMMITTEE ON BANKING, HOUSING, AND
. EAN, STAFF DIRECTOR
M. DANNY WALL, MINORITY STAFF DIRECTOR URBAN AFFAIRS

MARY FRANCES DE LA PAVA, CHIEF CLERK WASHINGTON. D.C 20510
' S~

November 13, 1979

The Honorable Paul Volcker
Chairman, Board of Governors of

the Federal Reserve System
Washington, D.C. 20551

Dear Mr. Chairman:

As you know, the Committee is about to begin consideration of the
Administration's proposal for Federal support for the Chrysler Corporation.

The Administration's proposal would require contributions from all
those who have a financial stake in the health of Chrysler. In this
regard I would like to have the Board supply the Committee with an analysis
of the contribution being made by commercial banks located in the several
states where Chrysler facilities are located. According to information we
have obtained from the Treasury Department, those states are: Michigan,
Indiana, Ohio, Missouri, Illinois, Delaware, New York, and Alabama. This
analysis should include the following information on a state-by-state basis:
(1) loans outstanding to Chrysler Corporation; (2) loans outstanding to
Chrysler Financial Corporation; (3) total commercial and industrial loans;
(4) loans to Chrysler Corporation as a percentage of the total Chrysler
loans; (5) loans to Chrysler Financial as a percentage of total Chrysler
Financial loans; (6) total outstanding unused loan commitments to Chrysler
Corporation; and (7) total outstanding unused loan commitments to Chrysler
Financial.

It would also be helpful if similar information could be obtained for
those banks located within the particular metropolitan areas or counties
where there are Chrysler facilities. I am enclosing a copy of Table 7 of
Secretary Miller's statement to the House Banking Committee which shows
which metropolitan areas or counties would be involved.

Enclosure
WP:srl

AN o il
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Table 7

Chrysler Employment in Motor Vehicle Operations
September 1979

Chrysler employment
Metropolitan Chrysler Change from as percent of May
State area or county employment May labor force

Michigan Ann Arbor 1,158 -118
Detroit 41,909 -9,767
Lansing 13 -639

Indiana Indianapolis 2,930 -1.,112
Kokomo 5,055 -1,709
(Howard County)
Michigan City 293 -2
(La Porte County)
New Castle 2yl ?
(Henry County)

Dayton 1,491

Fostoria* 505

Sandusky 232
(Erie County)-

Toledo 1,870

Akron 3,532

Lima 320

Missouri St. Louis 72 313

Illinois Rockford 5,104

Delaware Wilmington 4,646
New York Syracuse 3,438

Alabama Huntsville 1,691

* Falls in Seneca, Hancock, and Wood Counties.

SOURCE: Chrysler Corporation x4
11/7/79
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HOME OFFICES:
603 MAIN STREET

RACIinNE, Wisconsin 53403
4A2 CannoN BuiLDing 414-532-24446
‘Wasnineron, D.C. 20518

o2 Congress of the United States s, s
THouse of Repregentatives -

Washington, B.C. 20515 :
A1/

November 16, 1979

16T DI1sTRICT, WISCONSIN

-

Honorable Paul A. Volcker, Chairman
Board of Governors of the

Federal Reserve System

aslington, D.C. 20551

Dear Mr. Chairman:

I am writing to you today to formally express my concern over the
application to the Federal Reserve by the Heritage Racine Corporation,
a Racine, Wisconsin company to create a bank holding company. Approval
of that application would establish the largest banking organization in
the metropolitan Racine area.

After some careful thinking, T believe that the approval of the
application would have a significant and adverse impact on the competitive
structure of the local banking market.

I am also aware of the protest letter filed by the Bank of Elmwood
and the North Side Bank, both of Racine, in opposition to the Heritage
Racine Corp. application. Their protest raises serious competition and
banking questions which are not addressed in the Heritage Racine
application.

Given the prima facie probability of significant adverse effects
on the competitive structure of the local banking market -~ to the
detriment of the consumers -- and in light of the serious substantive
questions raised by the North Side Bank and the Bank of Elmwood, I
respectfully request that, before a final decision is made by the
Federal Reserve on the Heritage Racine application, the following
actions be taken to properly inform that decision:

1. A full field investigation covering all the relevant
issues raised by the Heritage Racine application by the
Federal Reserve Board be conducted.

