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Mr. Nat s. Kogera, Preaident 
The Aaeriun Banken Aaaociatlon 
90 Park Avenue 
Kev York, Rw y .... rk l0J l6 

October 5, 1970 

ln further refereace to th• coacern you apreaaed 1n 
your letter of Septeaber 2 reprdiQ& the Board'• recent action 
on reserve requir ... nte, I aa eacloeing for your 1nforut1on • 
ataff analyaia that I requeatu tt.for• 1 .. viq tta. country for 
the rund and a.nk ... unga 1D Copeabage11. You will notice that 
w aleo beard froa Naaan. Domld Grahaa and A. w. Clauaen on 
the,.._ aubject. 

I beline you will fiDd tbat tlM aeaorandua •ddreH .. 
itaelf to the 1ubatantiv• i••ue• raiaed in your letter, nd we 
thank you once •"•1n for co• 1nicat1na to the vi ... of the 
Aaerican lanker• Aaaociation. 

lincerely 

Arthur r . lume 

FAL: ck 

, 



BOARD OF GOVERNORS 
OF' THE 

FEDERAL RE~ERVE SYSTEM 

Office Corrrespo1t.1dence 
T Chairman Burns O, ________________ _ 

From ......... ___ T_h_e_S_ta_f_f _________ _ 

Date October 5 1970 

Subject· Comments on letters received in 
connection with Board 1 s recent action 
on Reo-ulation D. 

As requested, we have been analyzing during your absence, 
various comments received on the Board's recent change in reserve 
requirements, and related views on some broader aspects of monetary 
policy and regulation. These views were expressed by Messrs.Nat 
Rogers, Donald Graham, and A. W. Clausen in letters of September 2, 
10, and September 21 respectively; and have been considered together 
since there is some coincidence of subject matter. 

The reservations with respect to the Board's recent actions 
revolve essentially around three points: 

(1) The belief that the treatment as demand deposits of 
less than 30- day holding company paper , and the extension 
of Regulations D and Q to term debt in the two to seven 
year maturity range unfairly exclude banks from raising 
funds in market sectors to which other participants have 
access . 

(2) The belief that the Board seriously underestimated the 
added burden on banks created by shifting from the originally 
proposed 10 per cent reserve requirement for all bank-relat ed 
commercial paper to the 17-1/2 per cent requirement for that 
of less than 30 days maturity. 

(3) The belief that the Board should have requested further 
public comment on the changed proposal before acting on it . 

On the first point, the philosophy underlying the Board's 
action was to make the treatment of bank holding company commercial 
paper as close as possible to that of large time certificates of deposit . 
To accomplish this, the 30- day maturity distinction between time and 
demand deposits was extended to commercial paper. We recognized fully 
that this action would have the effect of virtually excluding banks with 
holding companies from access to the very short term commercial paper 
market (an avenue which has been closed all along to banks not affiliated 
with holding companies). We also had in mind, however, that commercial 
banks could continue to operate in the less - than- 30- day sector quite 
effectively through the purchase of Federal funds, Euro - dollars, and 
the use of short - term Rp's secured by Treasury and Federal agency 
securities. Furthe-rmore, from the standpoint of competitive advantage, 
these latter means are not universally available to other market 
participants . 
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In addition, with the Board's previous suspension of rate 
ceilings on large CD's in the 30-89 day maturity range, banks again 
have access to this alternative source of funds. And, of course, 
bank- related com,~ercial paper in this maturity range carries a 5 per 
cent reserve requirement (rather than the previously published 10 per 
cent), and has no rate ceiling either. 

On the question of subordinated bank debt, the Board's recent 
extension (effective· June 30, 1970) of the point at which term debt 
becomes exempt from Regulations Q and D - - from two to seven years --
was supported by the following logic: Only a few banks were using such 
high- yielding notes of two to three years maturity to lure deposit-type 
funds away from regular depositary - type claims; but to the extent this 
was occurring, the effect was a clear circumvention of the regulations . 
The purpose of the new restriction on promissory notes was to ensure 
that all banks use the subordinated debt, for bona fide capital purposes 
and not as a substitute for regular time and savings deposits as a 
source of essentially short - term deposit - type funds . On the general 
issue of the application of regulations to banks, it can well be argued 
that commercial banks shoµld be free -- along with nonbank borrowers --
to seek funds without restriction as to reserve requirements or i nterest 
rate ceilings, particularly when banks and nonbank borrowers are compet -
ing in similar markets and for the funds of similar investors . But there 
are differences among institutions. It is where the funct i ons of institu-
tions tend to overlap that the distinctions become blurred and reasonable 
men come to differ as to the appropriate policy approach . It could be 
argued, from a highly theoretical point of view, that reserve requirements 
are not really necessary. Most would accept, however, from a pragmatic 
and institutional viewpoint, that demand deposits should be subject to 
such requirements , for monetary control if for no other reason . It then 
becomes difficult to argue that time deposits, too, shou ld not be subject 
to some reserve requirement since at least a portion of time deposits take 
on the characteristics of money in their use and function . But time deposi ts 
issued to businesses compete with such instruments as Treasury bills and 
commercial paper issued by nonbank corporations, which do not bear reser ve 
requirements . Where should the rese~ve requirement line then be drawn? 
A decision must be made at some point. We have attempted to draw our l i nes 
in such a way as to reduce inequities within the banking system, and to 
minimize the disparities between banks and other competing institutions to 
the extent this is compatible with the overall objectives of public economic 
policy. And these disparities can only be viewed within the context of t he 
whole spectrum of regulation affecting banks and other institutions, recogniz -
ing that banks have advantages in some respects (such as interest - f r ee demand 
deposit s ) that others do not have . 
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In the broadest sense, it might be pointed out that commercial 
banks will in the future expand as a group only to the extent that the 
Federal Reserve System adds reserves, and to the extent that they can 
become more active as financial intermediaries. Once again, suspension 
of Regulation Q ceilings helps facilitate this role. But there is a 
finer point to make. While the Board may want to encourage financial 
intermediation at the expense of direct borrower-lender arrangements 
not subject to the discipline of intermediaries, it must also take 
account of the effects of flows among different types of financial 
institutions. 

Turning to the second question of the burden on banks by 
applying the 17-1/2 per cent reserve requirement on commercial paper 
of less than 30 days maturity, we simply disagree. Our formal survey 
in February of this year indicated that less than 20 per cent of out -
standing bank-related commercial paper had initial maturities under 
30 days. This proportion increased over the spring and summer as 
expectations of declining rates persuaded borrowers to remain short, 
and based on informal contacts with major banks, we estimate that the 
short maturities accounted for 30-40 per cent of total outstandings 
at the time of the Board 1 s announcement. 

One banker commented that if the 17-1/2 per cent reserve 
requirement were placed against the outstandings of his bank alone at 
mid-August, the reserve impact would account for nearly all of that 
which we estimated for the entire system. The maturity distribution 
at mid-August is not relevant, however, in estimating the reserve impact 
at the effective date one month later. What is important is whether the 
banks could shift into other sources of funds during the one-month period 
provided for adjustment. Another felt that it would not be possible in 
most cases to replace the short dated maturities as they mature with 31 
day or longer paper, especially when customers have need for the short 
dated maturities and other issuers of commercial paper are not penalized 
when they issue such short dated paper. Despite this pessimism as to 
the banks' ability to shift, very substantial adjustments have been 
reflected in deposits and commercial paper and the cost of such adjust -
ment became less costly as rates declined during the period. Latest 
preliminary data show that the commercial paper-issuing banks got rid 
of all but $300 million of their less than 30 day commercial paper between 
August 12 and September 17, and that there was a more than commensurate 
increase in time deposits during the same period. The fact that banks 
have reduced their offering rates for CD's maturing in the 30-89 day 
maturity range indicates that they had no difficulty in finding CD money 
during this adjustment period. As a ~atter of µindsight, we now see 
preliminary indications that the combination of Federal Reserve actions 

, 
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and flows of funds resulted in a net reduction in required reserves of 
approximately $500 million (we estimated only $350 million at the time 
the Board acted) . 

On the third point, that we did not invite further public 
comment, and that the Board should recons ider its a ction, we were 
motivated by two principal factors: first, the net effect of our 
action was designed to reduce required reserves rather than have a 
tightening effect; and second, we felt tha: with the available alter-
natives for securing very short term funds (Federal funds, Euro - dollars, 
and Rp's) and the full month adjustment period provided, there-would be 
no severe hardship placed on the banks most affected. In retrospect, we 
feel that these two results did, in fact, obtain. 
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NAT 5. ROGERS 
PRE S IDENT 

September 2, 1970 
FIR S T C ITY NATIONAL BANK 

HOUSTON, TEXAS 77001 

Hon . Arthur F. Burns, Chairman 
Board of Governors of the 
Federal Reserve Systen 
Washington, D. C. 20250 

Dear Mr. Chairman: 

Reference is made to the announcement by the Board of Governors 
of the Federal Reserve System on August 17, 1970, that action had been 
taken to apply a 5 percent reserve requirement on funds obtained by mem-
ber banks through the issuance of commercial paper by their affiliates, 
and at the same time to reduce from 6 to 5 percent the reserves that 
member banks must hold against time deposits in excess of $5 million. 

It is understood that notwithstanding the Board's announce-
ment the actual effect of the Board's action as reflected in its pub-
lished regulation is to set a 5 percent reserve on commercial paper 
issued with maturities of more than 30 days and a reserve of 17 \ per -
cent for reserve city banks for commercial paper with maturities of 
30 days or less. 

This result apparently is achieved by amending Regulation D to 
include commercial paper issued by bank affiliates under the definition 
of "deposits" and treating commercial paper in the same manner as certif-
icates of deposit and time deposits are treated for reserve purposes, 
namely, on the basis of maturity dates. However, the regulations are 
silent on this point, and it does not necessarily follow that the regu-
lations can be interpreted in this manner in the absence of specific 
provisions in Regulation D. The reference to "demand deposit reserve 
requirements" accompanying the amendment to Regulation Dadds to the 
confusion in view of the specific reference to a 5 percent reserve in 
the Board's release to the press on August 17, 1970, and the notice 
sent to member banks in its district by the Federal Reserve Bank of 
New York on August 17, 1970, a copy of which is enclosed. 

These rates become effective on deposits and commercial paper 
outstanding in the week beginning September 17, for the reserve computa-
tion period beginning October 1. It is stated that changes made in the 
regulation proposed originally last January raise no new issues or are 
insignificant as a practical matter. In these circumstances, and in 
view of the deferral of the effective date until September 17, 1970, 
the Board finds that further notice and public procedure with respect 
to the announced regulation are unnecessary and would be contrary to 
the public interest. /Toi;;:-.._ 
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The action taken by the Board in requ1r1ng reserves on funds 
obtained through commercial paper issued by bank affiliates has a sig-
nificant impact upon a number of the members of The American Bankers 
Association, and in our view represents a considerable departure from 
the action proposed initially on January 29, 1970. The initial pro-
posal would have placed a 10 percent reserve on all commercial paper 
issued by bank affiliates having a maturity of 1 day or more. The 
final regulation which places a 17~ percent reserve for reserve city 
banks on connnercial paper with maturities of 30 days or less, even 
though a reserve of 5 percent is set for paper with maturities over 
30 days, places commercial bank affiliates in an untenable competitive 
position in the commercial paper market. It will not be possible in 
most cases to replace these short dated maturities as they mature with 
31 day or longer paper, especially when customers have need for the 
short dated maturities and other issuers of commercial paper are not 
penalized when they issue such short dated paper. 

We are concerned with the effect which the reserves on com-
mercial paper will have on overall reserves of the banking system, 
because while we do not have precise statistical information showing 
a maturity breakdown of outstanding commercial paper issued by bank 
affiliates, informal information obtained from a number of commercial 
banks indicates that one-half or more of the paper issued by their af-
filiates has maturities of 30 days or less. Under these circumstances, 
the extension of reserve requirements to bank-related commercial paper 
which is estimated by the Board, as stated in its announcement, to in-
crease required reserves of the affected member banks by roughly $350 
million, may in fact place a much heavier reserve requirement on such 
banks, and lessen the reduction of required reserves for the banking 
system as a whole. Thus, the amount of net reserves intended to be re-
leased to make funds available in financing housing and State and local 
governments will not accomplish the objectives announced by the Board. 

It is requested that the Board reconsider its action with 
respect to the required reserves set for bank-related commercial paper, / 
and either reduce such reserves to 5 percent for all such paper having 
maturities of one day or more (the maturities originally designated in 
the January, 1970, proposal), or defer the effective date of the changes 
announced on August 17, 1970, until precise data is developed showing 
the amount of outstanding bank-related commercial paper with maturities 
of 30 days or less, and the impact on the required reserves of the mem-
ber banks involved. In view of the relatively limited number of member 
banks which will be affected directly by the Board's action requiring 
reserves on bank-related commercial paper, we believe that further con-
sideration to this matter as we request is justified, and that the 
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banks involved are entitled to present their views concerning such 
action before it becomes effective, as provided for in Section 553 (b) 
of Title 5, United States Code. 

P r e s i d e n t 

Enclosure 

, 
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0 
FED ERA L RESERVE BANK 

OF NEW YOR K 

CHANGES IN RESERVE REQUIRE.MENTS 

- Five Percent Reserve Requirement Established 
For Bank-Related Commercial Paper 

- Reserve Requirement For Time Deposits Over 
$5 Million Reduced From 6 to 5 Percent 

To .·111 I/ember Banks, mid Others Collccrned, 
in th, 5t',olld F cclcrul Rcsen·e /)istrict : 

I 

fc,rcular No. 6589] 
L August 17. 1970 

F ollowing i s the text of a statement i ssued today by the Board of Governors of the Fed-
era l Rese r ve System: 

The Board of Governors of the Federal Reserve System today applied a 5 per cent 
reserve requirement on funds obtained by member banks through the issuance of com-
mercial paper by their affiliates, and at the same time reduced from 6 to 5 per cent the 
reserves that member banks must hold against time deposits in excess of $5 million. 

Both actions will become effective in the reserve computation period beginning 
October 1 and will be applicable on such deposits and commercial paper outstanding in 
the week beginning September 1 7. Thi s coincides with the beginning of the fall period of 
seasonal expansion of deposits and required reserves. 

The dual action will result in a reduction of required reserves of about $350 million 
for the banking system as a whole. The extension of reserve requirements to bank-
r e lated commercial paper is estimated to increase required reserves of the affected 
member banks by roughly $350 million. On the other hand, the reduction in reserve re-
qui rements against time deposits over $5 million is expected to lower required reserves 
by some $300 million at banks issuing commercial paper, and by about $400 million at 
all other member banks. 

The greater portion of the net reserves thus released will become available to banks 
that in the present circumstances might be expected to use a sizable share of the avail-
able funds in financing housing· and state and local governments. 

Both actions of the Board were adopted unanimously . 

No change was made in the 3 per cent reserve requirement on a member bank's 
s avings deposits, and time deposits of less than $5 million. Today's action represents 
the first change in reserve requirements since .-\pril 17, 1969, when the Board increased 
reserves on demand deposits __ by one-half of one per cent for all member banks. 

/ -~ 
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Since most commercial paper is issued in denominations of $100,000 or more, the 
extension of reserve requirements to bank-related commercial paper will put instru- -) 
ments of this kind on a substantially equal footing, in terms of reserve requirements, 
with negotiable certificates of deposit issued by banks. 

In imposing reserve requirements on commercial paper issued by bank affiliates, 
the Board used for the first time the authority contained in the Act of Decembe r 23, 
1969, which explicitly authorized such action. The reserve requirement will apply to 
funds obtained by member banks through the issuance of commercial paper or similar 
obligations by their affiliates. 

Presently, about $7 .5 billion of bank-related commercial paper is outstanding. Over 
the past year, the amount of such paper had risen by $5.5 billion. 

At the time the new reserve requirements become effective the permission initially 
granted on November 4, 1969, to the Federal Reserve Banks to waive penalties for 
reserve deficiencies connected with the application of reserve requirements to sub-
sidiaries' commercial paper will be withdrawn. 

In taking this action with respect to bank-related commercial paper, the Board urged 
member banks and their holding companies to comply with the spirit and purpose as well 
as the letter of the rules regarding member bank reserve requirements. 

Copies of the Supplement to Regulation D, revised to reflect the above changes, will be 
sent to you shortly. Additional copies of this circular will be furnished upon request. 

Alfred Hayes, 
President. 



Mr. A. w. Clauaen , Preaident 
l.ank of .A.meric:a 
l .:1Dk of AMrica Center 
San Pranciaco, Califomt.a 94120 

Dear Hr. Clauan: 

October 5, 1970 

A8 you know, I••• in Copenlut.aen at the tnternatiunal 
••Unga when your letter of lept..a,ar 21 arrived at-, office. 
I find the that you made tbereia to be 110et useful and 
conatructiv•; and their baefit ia of the beat kiod that ve can 
get from -...hara of the fNeral Advlaory Council. 

I aa takina the liberty of n.cloatna a copy of • 1111110randum 
I ask.ad O\lr ataff to prepare while l •• out of the country. As you 

•e&n ••e it 1a addnaaed priMrily to coaenta received fr011 Hea•n. 
lat aoaera •d Donald Graha, but your letter 18 aillilar in ~Y 
reapect•• t fHl that MIIC)ftndUII &ivea an accurate picture of 
the technical ruaontna behind the loud'• ncent action on reaerve 
requirMlellte. 

Ndy I ••1 to you I do agree that we have at ti•• been 
guilty of ad hoc decieiona Oil Mttera of aoutary and reaulatory 
policy. lut baving aaid that, 1 ••t defend our •• reflect• 
1ng the beat Juda-nt of reaaonab1e Mil at the tiae and under the 
circumtance•. 

tour c~t about diaintermdiation an4 the coaMUUrate 
rapid growth in coaaercial paper Mkea. in-, opinion , a very good 
point -- one to which we addreaaed ouraelvea when hgulatiou Q ceiling 
on CD' a of 30•89 day• Mturity were aw1peaded. There more thousht 
to be given in thia arN, and our atudy of rate ceiU.uga continuea. 

I would not aar•• that our •tena1on of ruene requir-nta 
to cmaercial pa~r ia a atep lu the direct:1011 of ••••t reaerve require-
111enta, to which I aaauae you would object on ••lective credit control 
grounda. Our objective•• aplained 1a the attachaant to thia letter, 



wu 111 tile interNt of equltaltle tnataent -,a.gall ballka, -,at -of 
wbtch do not IMlve hol4i .. cClllfUJ.• ad canaot iaaue coa111rcial paper, 
aad auat tllerefoi-e nly 011 certifiut .. of dapoait for fund• of thia 
eharact•r. 

We appreciate your Yi_.. 011 tbe aubject of the federal 
llolla Loan lank loard deciaioa to allow direct pa)'ll8nta. We are aware 
of the •ny queatiou ... 111pliut1ona thia raiaea for the entire 
aonetary and paymnta a11tea, aad the loard ta l,ivina • hip priority 
to • canful a4 thoroup atudy of the entire •tter. 

li:ully, pl ... • be qaund that I share your preference for 
broad wmetary cODtrol 111 pnfereno• to the MlecUve approach, and 
I - hopeful that w ua •• further pro1n•• in thia area •• time 
and cirCN111taacea pendt. fte conduct of -,uetary policy ia a 
cballnaina aod at ti.Ma fruatratiog buainua, but l honeatly feel 
that recent policy lule bee1l appropriate , and ao far, the perforaance 
of the econoaay in the current adjuatant haa been about•• good aa 
could N achieved given tile Mp.itude of the taalr.. 

Thank you once again for abaring With ua your iaportant 
Yi .... 

Sincerely youra, 

Arthur r. luru 

Brlcloaure 

F.AL:ck 



BOARD OF GOVERNORS 
Of" THE 

FEDERAL RESERVE SYSTEM 

Offi~e Corrres·Q)Oirn eJrn.ce 
T Chairman Burns o ________________ _ 

Fro.~m...._ ___ T_h_e_S_t_a_f_f _________ _ 

Date October 5, 1970 

Subject: Comments on letters received in 
connection with Boardts recent action 
on Regulation D. 

As requested, we have been analyzing during your absence, 
various comments received on the Board's recent change in reserve 
requirements, and related views on some broader aspects of monetary 
policy and regulation. These views were expressed by Messrs.Nat 
Rogers, Donald Graham, and A. W. Clausen in letters of September 2, 
10, and September 21 respectively; and have been considered together 
since there is some coincidence of subject matter. 

The reservations with respect to the Board's recent actions 
revolve essentially around three points: 

(1) The belief that the treatment as demand deposits of 
less than 30-day holding company paper, and the extension 
of Regulations D and Q to term debt in the two to seven 
year maturity range unfairly exclude banks from raising 
funds in market sectors to which ·other participants have 
access. 

(2) The belief that the Board seriously underestimated the 
added burden on banks created by shifting from the originally 
proposed 10 per cent reserve requirement for all bank-related 
commercial paper to the 17-1/2 per cent requirement for that 
of less than 30 days maturity. 

(3) The belief that the Board should have requested further 
public comment on the changed proposal before acting on it. 

On the first point, the philosophy underlying the Board's 
action was to make the treatment of bank holding company commercial 
paper as close as possible to that of large time certificates of deposit. 
To accomplish this, the 30-day maturity distinction between time and 
demand deposits was extended to commercial paper. We recognized fully 
that this action would have the effect of virtually excluding banks with 
holding companies from access to the very short term commercial paper 
market (an avenue which has been closed all along to banks not affiliated 
with holding companies). We also had in mind, however, that commercial 
banks could continue to operate in the less-than-30-day sector quite 
effectively through the purchase of Federal funds, Euro-dollars, and 
the use of short-term Rp's secured by Treasury and Federal agency 
securities. Furthermore, from the standpoint of competitive advantage, 
these latter means are not universally available to other market 
participants. 
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In addition, with the Board's previous suspension of rate 
ceilings on large CD's in the 30-89 day maturity range, banks again 
have access to this alternative source of funds. And, of course, 
bank-related commercial paper in this maturity range carries a 5 per 
cent reserve requirement (rather than the previously published 10 per 
cent), and has no rate ceiling either. 