An opinion be requested from the Federal Trade Commission.
Though I understand they have no jurisdiction in such matters,
they have been known to render opinion on request; and ,

)

:3‘

zed foll FRASER
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WILLIAM PROXMIRE, WIS, CHA!
HARRISON A, WILLIAMS, JR., N.J., JAKE GARN,
ALAN CRANSTON, CALIF, JOMN TOWER, x,

ADLALI E, STEVENSON, I1LL, JOHN HEINZ, PA,

ROBERT MORGAN, N.C, WILLIAM L. ARMSTRONG, COLD,
DONALD W, RIEGLE, JR., MICH, NANCY LANDON KASSEBAUM, KANS

PAM 5. SANSANES. MO,  RIGUND G.LUGAR, WO. AVlnifed Diafes Henafe

PAUL E. TSONGAS, MASS,
COMMITTEE ON BANKING, HOUSING, AND
KENNETH A. MC LEAN, STAFF DIRECTOR

M. DANNY WALL, MINORITY STAFF DIRECTOR URBAN AFFAIRS
MARY FRANCES DE LA PAVA, CHIEF CLERK WASHINGTON D.C 20510

GUIDELINES FOR WITNESSES

'hese guidelines apply to all hearings of the Senate
Committee on Banking, lousing and Urban Affairs, unless
otherwise indicated.

All hearings will begin at 10:00 A.M. in Room 5302,
Dirksen Office Building, unless otherwise indicated.

Committee rules require that all witnesses submit at
least 100 copies of their written statements 48 hours
prior to their appecarance. Sundays and holidays arce
not to be included in determining this d8-hour period.
Statements should be delivered to Room S5300, Dirksen
Of fice Building, Washington, D. C. 20510. Strict
adherence to this rule is essential in order that
Committee members may review the statements before
the hearing, thus cenabling the participants to more
thoroughly discuss the issuces involved. Statements
will not be relecased to the news media prior to the
day of your testimony.

Oral presentations must be limited to a brief summary
not to cexceed 10 minutes. Your complete statement will
be printed in the hearing record.

&

Please complete the attached card and bring it to
Room 5300 prior to the hearing. You will be given
copies of statements of those testifying with you at
that time.

A

4 »

%
 }
r
-

ion 1S appreciated.
Please supply the address to which You prefer the reporter’s transcript
delivered for your correction.

.Iyn(ll.\' turn !l\i\‘ card in at Room 5300 Dirksen Oflice Building prior to
giving your testimony.,

(Organization)

. .(.Iiﬁsino;ts nddrosa») - ”(I‘hune)

(City and State) (ZIP Code)

SENATE BANKING, HOUSING AND URRAN AFFAIRS COMMITTI) S
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graduate of Northwestern University and
was ordained at the Jewish Theological
Seminary of America, which awarded
him a master's degree in Hebrew litera-
ture and a doctor of divinity degree.
Rabbi Goldstine has a long history of in-
volvement in the concerns of southern
California, serving as an oflicer of the
Western States region of the Rabbinical
Association and as a member of the ex-

ecutive committee of Southern Califor- _

nia Board of Rabbis.

The 20th District of California is for-
tunate to have the rabbi as a vigorous
contributing member of the community.

{ay we, as Members of this Congress,
have the strength and understanding of
this man to not only speak of peace, but
truly take an active role in the creation
of peace.

As we begin the day's session, I am
proud on behalf of all the Members of
the House to welcome Rabbi Goldstine
and his charming wife Bella to our midst.

AN OPEN INVITATION TO
ECONOMIC DISASTER

(Mr. WRIGHT asked and was given
permission to address the House for 1
minute and to revise and extend his
remarks.)

Mr. WRIGHT. Mr. Speaker, New York
banks today announced they are raising
the prime interest rate to an unprece-
dented 15 percent—the highest in Amer-
ican history.

This is the result of a misbegotten
policy of the Federal Reserve Board. In
my opinion it is an open invitation to
economic disaster.

The Federal Reserve seems to think
that raising interest rates is an effective
way to curb inflation.

That, I submit, Is like pouring gaso-
line on the fire. The two elements which
have run ahead of and paced the rise in
the cost of living are the cost of energy
and the cost of money.

For the past 6 months we have
watched the inflation rate follow the
interest rate up and up. High interest
rates are clearly price inflationary, not
deflationary. They have become, quite
clearly, one of the principle causes of
the inflation.

But they do run the serious risk of
stalling out the economy, creating rising
unemployment to exacerbate the ills of
rising prices.

That is exactly what they did in the
early 1970's.

High interest is the proven formula
for creating both inflation and recession
in the same economy.

High interest rates always have cruelly
hurt the poor and moderate-income
Americans.