On the question of subordinated bank debt, the Board's recent 
extension (effective June 30, 1970) of the point at which term debt 
becomes exempt from Regulations Q and D -- from two to seven years --
was supported by the following logic: Only a few banks were using such 
high-yielding notes of two to three years maturity to lure deposit-type 
funds away from regular depositary-type claims; but to the extent this 
was occurring, the effect was a clear circumvention of the regulations . 
The purpose of the new restriction on promissory notes was to ensure 
that all banks use the subordinated debt, for bona fide capital purposes 
and not as a substitute for regular time and savings deposits as a 
source of essentially short-term deposit-type funds . On the general 
issue of the application of regulations to banks, it can well be argued 
that commercial banks should be free -- along with nonbank borrowers --
to seek funds without restriction as to reserve requirements or interest 
rate ceilings, particularly when banks and nonbank borrowers are compet-
ing in similar markets and for the funds of similar investors . But there 
are differences among institutions. It is where the functions of institu-
tions tend to overlap that the distinctions become blurred and reasonable 
men come to differ as to the appropriate policy approach. It could be 
argued, from a highly theoretical point of view, that reserve requirements 
are not really necessary. Most would accept, however, from a pragmatic 
and institutional viewpoint, that demand deposits should be subject to 
such requirements, for monetary control if for no other reason . It then 
becomes difficult to argue that time deposits, too, should not be subject 
to some reserve requirement since at least a portion of time deposits take 
on the characteristics of money_ ig their use and function. But time deposits 
issued to businesses compete with such instruments as Treasury bills and 
commercial paper issued by nonbank corporations, which do not bear reserve 
requirements. Where should the reserve requirement line then be drawn? 
A decision must be made at some point. We have attempted to draw our lines 
in such a way as to reduce inequities within the banking system, and to 
minimize the disparities between banks and other competing institutions to 
the extent this is compatible with the overall objectives of public economic 
policy. And these disparities can only be viewed within the context of the 
whole spectrum of regulation affecting banks and other institutions, recogniz -
ing that banks have advantages in some respects (such as interest - free demand 
deposits) that others do not have. 
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In the broadest sense, it might be pointed out that commercial 
banks will in the future expand as a group only to the extent that the 
Federal Reserve System adds reserves, and to the extent that they can 
become more active as financial intermediaries. Once again, suspension 
of Regulation Q ceilings helps facilitate this role. But there is a 
finer point to make. While the Board may want to encourage financial 
intermediation at the expense of direct borrower-lender arrangements 
not subject to the discipline of intermediaries, it must also take 
account of the effects of flows among different types of financial 
institutions. 

Turning to the second question of the burden on banks by 
applying the 17-1/2 per cent reserve requirement on corrnnercial paper 
of less than 30 days maturity, we simply disagree. Our formal survey 
in February of this year indicated that less than 20 per cent of out-
standing bank-related commercial paper had initial maturities under 
30 days. This proportion increased over the spring and summer as 
expectations of declining rates persuaded borrowers to remain short, 
and based on informal contacts with major banks, we estimate that the 
short maturities accounted for 30-40 per cent of total outstandings 
at the time of the Board's announcement. 

One banker commented that if the 17-1/2 per cent reserve 
requirement were placed against the outstandirigs of his bank alone at 
mid-August, the reserve impact would account for nearly all of that 
which we estimated for the entire system. The maturity discribution 
at mid-August is not relevant, however, in estimating the reserve impact 
at the effective date one month later. What is important is whether the 
banks could shift into other sources of funds during the one-month period 
provided for adjustment. Another felt that it would not be possible in 
most cases to replace the short dated maturities as they mature with 31 
day or longer paper, especially when customers have need for the short 
dated maturities and other issuers of commercial paper are not penalized 
when they issue such short dated paper. Despite this pessimism as to 
the banks' ability to shift, very substantial adjustments have been 
reflected in deposits and commercial paper and the cost of such adjust -
ment became less costly as rates declined during the period. Latest 
preliminary data show that the commercial paper-issuing banks got rid 
of all but $300 million of their less than 30 day commercial paper between 
August 12 and September 17, and that there was a more than commensurate 
increase in time deposits during the same period. The fact that banks 
have reduced their offering rates for CD's maturing in the 30 -89 day 
maturity range indicates that they had no difficulty in finding CD money 
during this adjustment period. As a matter of hindsight, we now see 
preliminary indications that the combination of Federal Reserve actions 
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and flows of funds resulted in a net reduction in required reserves of 
approximately $500 million (we estimated only $350 million at the time 
the Board acted) . 

On the third point, that we did not invite further publi c 
comment, and that the Board should reconsider its action, we were 
motivated by two principal factors: first, the net effect of our 
action was designed to reduc e required reserves rather than have a 
tightening effect; and second, we felt that with the available alter-
natives for securing very short term funds (Federal funds, Euro-dollars , 
and Rp's) and the full month adjustment period provided, there would be 
no severe hardship placed on the banks most a fL~c ted . In retrospect , we 
feel that these two results did, in fact, obtain . 

I 



m BANKOFAMERICA 

A. W. CLAUSEN 
Presid e nt 

The Honorable Arthur F. Burns 
Chairman 
Board of Governors of the 

Federal Reserve System 
Washington, D. C. 20551 

Dear Mr. Chairman: 

September 21, 1970 

Your interest in certain views discussed at length at the last meeting 
of the Federal Advisory Council is appreciated, and I am glad to have an opportunity 
to comment further. Although we are concerned about some recent policy moves in 
particular, we are even more concerned about the implications on a long-term 
basis. 

The latest Board action in connection with bank related commercial 
paper again raises the question of whether we are moving toward a more orderly 
and equitable system of monetary control or slipping into a further patchwork of 
ad hoc actions which are neither efficient nor offer long-range solutions but 
indeed lead instead to more problems in regulation. Traditionally, Federal Reserve 
regulation of member banks has been assumed to be a sufficient substitute for 
more specific controls over the entire credit mechanism. While in the past a 
careful control over this important source of money and credit has e fficiently 
transmitted general policy objectives to the credit creation process, the reduced 
effectiveness of this system has increasingly become evident in the last five 
years. 

As the need for more restrictive credit regulation in an inflationary 
environment caused the Federal Reserve to tighten its grip on member banks it 
actually reduced the growth of member bank-provided credit as generated through 
traditional deposit creation. The restrictive measures used have encouraged an 
increasing flow of funds outside the banking system which to a great extent 
offset the decline in the banking system's ability to extend credit. Certainly 
the rapid growth in the unregulated commercial paper market and the massive 
disintermediation during 1969 and early 1970 frustrated the objectives of monetary 
policy and reduced the Fed's credit control base. Hindsight has shown that 
commercial paper issued on a nonregulated basis also increases risks in the 
financial system and poses a serious threat to the financial fabric of this country. 

In an effort to offset loss of control the Federal Reserve is then 
forced to work more vigorously on the relatively shrinking banking s e gment of the 
financial system to accomplish its objectives. In short, the end result of 
these developments is that the Federal Reserve frustrates its own objectives. 
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By concentrating its efforts on only one part of the general credit markets, it 
forces funds into markets beyond its control. 

Specifically, we have in mind three recent developments which work 
in this direction: 

1. The use of the Credit Control Act of 1969 to impose reserve 
requirements on commercial paper is an unprecedented move. 
It raises questions about the propriety of applying reserves to 
asset sales of an outright, nonrecourse nature. Presumably the 
door is now open to the imposition of reserves on assets of any 
type. 

The primary responsibility of any commercial bank is to meet 
deposit withdrawals without impairing the safety of funds left by 
other depositors. This obviously transcends even its obligations 
to stockholders as a profit-making concern. When faced with 
net deposit losses under disruptive conditions in financial markets, 
as in 1966 and again in 1969, it still must provide for the deposit 
losses in one of two -,...,ays: by borrowing or sale of assets. Since 
borrowing at the Central Bank for any extended period is 
discouraged, banks thus are faced with the sale of assets to 
raise the funds necessary. Traditionally bank investment 
portfolios are utilized for restoring the necessary balance, but 
this has limits. We all recognize that the sale of securities from 
bank investment portfolios in an already difficult period would 
place added pressure on the bond and money markets. Beyond 
reasonable limits of adjustment it produces a serious impact on 
the financing of state and local governments. Moreover, it is not 
clear how sizable capital losses imposed on the banking system 
can assist monetary authorities who have a responsibility for also 
maintaining a sound banking system. The outright sale of loans 
to other investors, however, does provide an orderly transitional 
outlet for making such adjustments, and bank related commercial 
paper activities provide this conduit. 

In our judgment the key to monetary control lies in the liability side 
of the bank statement. We do not quarrel with the necessity for 
control of the level of credit in the economy, but this is appropriate 
only through control of the volume of funds available. We do not 
believe it appropriate for the monetary authorities to attempt to 
control the asset side where the adjustments have to be made--
certainly not to the extent of forcing undue capital losses 
contributing to disorderly market conditions. The sale of loans 
facilitated through commercial paper activities by a bank does not 
by itself affect the ability of the commercial banking system to (~~- 'uf?{) <' 
extend total credit any more than the sale of securities. r;: 
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This latest move, on bank commercial paper, raises some extremely 
serious questions regarding the scope and composition of credit 
regulations. Although the aim of this new regulation is to provide 
closer control over the credit creation process, its imposition 
is clearly inequitable. The application of this regulation discrim-
inates against one class of commercial paper issuer without 
justification for such discrimination. If the issuance of one 
class of commercial paper can work to frustrate the goal of 
monetary policy, then the issuance of all commercial paper can 
have the same result. This latest step alters competitive 
relationships significantly in favor of nonregulated issuers of 
commercial paper while encouraging a further slippage in the 
effectiveness of the Federal Reserve' s policies. Several more 
efficient ways to regulate commercial paper come to mind: 

a) require member bank endorsement of all commercial 
paper thereby bringing all such paper under existing 
Federal Reserve control. 

b) by legislation enact appropriate permanent control 
of commercial paper issuance giving proper authority 
to the Federal Reserve system rather than the reliance on 
such emergency measures as the Credit Control Act. 

c) enact the appropriate legislation to bring commercial 
paper is suers under the Security and Exchange Commission 
coordinated with Federal Reserve control of the is sue 
volume. 

2. A second problem which has received much attention in the last five 
years is the general use of Regulation Q interest rate ceilings. 
These have been used both a.., protective devices and to restrict 
bank deposit growth. As a device to prevent excessive interest 
rate competition, their existence in the short-run is necessary. 
Sharp across-the-board escalation of rates in the thrift area could 
cause severe earnings problems for many institutions and could 
lead to imprudent lending and investment practices in order to 
justify payment. Such practices may, of course, endanger the 
healt_h of the banking system. 