People with money always have had
an advantage over people without money.
The interest rate is the precise meas-
ure of the degree of that advantage
which a society is willing to tolerate and
institutionalize.

The skyrocketing interest rate already
this year has made it impossible for
literally millions of American families
to afford a home.

Since the first of this year, the in-
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crease in interest alone has added some
$41,000 to the ultimate cost of paying
for a $50,000 home on a 30-year
mortgage.

It has added $115 a month to the pay-
ments a young family would have to
make to purchase such a home. That is a
$115 monthly hidden hand in the pocket.
It robs that young family of that much
of its income while giving nothing what-
ever in return.

Since the first of this year, the sky-
rocketing interest rate has added $4 bil-
lion to the annual cost of servicing the
national debt. That is $4 billion more
the American people will have to pay in
taxes, and for which we will get exactly
nothing. }

In the early 1950's, President Harry
Truman ordered the Federal Reserve to
disgorge itself of an IlI-goffen Interest
rate increase which it had ordered. The
Federal Reserve did so. It is time, and
pas me, for that kind of leadership
again.

THE PARADE OF BIG OIL PROFITS:
A SAD TIME FOR THE AMERICAN
PEOPLE

(Mr. HARRIS asked and was given
permission to address the House for 1
minute and to revise and extend his
remarks.)

Mr. HARRIS. Mr, Speaker, the inter-
national oil companies have begun to
reveal their third-quarter earnings. The
parade of profits is led by the largest oil
company, Exxon. Exxon's profits in the
third quarter soared 118 percent over the
same period last year. In dollar terms,
Exxon earned $1.14 billion in thellast 3
months. “It was a good quarter,” com-
mented Exxon Comptroller Ulysses
Grange.

No. it was not. It was not a good quar-
ter for the millions of American con-
sumers who are paying for Exxon's $1.14
billion profit. It was not a good quarter
for the elderly who began to take de-
liveries on Exxon home heating oil, which
now costs around 99 cents a gallon. It
was not a good quarter for families of
limited income who have no idea how
they will pay for these skyrocketing en-
ergy prices. It was not a good quarter
for the American people who continue
to be victimized by these international
profiteers.

And it was not a good quarter for Con-
gress. Because we had the opportunity
to stop this ripoff and we did not do it.
We had the opportunity to relmpose con-
trols on petroleum prices and we failed.
The oil lobbyists railroaded the Ameri-
can people once again. But it was a good
quarter for Exxon.

Of course, Exxon Is not the only inter-
national oil company to have a ‘“good
quarter.” Arco's profits were up 45 per-
cent. Amoco's rose 49 percent. And today
the parade of profits will continue as the
other oil companies unveil their earn-
ings. The American people are suffering
under double-digit inflation and triple-
digit oil profits. It is almost pornographic.

Presumably it is a happy day in the
high building that house the oil execu-
tives. There is backslapping and con-
gratulations in the stately board rooms.
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But in America's homes, the people are
angry because the ripoff continues. An-
gry because this week the oil companies
are again warning of another mysterious
shortage. They are angry because the
real shortage is a shortage of courage
on Capitol Hill, a shortage of courage in
the House of Representatives where we
cannot find a majority of Members to
stand up to the self-interested oil com-
panies on behalf of the American
consumer.

Yes, it was a good quarter for Exxon.
But a tragic day for the American people.

COMMITTEE ON BANKING, FI-
NANCE AND URBAN AFFAIRS TO
MEET TODAY AND FRIDAY, OCTO-
BER 26, 1979, WHILE HOUSE IS IN
SESSION

Mr. BLANCHARD. Mr. Speaker, I ask
unanimous consent that the Subcommit-
tee on Economic Stabilization of the
Committee on Banking, Finance and Ur-
ban Affairs be permitted to sit today and
Friday, October 26, 1979, past 10 a.m,, in
order to conduct hearings on the Chrys-
ler Corp.'s financial situation.

The SPEAKER. Is there objection to
the request of the gentleman from Mich-
fgan?

Mr. ROUSSELOT. Mr. Speaker, reserv-
ing the right to object, can the gentle-
man from Michigan (Mr. BLANCHARD) asS-
sure the House that this is for hearings
only and that there would be no markup
of any bill?

Mr. BLANCHARD. If the gentleman

markup yet.

PERMISSION FOR SUBCOMMITTEE
ON ECONOMIC STABILIZATION OF

:

will yield, there will be absolutely no *

Mr. ROUSSELOT. Mr. Speaker, dur- |

ing those days of hearings, there will
be no markup of any bill?