The use of Regulation Q as a credit control device, however, has 
considerably different implications. We believe it incorrect to 
view the time deposit market as one homogeneous market. Holders 
of large certificates of deposit are generally sophisticated investors 
who are extremely yield conscious. They regard these deposits as 
money market instruments and are quick to shift to alternate 
investments at the slightest yield differential advantage. These 
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market decisions bear little resemblance to the motives and 
activities of small savings depositors. Small deposit holders 
are customarily more concerned with availability and safety than 
yield. Yet both small deposits and large deposit instruments are 
currently treated similarly for credit control purposes. 

When Regulation Q interest rate ceilings are held below market 
rates on competing instruments in an effort to moderate bank 
credit expansion, the differences in the two segments of the time 
deposit market stand out quite clearly. Funds held in large 
deposits immediately flow out of the banking syst em into 
higher yielding investments. Undeniably, this shift of deposit 
mix restricts the banking system's ability to create credit and 
ultimately the tightness in the banking system makes its effects 
on the economy known. But this proves to be an extremely 
inefficient and disruptive means to accomplish a modest reduction 
in the reserve base. Moreover, it causes a significant 
redistribution of deposits between banks. The net result is simply 
an increase in velocity which largely offsets the intended tightening 
for a painfully long time. 

It is inequitable to regulate the rate of interest on one investment 
instrument and leave others free to trade at the market rate. 
We believe a much better procedure is to recognize that negotiable 
Certificates of Deposit in excess of $100 thousand, say, are money 
market instruments and treat them as such. We strongly recommend 
complete removal of Regulation Q interest rate ceilings on these 
large CD's. This would allow the banking system to be competitive 
and keep a greater share of credit transactions within the direct 
influence of the Federal Reserve System thereby making monetary 
policy operate more rapidly, more equitably, and more efficiently. 

Over the longer term, the viability of Regulation Q ceilings on even 
small deposits must be questioned. If, as we suspect, the future 
holds well sustained growth, largely full employment, more capital 
shortages rather than surpluses, and intermittent inflationary 
pressures, then the competition for loanable funds will be more 
and more intense. 

Interest rate competition in this sort of an environment would be 
quite spirited and would reach out to even the smallest saver, 
with the result that smaller and smaller blocks of funds will 
become interest sensitive. This implies that the banking system 
and the Federal Reserve will be faced with fund outflows complicating 
monetary control and jeopardizing the very banks Regulation Q 
ceilings were designed to protect. ,..-::-::F o 
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3. The recent Federal Home Loan Bank Board decision to allow third 
party payments brings out another aspect of the recurring problem 
of equity and efficiency in the regulation of competing financial 
institution. This ruling has effectively granted savings and loan 
associations the right to pay interest on demand deposits. 
The ruling as it stands is clearly discriminatory against the 
banking system and threatens even more dramatic undermining 
of the Federal Reserve' s base of control. 

Ultimately under this ruling a very large proportion of the payments 
in this country could be handled completely outside the Federal 
Reserve' s control. This cannot but further intensify the rate of 
decline in the control base and lengthen policy lag to the point 
where monetary policy would have no significant impact. 

The question arises then whether any financial institution should 
be permitted to pay interest on demand deposits. What the exact 
effects of paying interest on demand deposits would be in the 
modern financial system are unknown. It is obvious, however, 
that for savings and loan institutions to pay demand deposit 
interest and for banks not to pay demand deposit interest would 
be clearly inequitable and undesirable from a public policy 
point of view. The Federal Reserve' s control base would shrink 
further and banks would be penalized arbitrarily. 

I would hope that you will use your influence to bring about the 
withdrawal of these amendments by the Home Loan Bank Board. 
I wholeheartedly endorse the ABA position outlined by Nat Rogers 
in his letter of September 4. If the Federal Reserve and the 
commercial banking system are to continue to play the central 
role in the payments system it ·is vital now not to encourage the 
further diversion of payments and transfers into non-reserve channels. 

In summary, examples such as those cited serve to underscore the 
confusing situations created by patchwork control devices and ad hoc 
regulations. It is imperative that a broader and longer range policy 
perspective on the part of the Federal Reserve System be adopted. The 
current excessive regulatory environment fostered by a helter-skelter 
response to emergency situations must be reformed. 

Financial policy decisions designed to influence the course of 
economic activity can no longer be limited to the context of a banking 
system. Since this requires some basic alterations in the structure of 
financial institutions and regulations, it is imperative that further delays 
in moving in this direction be avoided. 

Kindest regards. 

Sincerely, 

cc: Members Federal Advisory Council 
BANK OF AMERICA NATIONAL TRUST AND SAVINGS ASSOCIATION 
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Mr. Dollald M. Gralwla, Chainan of the Board 
coact-tal llliDOia lfaUonal Bak 

Md Trut Coapany of Chicaao 
Cbtuao, Illtaota 60690 

DNrNr. Graua: 

October 5, 1970 

letore I left for tile iatemational ••tlaga in Copeaha1n, 
1 ••kN our ataff to prepare aa aaalysia of the iaauea niHd ia your 
letter of Sept_..r 10. I • takia& tbe liberty of acloatna a copy 
of a -r••aa wllicla I WDk pr ... ata all accurate picture of tlae 
t•hei•l for tile loard' • Aupat 17 actiOG oa a.aulatioa D. 
~- will aotice abo, the refermce to lettara ncet-.- of Naean . 
.. t lopn aad A. W. Clau• llbich eaatatned eo wta aiailar to 

Ia , ... ral, w appreciate your concen about recRt tread• 
ta l' ... ral laHne poU.c:, wllicll you .S..Crtbe aa Nill& of a aelecttv. 
or 4tnct coatrol uture. While ve all haft the •- INlaie aoala in 
Id.Del, naonable aan differ oa the beet Mana of achtntaa tbue ea.de. 

I hope you will recall that abortly after 1 took tlaia office, 
1 apruNd rNft'fttiOM about leplattoa Q. nd I aaked tba lou'd to 
atudy the eujec:t carefully; aDd that the Board'• aoat recent action 
oa &eplation Q ... to aua,_. illterut ceiliaga on l•ra• CD'• in the 
3<>-19 clay Mturity rage •• aurely a atart 1• the directioa of which 
JOU would apprne. Aad •1 I alao aay. that our Auguat action on 
bplatiOD I> •• clutped, ad foraoat, •• a reduction i11 
nNne requirtaenta. 1D 'riev of the needa of the .CODOIIJ and in vi• 
of the fact that ac>at laaulation D change• in the 1960'• wre ioc:reaaea 
in ruene requir ... nta. 

The treataelat of bank holding coapany eoaaarcial was 
d011e 1A favor of equitable treataent aaong all banka and •• not aunt 
to deay accau to the very abort-tera aarket for fuada. 
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fiMllJ, let M N7 tut llllll• w do oot repr4 ... &al"J 
policy aa perfect, I do fNl tut w haft perfo...S nc•tly to tt.e 
beet of our lmolrl•&• ad ability uader tlN circuataDou; •- tile 
rupoue of the ecoaoay llaa Na better tlMau ia otller 
poet-war of adjuatmat. Pl .... be ... __. daat I •n 
,-r preference for a broacl, , ... ral __.tar, tan ..... Oftr tlMt 

nplatory approach, ad it :la -, penoul hope tllat w 
ca11 work :la tut direetloa. u U• aad circ ... caacu ,aatt. 

Tbaak ,ou o•• apta for • ... illa • JNr 'ri- oe dlNe 
iaportaat •ttera. 

Sincerely ,oura, 

Arthur r. lune 

llleloaure 
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BOARD OF GOVERNORS 
iHE 

FEDERAL RESERVE SYSTEM 

· Office Co:4 :resm,or1dle 1ce 
,l.l. 

Date October 5, 1970 

T Chairman Burns o ________________ _ 

From~ ___ T_h_e_S_ta_f _f _________ _ 

Subject: Comments on letters received in 
connection with Board 1 s recent action 
on Regulation D. 

As requested, we have been analyzing during your absence, 
various corr.ments received on the Board's recent change in reserve 
requirements, and related views on some broader aspects of monetary 
policy and regulation. These views were expressed by Messrs.Nat 
Rogers, Donald Graham, and A. W. Clausen in letters of September 2, 
10, and September 21 respectively; and have been considered together 
since there is some coincidence of subject matter . 

The reservations with respect to the Board's recent act ions 
revolve essentially around three points : 

(1) The belief that the treatment as demand deposits of 
less than 30-day holding company paper , and the extension 
of Regulations D and Q to term debt in the two to seven 
year maturity range unfairly exclude banks from raising 
funds in market sectors to which other participants have 
access . 

(2) The belief that the Board seriously underestimated the 
added burden on banks created by shifting from the originally 
proposed 10 per cent reserve requirement for all bank- related 
commercial paper to the 17-1/2 per cent requirement for that 
of less than 30 days maturity~ 

(3) The belief that the Board should have requested further 
public comment on the changed proposal before acting on it . 

On the first point, the philosophy underlying the Board's 
action was to make the treatment of bank holding company commercial 
paper as close as possible to that of large time certificates of deposit . 
To accomplish this, the 30-day maturity distinction between time and 
demand deposits was extended to commercial paper. We recognized fully 
that this action would have the effect of virtually excluding banks with 
holding companies from access to the very short term commercial paper 
market (an avenue which has been closed all along to banks not affiliated 
with holding companies). We also had in mind, however, that commerc ial 
banks could continue to operate in the less - than- 30- day sector quite 
effectively through the purchase of Federal funds, Euro - dollars, and 
the use of short - term Rp's secured by Treasury and Federal agency 
securities. Furthermore, from the standpoint of competitive advantage , r 
these latter means are not universally available to other market 
participants. 
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In addition, with the Board's previous suspension of rate 
ceilings on large CD's in the 30-89 day maturity range, banks again 
have access to this alternative source of funds. And, of course, 
bank- related commercial paper in this maturity range carries a 5 per 
cent reserve requirement (rather than the previously published 10 per 
cent), and has no rate ceiling either. 

On the question of subordinated bank debt, the Board's recent 
extension (effective· June 30, 1970) of the point at which term debt 
becomes exempt from Regulations Q and D -- from two to seven years --
was supported by the following logic: Only a few banks were using such 
high-yielding notes of two to three years maturity to lure deposit-type 
funds away from regular depositary-type claims; but to the extent this 
was occurring, the effect was a clear circumvention of the regulations . 
The purpose of the new restriction on promissory notes was to ensure 
that all banks use the subordinated debt, for bona fide capital purposes 
and not as a substitute for regular time and savings deposits as a 
source of essentially short- term deposit-type funds. On the general 
issue of the application of regulations to banks, it can well be argued 
that commercial banks should be free -- along with nonbank borrowers --
to seek funds without restriction as to reserve requirements or interest 
rate ceilings, particularly when banks and nonbank borrowers are compet-
ing in similar markets and for the funds of similar investors. But there 
are differences among institutions. It is where the functions of institu-
tions tend to overlap that the distinctions become blurred and reasonable 
men come to differ as to the appropriate policy approach . It could be 
argued, from a highly theoretical point of view, that reserve requirements 
are not really necessary. Most would accept, however, from a pragmatic 
and institutional viewpoint, that demand deposits should be subject to 
such requirements, for monetary control if for no other reason. It then 
becomes difficult to argue that time deposits, too, should not be subject 
to some reserve requirement since at least a portion of time deposits take 
on the characteristics of money in their use and function. But time deposits 
issued to businesses compete with such instruments as Treasury bills and 
commerc ial paper issued by nonbank corporations, which do not bear reserve 
requirements . Where should the reserve requirement line then be drawn? 
A decision must be made at some point. We have attempted to draw our lines 
in such a way as to reduce inequities -within the banking system, and to 
minimize the disparities between banks and other competing institutions to 
the extent this is compatible with the overall objectives of public economic 
policy. And these disparities can only be viewed within the context of the 
whole spectrum of regulation affecting banks and other institutions, reco gniz -
ing that banks have advantages in some respects (such as interest-free demand 
deposits) that others do not have . 
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In the broadest sense, it might be pointed out that commercial 
banks will in the future expand as a group only to the extent that the 
Federal Reserve System adds rese·rves, and to the extent that they can 
become more active as financial intermediaries. Once again, suspension 
of Regulation Q ceilings helps facilitate this role. But there is a 
finer point to make. While the Board may want to encourage financial 
intermediation at the expense of direct borrower-lender arrangements 
not subject to the discipline of intermediaries, it must also take 
account of the effects of flows among different types of financial 
institutions . 

Turning to the second question of the burden on banks by 
applying the 17-1/2 per cent reserve requirement on commercial paper 
of less than 30 days maturity, we simply disagree. Our formal survey 
in February of this year indicated that less than 20 per cent of out-
standing bank-related commercial paper had initial maturities under 
30 days. This proportion increased over the spring and summer as 
expectations of declining rates persuaded borrowers to remain short, 
and based on informal contacts ·with major banks, we estimate that the 
short maturities accounted for 30-L:-O per cent of total outstandings 
at the time of the Board's announcement. 

One banker commented that if the 17-1/2 per cent reserve 
requirement were placed against the outstandings of his bank alone at 
mid-August, the reserve impact would account for nearly all of that 
which we estimated for the entire system. The maturity distribution 
at mid-August is not relevant, however, in estimating the reserve impact 
at the effective date one month later. What is important is whether the 
banks could shift into other sources of funds during the one- month period 
provided for adjustment. Another felt that it would not be possible in 
most cases to replace the short dated maturities as they mature with 31 
day or longer paper, especially when customers have need for the short 
dated maturities and other issuers of commercial paper are not penalized 
when they issue such short dated paper. Despite this pessimism as to 
the banks' ability to shift, very substantial adjustments have been 
reflected in deposits and commercial paper and the cost of such adjust -
ment became less costly as rates declined during the period. Latest 
preliminary data show that the commercial paper-issuing banks got rid 
of all but $300 million of their less than 30 day commercial paper between 
August 12 and September 17, and that there was a more than commensurate 
increase in time deposits during the same period. The fact that banks 
have reduced their offering rates for CD's maturing in the 30-89 day 
maturity range indicates that they had no difficulty in finding CD money 
during this adjustment period. As a matter of hindsight, we now see 
preliminary indications that the combination of Federal Reserve actions 
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and flows of funds resulted in a net .reduction.in required reserves of 
approximately $500 million (we estimated only $350 million at the time 
the Board acted). 

On the third point, that we did not invite fur ther public 
comment, and that the Board should reconsider its action, we were 
motivated by two principal· factors: first, the net effect of our 
action was designed to reduce required reserves rather than have a 
tightening effect; and second, we felt that with the available alter -
natives for securing very short term funds (Federal funds, ~uro - dollars, 
and Rp's) and the full month adjustment period provided, there -would be 
no severe hardship placed on the banks most affected. In retrospect, we 
feel that these two results did, in fact, obtain . 
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CONTINENTAL ILLINOIS NATIONAL BANK 

AND TRUST COMPANY OF CHICAGO 

CHICAGO, ILLINOIS 60690 

DONALD M . GRAHAM 
cHAIRMAN o, rHt aoARo September 10, 1970 

The Honorable Arthur F. Burns 
Chairman, Board of Governors 
of the Federal Reserve System 
20th and Constitution Avenue, N. W. 
Washington, D. C. 20551 

Dear Chairman Burns: 

Over the past year, we have addressed several formal comments 
to the Board concerning various policy moves of a selective or 
direct control nature. In addition, several officers of the 
Continental Bank have made comments to various Board members 
and to a number of Federal Reserve Bank presidents concerning 
the trend of Federal Reserve policy. We expressed our deep 
concern with the apparent moves of the Board increasingly to 
rely upon direct specific controls with consequent lesser 
reliance upon general policy prescriptions. 

In case you are not aware of these particular points of view, 
I am enclosing two memoranda to the Board of Governors that 
we submitted in response to requests for comments on the 
Board's proposed amendments to both Regulation Q and Regu-
lation D. We feel that the general philosophy spelled out 
in these memoranda is still pertinent to the present situa-
tion. In brief, some of these steps in our judgment introduce 
harmful discontinuities in the credit markets without in any 
way changing the Board's control of the total money supply. 
They tend to encourage the flow of short-term credit through 
non-bank channels thus penalizing banks unfairly and reducing 
the Board's influence on credit markets. 

The purpose of this letter and the enclosed prior statements 
is to protest the recent action of the Board to place reserve 
requirements on the issuance of bank holding company commercial 
paper. We find objectionable those elements of the regulation 
which classify such paper of under 30 days' maturity as demand 
deposits and extend the thrust of the regulation beyond con-
ventional commercial paper maturities to term debt of as much 
as seven years' maturity. The initiation of these sweeping 
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policy changes without the benefit of public comment is particularly 
startling. 

We feel that this recent move represents a major further, and to us 
adverse, development of Federal Reserve policy. We are especially 
concerned with the abrupt manner in which the significance of these 
moves is dismissed in your release to the press. For example, we 
would take strong exception to the statement that "expansion of 
the categories of affiliates subject to the regulations and shift-
ing from the proposed 10% reserve requirement on obligations with 
a maturity of less than 30 days to the usual demand deposit reserve 
requirement raises no new issues." The inaccuracy is apparent in 
the statements accompanying the press release which estimate the 
shifts in reserve requirements involved in the simultaneous reduc-
tion of reserve requirements against time deposits and the application 
of reserve requirements to bank-related commercial paper. The 
substance of your press release indicates that the member banks 
issuing commercial paper would have experienced an increase in 
their required reserves -- in total -- of some $50 million. In 
looking at our situation alone, you will be interested that if 
the new regulation had been applied to our holdings of commercial 
paper and time deposits over the most recent 4-week reporting 
period ending 8-12-70, the additional required reserves resulting 
from the new regulation (including the benefits from the reduction 
in time deposit reserve requirements) would have averaged about 
$46 million. The new regulation -- even with the reduction in 
required reserves on time deposits -- results in higher required 
reserves for our bank than if the initial regulation calling for 
a 10% reserve had been adopted. 

The new regulation represents a major change in money center banks' 
method and degree of participation in the short-term money market. 
The result of this regulation will be to exclude conmercial banks 
from the major segment of this market, which is a major source of 
funds today for non-financial corporations, the Federal government 
and its agencies, and non-bank financial institutions. Thus, our 
only access to short-term money will be through Federal funds, the 
Eurodollar markets, and repurchase agreements on Treasury and Agency 
securities. It has been our experience, especially during the recent 
tight money period, that the bulk of corporate funds seeking temporary 
employment has resided in the under-30-day area. Many of these funds 
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are earmarked for specific purposes and cannot be shifted out 
into longer maturities. Thus, often it is not merely a question 
of rate -- it is a question of the transactions' purposes for 
which the funds are earmarked. This means that the new regula-
tion effectively excludes only banks from this area of the market. 
We do not understand why the Board again chooses to leave this 
market to all other corporate and governmental borrowers and 
intermediaries, especially the unregulated, uncontrolled non-bank 
conunercial paper houses and finance companies which are direct 
competitors of banks. Our basic protest concerning this parti-
cular approach has been set forth at some length in the accompanying 
documents. 

The Board's explanation of its recent action goes on to state 
that "the increase in the obligations covered as a result of 
expanding the maturity element from two to seven years is also 
insignificant since few, if any, obligations have a maturity of 
two years or more." Again, there is the assumption that this 
particular change is of no importance to the banking system. 
If conunercial ban.ks are to expand in the 1970s and adequately 
perform in their role as financial intermediaries, they will of 
necessity have to tap many new sources of funds. As you well 
know, the demand deposit route, with the possibility of further 
conversion of assets, is not likely to offer a net source of 
appreciable new funds for connnercial banks in the 1970s. 

The regulation implies that since banks or bank holding companies 
have not used 5-year notes, for example, that they would never 
have an interest in tapping this particular intermediate sector 
of the funds market. Yet this area might very well offer an 
attractive source of funds for commercial banks. In recent 
years, many non-bank financial institutions and non-financial 
corporations, not to mention the Federal government and its 
agencies, have drawn heavily on such medium-term borrowings. 
This is understandable in the light of relatively high rates 
of inflation and congested long-term bond markets. From a 
regulatory agency's point of view, it would seem to be ·a proper 
area in which banks might restructure somewhat the very short-
term maturity nature of their purchased funds portfolios. We 
do not see how the public interest is served by requiring banks, 
directly or through holding companies, to borrow funds solely at 
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September 10, 1970 

the very short or relatively long ends of the maturity spectrum. 

The Board's release then goes on to state that "in these circum-
stances, and in view of the defferal of the effective date until 
September 17, 1970, the Board finds that further notice and public 
procedure with respect to the amendments are unnecessary and would 
be contrary to the public interest." This statement implies ·that 
the Board regards the issues here to be of negligible significance 
or mistakenly ones in which there is general agreement within the 
financial community. In both the short run and the long run, we 
feel that the public interest has not been served by these recent 
additions to the Federal Reserve's already overburdened set of 
selective controls. · In view of the above objections, we strongly 
urge reconsideration of these moves. c ·- Sincerely 

·-,Z:~ · ... .,__c~ ~.r:..L 

.., 

I 
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Mr. Robert C. Holland 
Secretary of the Board o ern 
Federal Re•erve ___ .__ 
Federal Re rv.~..u ·ng 
Wa•hin 51 

pleased to •ubmit a memorandum embodying 
____ r newe with re•pect to the propoaed amendment 

to Regulation Q released by the Board of Governors 
of the Federal Reserve Sy•tem on October Z9. 1969. 