&

Mr. BLANCHARD. Mr. Speaker, there

will be no markup. We have consulted *

with minority members of the Commit- :}
tee on Banking, Finance and Urban Af- &

fairs on this matter.

Mr. ROUSSELOT. I appreciate the 8§
gentleman’'s comments, and I withdraw *

my reservation of objection.

The SPEAKER. Is there objection to %
the request of the gentleman from Mich- &

igan (Mr. BLANCHARD) ?
There was no objection.

PERMISSION FOR COMMITTEE ON £

POST OFFICE AND CIVIL SERVICE
TO SIT TODAY WHILE HOUSE IS}
IN SESSION

Mr. HANLEY. Mr. Speaker, 1 askj
unanimous consent that the Committee
on Post Office and Civil Service be per-_
mitted to sit today while the House is in @
session. i

The SPEAKER. Is there objection to§

the request of the gentleman from New
York? .

Mr. ROUSSELOT. Mr. Speaker, re-
serving the right to object, would the gen-3
tleman from New York (Mr. HANLEY)!
assure the House there would be nos
markup?

Mr. HANLEY. Mr. Speaker, I cannot}
give the gentleman that assurance. I do}
not believe we have a problem. I do not:
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Bank of Elmwood

JESS S. LEVIN
President &
Chief Executive Cticer

October 16, 1979

Senator William Proxmire
5241 Dirksen
Washington, D. C. 20510

/
e

Dear Senator Proxmire: .

/

)
As we have previously discussed with you and members of your staff

Samuel C. Johnson's proposed banking acquistion, which has just
been filed with the Federal Reserve Bank of Chicago, is of
considerable importance to the commercial banking community in
Racine, Wisconsin and to the customers they serve. The metropolitan
Racine banking community has in recent years become a highly
concentrated one, the four largest banks controlling 72% of the
market. This is due in substantial part to the previous acquistion
of a series of three banks by Samuel C. Johnson and his family, who
also control S. C. Johnson and Company, the privately owned in-
dustrial complex centered here in Racine. Mr. Johnson now proposes
to acquire the Racine County National Bank, and to affiliate that
bank with his three other banks through a holding company. 1If

this acquisition is consummated, all present competition between
the banks now owned by S. C. Johnson and the Racine County National
Bank would be immediately eliminated and the combined Johnson banks
would thereby become the largest banking organization in this
community, substantially furthering the degree of existing
concentration.

We oppose this new anticompetitive proposal because we believe
that it will substantially lessen competition among commercial
banking institutions in the area to the severe detriment of the
customers they serve. In our opinion, the acquisition would
clearly violate the antitrust standards previously applied by
the Federal Reserve Board and the Justice Department's merger
guidelines. Approval of the transaction by the Federal Reserve
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Board would moreover constitute tacit approval of an intimate
relationship between commercial banks and an’ industrial company
in what may be prior and continuing violations of the Bank
Holding Company Act through the direct control of the management
of the banks by officers and directors of S. C. Johnson and
Company. These persons constitute an absolute majority of two

of the three Johnson banks. The Federal Reserve Board is re-
questing written comments on this proposal from the interested
public including other area banks as well as the Department of
Justice. This is too important a matter to be decided solely

on the basis of written submissions. Particularly because S. C.
Johnson and Company is a privately owned company with little in-
formation regarding its activities available in the public
domain, we believe that both the Federal Reserve Board and the
Department of Justice should send their investigative staffs into
the field to inquire into the competitive impact of this proposed
acquisition, and the Federal Reserve Board's investigative staff
should also inquire into the commercial banking/industrial company
relationship. 1In addition, we believe that a public hearing is
necessary in order to extract through investigative and formal
process all of the relevant facts and to air those results publicly,
before the Federal Reserve Board makes its decision.

For all these reasons, we ask you to write letters to both the
Federal Reserve Board and the Justice Department urging them to
direct their respective staffs to conduct such field investigations,
and that you further urge the Federal Reserve Board to convene a
public hearing on this proposal. Without such a hearing, the
interested public may never have a fair opportunity to present
their arguments based on a complete record available to all
concerned.

Our counsel in this matter, Bell, Boyd, Lloyd, Haddad & Burns,
1775 Pensylvania Avenue, N.W., Washington, D.C. 20006, is available
to provide you with any additional information which you may
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ELWOOD H. “BUD"' HILLIS WASHINGTON OFFICE:
5TH DISTRICT, INDIANA . 2429 RAYBURN BuiLDING
TELEPHONE: 202-225-5037

COMMITTEES KOKOMO OFFICE:

ety e Congress of the Tnited States 3o
g rpteeics - Houge of Vepresentatibes ARG s

26 WEST 7TH STREET
CHAIRMAN: TELEPHONE: 642-8023

REPUBLICAN TASK FORCE d @’Uaﬁf)ington, D.C. 20515

ON ENERGY AND ENVIRONMENT MARION OFFICE!

220 MarioN P.O. BuIiLDING
October 31, 1979 3 TELEPHONE: 662-7227

Mr. Paul A. Volcker
Chairman, Board of Governors
Federal Reserve System

20th & Constitution Avenue
Washington, D. C. 20551

Dear Mr. Volcker:

Thank you very much for your letter of October 18th. I
was very happy to learn that you would be available to
meet informally with some House Members to discuss the
economy .

I would like to invite you to meet with the Wednesday
Group on November 7th if this would be possible. While
the attendance varies, this is a group of approximately
15 to 20 moderate Republican Members who meet in H-323 of

the Capitol every Wednesday. 'ﬂgiéés;/
We would appreciate it if you could come ate3%30 p.m. and ,//

discuss the current status of economic issues facing our
country at this time. If this date 1s not satisfactory,
let us know and we will try to schedule another time in
the very near future. As you probably know, the House
schedule is rather uncertain at this time.

Please have your office call Barbara at 225-5037 as to
whether this fits into your schedule. Thanks for your
thoughtful attention to this invitation and with warm
best wishes, I remain

Sincerely,

<«

Elwood H. "Bud" Hillis
Member of Congress
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WILLIAM PROXMIRE, WIS,, CHAIRMAN

HARRISON A. WILLIAMD JR., N.J, JAKE GARN, UTAH
ALAN CRANSTON, CALIF, JOHN TOWER, TEX,

ADLAI E. STEVENSON, 1L JOHN HEINI, PA.
ROBERT MORG/ ', N.C., L‘ WILLIAM L. ARMSTRONG, COLO,
1

PR 5. SANRARES, MD, | MicHaND & oaAm WD, T WVlnifed Diafes Henafle

DOMALD W. STEWART, ALA,

PAUL E. TSONGAS, MASS.
COMMITTEE ON BANKING, HOUSING, AND

KENNETH A, MC LEAN, STAFF DIRECTOR URBAN AFFAIRS
M. DANNY WALL, MINORITY STAFF DIRECTOR
MARY FRANCES DE LA PAVA, CHIEF CLERK WASHINGTON. D.c. 20510

November 6, 1979

The Honorable Paul A. Volcker

Chairman

Board of Governors of the
Federal Reserve System

Washington, D.C. 20551

Dear Mr. Chairman:

In a few days, I shall introduce legislation designed
to eliminate the "Rule of 78's" as a method of calculating
unearned interest in precomputed consumer loans where the
borrower prepays (finances or consolidates) the loan. The
evidence is clear that in longer term consumer loans, the
Rule of 78's permits the lender to exact an unconscionable
and hidden interest penalty from the borrower.

:

As the Chairman of the Consumer Affairs Subcommittee
of the Banking, Housing and Urban Affairs Committee, I intend
to hold hearings on this measure December 10 § 11, 1979.

W
ey
?

(O
b o

e

&

The assistance of the Reserve Board in providing infor-
mation to the Subcommittee concerning this practice, would
be appreciated.

I

B S

)

I wish to request the following information from the
Reserve Board: ;

1. Statistical data, including functional cost analysis,
developed or acquired by the Board relating to
the incidence of prepayment (consolidation or re-
financing) of consumer loans by class and term of
loan (auto, home improvement, second mortgage, etc.);

Statistical data developed or acquired by the Board
indicating the anticipated growth in loan size,
length of term and rate of interest for the various
types of consumer credit transactions which may be
subject to the rebate of unearned interest in
accordance with the Rule of 78's.

A . v g
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Earl S. Poitevent, Jr.

October 20, 1979

The Honorable Charles E. Bennett
2107 Rayburn Building
Washington, D.C. 20515

Re: U, S, Federal Reserve
Inflation Policy

Dear Charlie:

There 1s an o0ld saying, "In business you hilre
men and you hire money." How in the world the Federal
Reserve can fight inflation by making money more ex-
pensive deflies reasonable deduction. If it is true,
then the AFL - CIO 1s remiss (if not unpatriotic) in
not demanding 15%-20% wage increases to fight inflation,
Of all people, Jimmy Carter should know high interest
rates create inflation. After all, he used to borrow
two to three million dollars a year to conduct his
business. How much would the price of peanuts have to
be raised to accommodate 10% additional interest costs?