Sufficient copi•• of th• memorandum are enclo•ed 
ao that they will be an.ilable to each of the 
of the Board of Goyernors, •• well as the •taff. 

Sincerely. 

Donald M. Graham 



COMMENTS OF CONTINENTAL ILLINOIS NATIONAL BANK 
AND TRUST COMPANY OF CHICAGO ON PROPOSED 

AMENDMENT TO REGULATION Q 

The Federal Reserve Board's proposed amendment to Regulation Q to include 

within the definition of 11 depoi,its 11 of a member bank the commercial paper issued 

by bank holding companies has provoked major objections from our point of view. 

We realize that from the Board's point of view the present overall economic 

climate is such that monetary and credit policy must function properly - - and 

expeditiously -- to slow the inflationary thrust of our economy. We have no 

quarrel with the Board's general posture of prolonged, severe restriction. On 

the contrary, we feel the present level of restraint must be maintained even at 

the risk of precipitating a more than desired dampening of the economy. In our 

opinion, the proposed amendment should be viewed as only one of a series of 

moves which in sum are discriminatory and not productive of the end results 

desired by the monetary authorities. We believe there are alternative approaches 

which would achieve better, or at least equal, results without the long -run dangers 

that are implicit in the recent series of specific, direct controls which have been 

promulgated. 

In this memorandum, we will summarize our objections to (1) the proposed 

regulation on legal grounds, (2) the specific proposal affecting bank holding company 

commercial paper, and (3) the general approach used by the Board to effectuate 

its restrictive policy through the commercial banking system. Finally, we will 

attempt to suggest some alternative ways that may be used by the Federal Reserve 

in dealing with the very difficult problems faced by it and the commercial banking 

system. 

In offering these comments, we realize that the Board and its staff are already 
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aware o f some of the se points of view and have heard son1e of the objections many 

time s be fore. In our view , however, these observations are important and perhaps 

crucial to central banking as well as to commercial banking. The arguments bear 

repeating, and we would like to add our weight to the similar position put forth 

by others. 

Definition of "Deposit" Our concern in the area involving the legal basis for 

the Board I s proposed action is based on a longer run concern we have over the 

Board's use and interpretation of the term "deposit." We expressed reservation 

over this tendency in our letter to the Board of July 28, 1969 in which we commented 

on the Board's proposed program to implement reserve requirements against bank 

liabilities to their own foreign branches. We stated then that "we have some 

concern' over an apparent change in the Federal Reserve 1 s approach to the use of 

reserve requirements as a tool of monetary policy. The application of reserve 

requirements in this instance involves the asset rather than deposit side of the 

balance sheet. If this change in approach sets a precedent or indicates a trend for 

Federal Reserve policy, we feel this approach should be examined carefully before 

its adoption. 11 

The most substantial difficulty with the proposed amendment appears to be in the 

need to accept the idea that there is a bank "deposit" in a situation where the bank 

incurs no liability to anyone else. In the typical transaction which would be covered 

by the proposed amendment, the holding company issues short-term paper and the 

bank then sells a portion of its assets (in the form of a participation in loans) 

without recourse to the holding company. No funds are 

to withdrawal or repayment on demand or otherwise. 

placed in the bank su~ t •~ 

C
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The standard conception of a "deposit" as involving a debtor -creditor relationship 

between the bank and a depositor seems to have been carried over into virtually 

every legal context in which the term is used. Section 3(e) of the Federal Deposit 

Insurance Act, for example, contains an extended definition of the term "deposit" 

encompassing many different types of relationships and arrangements, all of which, 

however, share the characteristic of entailing the holding of funds by the bank on 

someone else's behalf or an immediate or future obligation on the part of the bank 

to some other person. 

The Federal Reserve Board in its many rulings under Regulations Q and D appears 

never before to have contended that a 11 deposit11 has been created in a situation 

where the bank incurs no liability. In a 1968 Ruling determining that so-called 

"dealer's reserves" (which involves certain potential liabilities on the part 

of a bank) do not constitute "deposits," the Board stated: 

"For the purposes of Section 1 9 of the Federal Reserve Act and Federal 

Reserve Regulation D the Board considers that a deposit liability exists 

only when there is an indebtedness on the part of the bank with respect 

to either funds received or credit extended by the bank, and that 

'indebtedness' for this purpose does not include a contigent liability 

of the kind represented by a dealer's reserve or differential account. 

A similar contingent liability that does not constitute such an indebtedness 

arises in connection with a commitment to make a loan." 

1 968 Federal Reserve Bulletin 761 (Emphasis added) 

Perhaps, the most controversial previous interpretation by the Board of the term 

"deposit" has been the amendment of Regulations D and Qin September 1966 to 
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cover short-term notes issued by a bank. Such notes obviously represent bank 

liabilities, and the question was whether the term "deposit" is limited to certain 

kinds of liabilities. The Comptroller of the Currency initially took the view 

that such notes were not the kind of liabilities deemed to be "deposits" subject 

to reserve requirements and interest rate limitations; however, he acceded to the 

Federal Reserve Board 1 s contrary views after the Board amended its Regulations. 

See Ruling of the Comptroller of the Currency No. 7530 (amended as of June, 1967). 

This cannot be regarded as .a precedent for the present amendment since a liability 

on the part of the bank (although arguably not a 11 deposit liability11 ) was created. 

The only possible basis for saying that the holding company transactions entail a 

liability on the part of the bank would seem to be an argument that since the 

bank and- the holding company are under common control, the loan participations 

may at any time be repurchased by th-e bank, constituting a 11withdrawal11 of funds 

by the holding company. The Board, however, has not stated its proposed amend-

ment in these terms; it has not tried to argue that the arrangement involves 

liabilities on the part of the bank, but rather that 11 deposits 11 of the bank include 

what are concededly liabilities not of the bank but of the holding company. In any 

event, the argument lacks validity since the bank has no legal obligation to 

repurchase participations, and there is no reason whatsoever to expect that such 

repurchases will be made. 

In sum, therefore, the proposed amendment of Regulation. Q constitutes a 

construction of the term 11 deposit11 which is unprecedented and contrary to the 

universally accepted conception of the term as entailing an obligation to some 

other person on the part of the bank. 

cs> 
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In short, it appears that the Board has attempted to extend the term "deposit" beyond 

any meaning of the term which has ever before been suggested and, therefore, 

beyond any meaning which Congress could have had in mind in adopting Section 19 

of the Federal Reserve Act. 

Our general concern in this area is the tendency of the Board to interpret the 

Federal Reserve Act in such a manner as to move into new areas of control over 

the banking system that we feel are questionable. We do not subscribe to the 

"ends justify any means" approach that appears to be implicit in recent Board 

action. Over the years, the working relationship between the central bank and 

commercial banks has been too valuable to the American economy to be undermined . 

by questionable interpretations responsive to the demands of expediency . 

Restriction of Bank Holding Company Commercial Paper - The most obvious 

objection to the proposed regulation involves singling out the commercial banks for 

control from the huge over -$30 billion commercial paper market. The tremendous 

growth of this market in the past year reveals quite clearly the route taken by many 

of the funds formerly intermediated by the commercial banks via the C/D route. 

The paper route has offered the most economical and efficient mechanism available 

to the corporation to continue its expenditure program. Many, turned down at 

the bank or appalled by the corporate bond market, turned to this avenue to obtain 

funds. Acting just like commercial banks, they have borrowed short-term funds to 

place long term -- some undoubtedly in brick and mortar -- all this outside the 

control of the Federal Reserve System. The commercial banks, seeking a lower -~~, 
0 

<:) (.,.. 

cost for their raw material, appeared in this market through their holding companiet 
c,:'. .l>, 
v> ~-

With a given supply, this action served to ·,~ and began to bid for the same funds. 
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drive these rates up closer to other market rates which used to be the ·way one 

would expect such a system to work. These were not new funds; the banks merely 

channeled them rather than their corporate customers. It can be argued that this 

process came a step closer to Federal Reserve control at this juncture. 

It is sometimes urged that the commercial banks provide a more efficient mechanism 

to channel a given amount of funds through the economy, and thus the intermediation 

process outside the banks with its inefficiencies and frictions acts as more of a 

drag on. the economy with resultant greater restriction. If this position is accurate 

and measurable, i't is also probably of ~arginal significance which could be easily 

offset by general Federal Reserve restriction of reserve availability. Certainly, 

the portion accounted for by the banks would be more readily measurable and 

subject 'to close Federal Reserve control. The unfettered nature of the 

market (beyond Federal Reserve control) has been dramatically illustrated by 

company after company, large and small, moving into this market to obtain funds. 

In some of these cases, the operation will probably prove efficient enough so that 

banks have lost their role as a financial intermediary for a significant portion of 

the business of these companies. A related concern is the question of credit 

quality. It seems clear that credit extended through this unregulated market has 

less -- if any -- regulation by the monetary authorities. At the same time, it 

seems equally clear that banks are better equipped by training and being subject 

to examination to extend the credit on a sounder basis. 

In terms of achieving the Federal Reserve' s goal of restricting the growth of tot a~ 
-~{) 

credit in the economy, limitation of bank competition in the commercial paper ~· (_,, 
; <:) <P 

market does not make sense. The problem of attaining credibility for the 
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Federal Reserve's program of monetary restraint is attributable in large part 

to the availability of an unfettered commercial paper market. Most banks have 

finally gotten the message but apparently not the entire business community. Is 

this really so surprising if there is an attractive alternative financing route avail-

able to the corporation when its credit requests are declined or scaled down at 

its banks? For many corporations, the paper route has proven a very economical 

alternative over recent months. 

If the Board acts to close the access of the commercial banks to the nation's money 

market by foreclosing the use of commercial paper, the action could precipitate 

some wide -spread difficulties for the financial community. The change that 

would occur in the banking system would be analogous to that occurring when the 

Board applied price controls through the use of Regulation Q on bank certificates 

of deposit. Given continued Federal Reserve monetary restriction, banks will 

seek the needed funds elsewhere. The larger banks, of course, would again turn 

to the Eurodollar market, but further reliance upon the cushioning characteristics 

of this market at the present time would prove difficult. The effect on Eurodollar 

rates caused by the Board's announcement of October 29 is already apparent. If 

the Board's proposed amendment should become effective, the Eurodollar borrowings 

of banks having access to this market would drive rates up quite rapidly over the 

short run, with possible difficulties ensuing for Western European nations. 

In part, the difficulties might arise because of the very short maturity 

of presently outstanding bank commercial paper . Based on our avera ge maturities . 

and what we know of other large banks' activities, we doubt that average maturities 

are much over thirty days. Thus the run-off adjustment process would be more 
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abrupt than that occurring during the C/D decline . When financial markets are 

as close to crisis conditions as they are today, the prospect of sudden shifts of 

this character cannot be treated lightly, even though theoretically over time the 

funds will merely flow through different channels given no change in the 

Federal Reserve's posture. 

Thus for the large money center banks with branches in London, an alternative 

source of funds would be available but only at very high cost with disruptive effects 

on world money markets and a resultant further squeeze on these banks' already 

sharply declining profit positions. 