However, the damage to the home front of high
Interest rates 1s possibly surpassed by the long term
damage to the dollars' international value, It is
estimated there is now, or soon will be, seven hundred
billlion dollars overseas. We are expected to borrow
this money back at approximately the rediscount rate,
or some 122%. So we pay out some sementy billion in
interest to further debase the dollar. Our balance of
trade deficit and foreilgn aild debases it even further.
If this trend 1s not reversed there will be two trillion
dollars overseas in less than ten years,

Now what would happen if the rediscount rate
was lowered to 5%? The forelgn money lenders would
yell bloody murder, The dollar would temporarily dip
against the forelgn currencies, our manufacturers
could modernize thelr plants and balance of trade would
develop in our favor. Our trading partners would suffer
some temporary disruption to their economies. They
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HENRY S, REUSS, WIS., CHAIRMAN

THOMAS L. ASHLEY, OHIO
WILLIAM S. MOORHEAD, PA.
FERNAND J. STS-E'RMAIN_ R.L
HENRY B. GONZALEZ, TEX.
JOSEPH G. MINISH, N.J.
FRANK ANNUNZIO, ILL.
JAMES M., HANLEY, N.Y,
PARREN J. MITCHELL, MD.
WALTER E. FAUNTROY, D.C.

U.S. HOUSE OF REPRESENTATIVES
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

J. WILLIAM STANTON, OHIO
CHALMERS P. WYLIE, OHIO
STEWART B. MCKINNEY, CONN.
GEORGE HANSEN, IDAHO
HENRY J, HYDE, ILL.

RICHARD KELLY, FLA,

JIM LEACH, IOWA

THOMAS B. EVANS, JR., DEL.

S. WILLIAM GREEN, N.Y,

RON PAUL, TEX.

ED BETHUNE, ARK.

NORMAN D. SHUMWAY, CALIF,
CARROLL A. CAMPBELL, JR,, 8.C.
DON RITTER, PA.

JON HINSON, MISS,

STEPHEN L. NEAL, N.C. NINETY-SIXTH CONGRESS
JERRY M. PATTERSON, CALIF,
JAMES J. BLANCHARD, MICH.
CARROLL HUBBARD, JR., KY.

JOHN J. LAFALCE. N.Y.

2129 RAYBURN HOUSE QFFICE BUILDING
WASHINGTON, D.C. 20515

LES AUCOIN, OREG. 225-4247

DAVID W, EVANS, IND,
NORMAN E. D'AMOURS, N.H.
STANLEY N. LUNDINE, N.Y.
JOHN J. CAVANAUGH, NEBR.
MARY ROSE OAKAR, OHIO
JIM MATTOX, TEX.

BRUCE F. VENTO, MINN.
DOUG BARNARD, GA.

WES WATKINS, OKLA.
ROBERT GARCIA, N.Y.

MIKE LOWRY, WASH.

GLADYS NOON SPELLMAN, MD. 0

November 9, 1979 /

Honorable Paul Volcker
Chairman

Board of Governors
Federal Reserve System
Washington, D.C.

Dear Paul:

As the legislative year draws to a conclusion we become increasingly
concerned over the lack of reaching a legislative conclusion on the
Fed Membership question. Our concern is a result of so many witnesses
who testified last summer to the fact that numerous financial institu-
tions, perhaps in the hundreds, were withholding a decision to withdraw
from the Fed till they see if legislative relief was not forthcoming
later this year.

In this regard, I wonder if you could inform us of the number of
inquiries for applications that the Fed has received this year, the
total number of withdrawals in the last four years, and your best
estimate as to the eventual number of withdrawals if no legislative
action is taken on the Fed membership question this year. We are not
concerned with names of financial institutions that might be involved,
but the aggregate number of institutions, and what would be the total
amount of withdrawals from the Fed. It would also be helpful if you
could give us an idea of what the loss would be to the U.S. Treasury
1f you combine the number of banks who have left in the last four years
with banks that you estimate will be leaving or are currently thinking
of leaving.

There have been observations made that if there is a continued,
substantial exodus of members from the Federal Reserve System, it could
be construed abroad as a further weakness of the U.S. central bank and
the dollar. We would appreciate your comments on this.
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