For other banks, however -- both large and small -- even this unattractive 

alternative does not exist. For those banks without London branches, the access 

to the Eurodollar market is, of course, quite limited. Some funds can be borrowed 

from this market through brokers but this is even more expensive and the volume 

available is restricted by the individual bank's borrowing limits. In terms of 

overall equity then, the banks without London branches would again be back in 

the unfortunate position they were in following their C /D runoff experience. Many 

medium-sized and even some large banks without London branches were placed 

in a very difficult position because they had built up their C/D totals and maturities 

in much the same fashion as the money center banks but did not have the Eurodollar . 

cushion to fall back upon. Now many banks will again be in this position as well 

as many smaller banks which have only recently become quite tight but which havP~ ". / ~-·-••-,~· 

also at the same time come to rely upon commercial paper for funds . Some of {J \ 

these banks will find it difficult to adjust readily to other sources of funds. 
v-, ... I 

Itis ~ · 

not generally appreciated that activity in this market is widespread as opposed to 
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the concentration of Eurodollar volume in the hands of only a few large banks. 

General Observations on Board's Policy Techniques - In examining the possible 

responses of the banking system to the latest in a series of direct control devices, 

the analysis and terminology used are often put in terms of the banks seeking ways 

in which to evade Federal Reserve control. The press in general, and financial 

writers in particular, refer to the Federal Reserve's actions as closing "loopholes" 

to general credit restraint. Looking at individual banks' actions over the past 

year, there is probably some validity in this generalization. Under present 

circumstances, however, it is our observation that commercial banks in general 

have gotten the Federal Reserve's message of restriction and, consequently, are 

not desperately seeking funds in this market or any other market with the aim of 

putting new loans on the books. Commercial banks are now simply struggling to 

carry their present assets by using the best markets available. A glance at the 

growth in total bank credit over recent months or even more particularly at business 

loans does not lend credence to the "loophole theory. 11 The money position manager 

of a large bank has available several different. alternative sources of funds and does 

not seize upon availability in any particular market as a way in which to add to 

the bank's loans or other assets. Rather, in these times, any availability of 

funds at attractive rates in any market is used quite simply and directly to 

reduce reliance upon high-cost funds in one of the other markets. A glance at 

the cost of funds in any bank today will quickly reveal the necessity of reducing the 

marginal cost. 

~-,, ~- ,, 

With the Federal Reserve in full overall control of the reserve base and thus (~ (~' . 
v) 
\-' ":-' 

eventually of the total volume of bank credit, a preferable way to look at banks 1 '(__J 
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efforts to obtain funds in new and varied markets is that this is simply the way 

that banks as part of a free market system respond to direct price controls. Even 

if there were an absolute dollar ceiling on total bank credit , those individual banks 

who sought to maximize profits would still seek funds from the most desirable 

source. Over the past few months, this would have meant that banks would have 

entered the commercial paper market just as they have done without any such 

limitations. Looking at the figures in retrospect, the period has worked out 

as if they had been operating under such restriction. 

What happens in practice then is that if the Board's regulation is aimed at a further 

restriction of credit availability, it will not achieve this objective . It will, however, 

adversely affect particular banks in other ways. But is this the proper function of 

a central bank? For many banks, the major result will be decreased bank 

profitability coupled with relatively little impact on the banks' demand or usage 

of funds; in the long run, this kind of move could have serious adverse effects on 

the banking system. 

The long-run trend is already all too clear and is the familiar situation of 

system of price controls. Each new control breeds an additional control which 

is followed by the markets' efforts to seek new sources of funds and new approaches 

to obtain funds followed by further control with a resultant unfortunate cumulative 

process. These discriminatory aspects appear when commercial banks are 

prohibited from competing to seek their share of the available supply of funds. 

This kind of situation is all the mor e disturbing to commercial banks when other 

developments in the economy are moving counter to the restriction placed on the 

banking_ system. The most obvious example of this, of course, is the existence 
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of an in a de q ud l t• fi :"': d l µu l fr y <l\J 1 ing c1 period of inflation. More specifically, 

however, it is i.o c ongruous to see connnercial banks squeezed at the same time 

that the Federal Horr1e Loan Bua rd annouuces a reduction in the liquidity require -

n1e nts l1f saving and loan associations to free some $650 million for their use . 

This is anothe1 exan1ple of the c1.buses that occur in the resource allocative process 

when irnproper Fede ral e conomic policy places an undue burden upon one arm of 

that poli c y -- credit and monetary policy. 

The result has Leen that the Federal Reserve has been unwilling to place complete 

r e liance upon traditional methods of monetary control. As fiscal policy has failed, 

and as timing difficulties in monetary policy have appeared, the various afore -

mentioned direct control devic es h a ve been made effective. Unfortunately , this 

has been a relatively simple accomplishment because the commercial banking system 

is so highly susceptibhi to such conlcol. As the total economy fails to respond 

pron1ptly to efforts to curb inflation , more and more pressure is placed on the 

banking system. Those institutions, both financial and non-financial, outside of the · 

central banking -commercial banking sphP-re play an increasing role in meeting the 

na tion' s financial requirements. ln effect, this means that the policy base against 

which the Federal Reserve reacts has becon1e relatively smaller and smaller. The 

mom~tary authorities have obviously concluded that this smaller base can be con -

trolle d quite simply by directive - - and this is the path being taken . 

Thus it appears rn the short run to the Federal Reserve officials that there is ample 

justification for direct controls ove r banks to meet what appe a rs to them to b e the 

. in/ ~·, urrl r e calcitrance of t he s e institutions as they constantly plumb for new " loopholes" 
-..J 
C 
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the F eder v l Re s e r ve' s a r n1o r . '!'his J :-; lJ·:r -.,;;i_y u, which a f re e m a , ket r eac ts . 

The long-run implications of such a proce ss, however , for the commercial banks 

and for central banking and the market system as well are disturbing. There is 

the ever present danger that when current pres sures cease to exist, there will 

not be a return to the relatively free market conditions enj oyed previously and 

continued reliance upon general Federal Reserve techniques of control. In short, 

we are worried about the long- run interrelationship into which the central bank 

and commercial banks seem to be entering. 

Alternative Approaches - If credit and monetary policy is to have a desirable 

effect upon the economy through the eventual dampening of inflation, it must be 

accomplished through changes in total credit availability and in cost. Most of 

the furor over Federal Reserve policy in recent months arises from its efforts 

which affect individual institutions, distort money markets, and cause a mammoth 

reshuffling of the available supply of funds. The entire process may well have 

produced a higher pattern of interest rates than otherwise would have prevailed 

and has resulted in the current widespread political criticism without the 

accompanying rate benefits that have occurred in the past. One overall result is 

that the financial adjustment process has been hindered. The monetary authori-

ties should no more expect commercial banks to turn off the lending process and 

show immediate results than they can expect the economy to respond immediately 

to their policy. (However, in passing it may be noted that the major money center 

banks have achieved a remarkable result in rationing of credit - with resultant 

leveling off in loan totals. ) 
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The d e sirab l e alterna t ~ve "tp p roach to the various direct control devices attempted 

i s , .in reality, quite si.mple: more reliance upon the traditi0nal quantitative policy 

mea s ures. There is no new or sta rtling ·course of action available to Federal Reserve 

authoritie s : rather, the sole meanlngful alternative is the one which the Federal 

Reserve knows best how to administer. The only way to return to increased reliance 

upon the traditional methods of control is to remove the ceiling limitations of 

Regulation Q. Initially, perhaps the ceiling should be removed only on large 

denomination C/Ds - perhaps on denominations of $500, 000 and over. The argument 

involving the vulnerability of other savings-type institutions to such changes in 

Regulation Q no longer carries the weight of former years since market instruments, 

not commercial bank deposits, have become their main competition. This 

prescription is one leading toward greater reliance upon the marketplace and upon 

general techniques of credit control. It is deceptively simple and will meet 

resistance from those who feel that further tinkering with and adjusting of the 

economic system must be attempted; but we feel it has a better chance of working 

in the long run. 

Admittedly, the Federal Reserve would have a difficult problem of credibility if 

they removed Regulation Q ceilings. If this is essentially a problem of communi-

cation, it would seem that under present crisis conditions the Federal Reserve 

System should abandon its time-honored techniques of having very little to say 

about its policy moves. Strong effort would be required to communicate the basis 

of such a move to financial markets, to Congress, and to the public at large. 

The financial markets could be made believers very quickly through the use of 

Interest rate barometers would the Federal Reserve' s traditional techniques. ---=·-:::--..._ 
, ~· fOQ 0 ,. 

continue to indicate a high degree of restraint as the C/D rate would not just mol_J' - <",..\ 
..., (1) 
C 
0,:: .l>. 

in today's markets--to the 7% area but rather would move rapidly to seek an ~., -'t; 
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ad_il.0.~tment level along wi:}:-_ Fe~k r a1.. Fun:ts a nd f~i...:·ocioJ.l a:rs in the 9%--10% o r 

higher range. C ornm~rc ·i_;tl :.:ia;:ks wnu ] rl :>.<.' '.- ; n '_l{i.- ,1ly o':itain quantities of cheap 

money. Enough profit motive:,; are n ow b1ci.::i[.; affec t ed by such rate levels that 

.rates ;;.gain would begin to assume more: si r.: nificance in the plans and projections 

of bankers as well as others in the financial community. The implementation 

of such a radical departure in Federal Reserve policy could be accompanied by 

other techniques such as increases in reserve requirements and the establishment 

of various C/D bases at various rate levels, but such changes would probably 

clutter up the objectives of such a program. The crux of the matter would be 

to free markets- -yet to maintain the credibility of Federal Reserve determination 

to curb inflation. We believe this can be accomplished. 

November 24, 1969 

Donald M. Graham, Chairman of the 
Board of Directors 
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_The Pa11er Problem 
..r./ The -mor~~y-ou consider it, the more it has been at the price of depriv(ng 
confusing bank regulation seems. The • savers of benefits of the generally 
latest example is the Federal Reserve 'higher interest rates. In any case, rate 
Board's proposal to apply interest rate ,, ceilings have tended to discourage sav-
ccilings to the short-term . unsecured •• ings generally, with adverse effects on 
notes, • known as commercial paper, both the banks and the savings and 
sold by one-bank holding companies., loan associations, 

One-bank holding firms themselves Still another supposed purpose of 
arc largely a result of exc·cssivc regu- the rate ceilings is to aid the anti-infla-
lation. Since banks are often forbidden tion effort by limiting the funds banks 
to expand even into cloesly related fi- have to lend. Some one-bank holding 
nancial operations, many of them have . companies have been getting around • 
formed holding companies. The banks . this by selling commercial paper at the 
bec:ome subsidiaries of the companies,' going market rates and thus raising 
which then can expand into activities fundii that can be used by their banks. 
barred to the banks themselves. The proposed rate ceilings now would 

That is strange enough, but things make the holding companies' pape1· 
are getting stranger: The Federal Re- ·noncompetitive and presumably;unsal-
serve System for some time has been able; • 
restricting the banks' reserves as it That would restrict the funds avail-
ti·ies to check inflation. At the same able to banks, all right, but would it 
time it has been enforcing c_eilings on really check inflation? Sales of com-
the interest rates banks can pay on mercial paper don't increase the total 
time deposits, including savings ac- amount of loanable funds at all; . a lot 
counts. of paper, in fact, is sold to banks. Don-

One alleged purpose of such ceilings ald C. Miller, senior vice president of 
is to guard the banks' solvency-in Chicago's Continental Illinois National 
other words, to keep them from paying. Bank & Trust Co., noted that the hold-
rates higher than they can afford . But ing-company competition in the com-
some banks can afford to pay higher mercial paper market means that 
rates than others; if protection of sol- other paper-selling companies find it 
vency is inadequate, better supervision harder to raise funds for expansion-a 
would appear to be a better answer. result that the -Federal Reserve sup-

Another purpose of the ceilings re- posedly favors. 
cently has been to keep banks from It'~ all mighty , peculiar. But things 
bidding funds away from savings and al,vays tend to look that way then you 

-loan associations. This purpose may to start to wander through the bank-regu-
some extent have been achieved; if so, latory maze; 
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tir~r.:l hn!3 gc,n..:! on and thi.r~ t:n:c:~c t h :1:1 gro::-r-1> t :j~ ,lic c.: ::1 r•!i.n(:,tu ~: y 
aspect:; of a.p:;,lyi.l,J rc~ulvl:.i.onc N1ly to c.;r.'J.1-e:;;·ctr1l b,.m\~(; in 
thio hu3:l r.i:,1:!:'.'?t t:ee:ri1:i r:-:n:e r;n-:! mo;:..:: ti.s2d.;;- . :-·1.:,i:!:hcrr,\(J:re, 
•ii the cconor:'J :!.s indc:::! sJ.01,•:J.nt_\ nu'. l t ;:J m:<.! nt U:'"' tlrc",:'!::;1101 ,l 
of co:.~:: E:?.1oiuJ tn l:'eJoi;nl F:.'.l 'ic;: vo pot.icy . H ~,.',·•u:td ciam:: ,::Nil: 
unf:ortu.nnte to snJdle the cci:i:·:,::n:c:f.~1J b ::n:t·:o ,:Hl: ~m r.:iktit::ior:~11 
o~q,~noiv~1 r.:;31.1tl\t .um i,t thio p::i:.:l:icuJ.ni: U.mc. lt s~-;c!::.n tci uo 
that ,1.1;1;;in3 the: pn:.;t few yc1ars )·Ou have s~1J<.l l;:d t:he cu .... :::iit! :i.1.11 
bonld.1·,3 vyotcr:i uJ.th enouGh coritly 1.·cct:dct.:i,o~i:: th~t ~,.c,u ahoulr.l 
not h,wc to .idll !u::th~:c t<;., the llu:,:cl.:: n l.lt t[d.s jl'n:;tu:re. 

You ,-,tll note t!1st the accc1r,~;.1a~:,d.r:.;-; r. :.:•mo;:r,:.1'1:..:J n~;.icatc r.1uc:h of 
whot: ,.,o hnvo ::;_.i.d to you hc.fo::e both in M.•:tt,;_n:; and v,,i:i.inl l;r 
nnJ wo ,,,ould ::c:Eer ~~a1.n to oi-' r r ·i'"! ., .:"!.'.'.'!:t •.'c.'-' ' of Fovcrd;~r 2/j 1 1~)59 
which &"to !t'~th r.,i;•.-:·o f:t.111.y ou~ obje:ct: 1.t,~iG tc., l.ilu ~-.! ,'.<-wal 
tooorvo' o 3e1,3:.•11l "ppi:o:,ch tc, ouch p:rot.li:•r\l~. 

If. H~ c£'n prc.w:t,lo :my 11d,!itic•u~1l inf.o-::n;1l;:l.on Cii: be of furthor 
tt:l.u (m l:,h1,e r;:.itiJcct, n~ woul(l 1,u hni1ry to "~;;-!i. ,11th yo t1, 

Isl D. M. Graham 



COMMENTS OF CONTINENTAL ILLINOIS NATIONAL BANK 
AND TRUST COMPANY OF CHICAGO ON PROPOSED 

AMENDMENT TO REGULATION D 

We are taking this opportunity to comment again on the Board's proposed amendment 

to its Regulation D, "Reserves of Member Banks," applying reserve requirements to 

bank-related commercial paper. We realize the Board is aware of some of our views 

expr cs.-; e cl hereafter and has heard some of the objections before. Many of the same 

points were made by us in a memorandum to the Board dated Nove~ber 24, 1969. We 

feel they are still valid, however, and bear repeating. 

Our ma in objections to the proposed amendment are (1) it singles out commercial 

banks for control from the large and growing commercial paper market, and (2) it 

appears as another in a series of moves by the Board to use direct controls over 

commercial banks. This approach to control overall credit growth and to channel 

funds into various sectors of the economy is a disturbing development to us. We 

f~t.:1 such steps iu the past have not had the desired effect in reducing credit 

gt0·,-1th and at the same time have reduced r.he competitive ability of commercial 

l\pplying a 10% reserve requirement on iunds obtained by member banks through the 

.,,,.ut1w .. t:. _.f 1.:.:>nuner.:ial pap.::i: would n.)t in ltself mean any reduction in the use 

of this technique as a source of funds. As long as the cost of commercial paper, 

including required reserves, is less than alternative sources of available funds, 

the issuance of commercial paper will continue in order for commercial banks to 

accommodate the needs of customers based on long-standing relationships. To the 

extent that 10% of the funds obtained through commercial paper issuance is required 

as reserves, a case can be made that bank holding company paper outstanding would 

have to be increased in order to maintain the same level of loanable funds. What 

will happen is that the cost of these funds to commercial banks will be higher 

U
/t'.70~\ 
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than for a non-bank issu er of similar paper. 

Even if this action were to caus e banks to r educ e the i ssuance of commercial paper, 

it would not necessarily mean any r eduction in tota l credi t pr ovided in the economy. 

The rapid growth of the commercial paper marke t in the pas t year reveals qu i t e 

ciearly the route taken by many of the funds usually intermediated by the cornl\ll' r-

cial banks. Issuance c-; commercial paper hns offered the most economical and _ 

efficient mechanism available for corporations to obtain funds, particularly sine<' 

they have not been abl e to meet their needs by obtaining loans from commercial 

banks. To the extent commercial banks are forced to cut buck furthe r on bank 

credit growth due to the higher cost of funds obtained through commer c ial paper 

issuance, non-financial corporations will be forced Lu turu Lo a greater degree 

to issuing their own commercial paper if they intend to carry out spending 

programs .. This has been the trend throughout 1969. As the commercial banks 

lost funds because of interest rate limitations, lh l! rise ill cotmoe1dctl p<1J1er 

by non-financial corporations accelerated, It is often a(gucd that ~ommercial 

banking affords a more effective mechanism of intermediation. The record in 

1969 i~dicates little hesitation on the part of corporations to obtain needed 
' 

funds via non-banking sources such as the commercial paper ~iarket, 

The action by the Board in this proposed amendment in our view reflects another 

in a of moves either to use direct control over banks or increase the cost 

of fundu to bnnka over what othe~ buuinesses are required to pay. Theqe actions 

imply the banks in genoral aro seeking w1.1yB to evade Federal Reaerve control. 

Und~r thft prucmt 11y11tem, however, it ill 01..1r oln1erv11tion that commerc:1.Al oa,nkti 

in &ftn@ral hava r@11ponded to the Federal Reserve'& policy ot refltr~int, Con-

1equently, bankll am not IHHlking fundli in the commercial paper market or in any 
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other market with the aim of putting new loans on the books. Commercial banks 

are simply struggling to carry their present assets by obtaining funds in 

available markets at the lowest cost. The record of bank credit growth in 1969 

demonstrates this posture. On the other hand, total credit growth in the economy 

shows the ability of other sources and markets to carry an inflating economy. 

'J'l,c efforts by commercial b.'.mk :, to obt:ain fuuds in new and varied markets is 

:,i 111f,Jy the way that. bank.:-, <iS J>dd: of a flee 111arket system respond to direct 

pl. ice i.:-111lrols. ThJ.s has meant that banks have entered the commercial paper 

mJrket just as they had previously attempted to cushion the effect of declining 

time and savings deposits by entering the Eurodollar market, Despite these shifts 

1::0 new markets, total bank .::redit in the last year has shown very little growth 

de. woul<l Le expected in response to the Federal J:{eserve policy of tight restraint. 

l\hti t ha1:1 t appeued, l,.:>wevc. ·, is that an increasing amount of financing is now being 

Jo,1t:: outs i. I.le tile c.:om1ne1 t:ial t auking 1:1yi:lt t::rn imd, therefoi:e, outside of the direct 

.1.11.Llueu ... e of the Fzdc r-11 FE ser·e S~•stem. 

l'he long-term .:rend of these types of ~ctions is disturbing, As banks attempted 

to cushlon the impact of large end discrete losses caused by unrealistic interest 

rdte l in1L tations on deposits, the Board has felt the need to apply additional 

controls. This leads to the question of what will happen in the future, If the 

move is taken to apply reserve requirements to commercial paper, will the next 

step be to make these funds aubject to Regulation Q and effectively restrict 

their issuan~e under current money market conditions? Increasing controls, 

through effectively stopping banks from attracting funds in some markets or 

increasing the cost ,o as to reduce profitability, could have serious adverse 

effects on the banking system's long-run future, 



We also feel another aspect of the Federal Reservc's action is to attempt to 

control the flow of funds. One stated motive for the maintenance of interest 

rate limitations on time and savings deposits was to protec t savings banks and 

savings and loan institutions from losing funds and thus reducing the avail-

ability of funds for mortgages. (Bank entrance into commercial paper has not 

provided an additional means of disintermediation becaus e of minimum denomination 

requirements.) This, of course, has not been successful and is r e fl ected in th e 

recent increases in interest rate limits 1~1ich have probably had only a minimal 

effect in allowing banks to hold funds. It is our feeling that not only does 

the Federal Reserve not have the techniques with which to allocate funds to 

various markets, but it is doubtful whether techniques could be developed without 

changing the Federal Reserve's traditional role in the Nation's financial 

structure, 

We recognize the possibility that the Board's recent liberalization of 

Regulation Q may mesh nicely with a dcclining ,pattern of interest rates which 

will gradually_ and flexibly allow the reentrance of commercial banks into money 

market areas now effectively excluded. If such projections of lower interest 

rate trends are wrong, however, (which is not beyond the realm of possibility) 

then banks could be saddled with sharply higher interest costs of savings and 

time deposits and on marginal Eurodollars as well as the higher costs resulting 

from the proposed reserves on bank colll!llercial paper. In the short run, banks 

would still seek to finance their current needs through utilization of. the most 

desirable fund alternatives. This would mean little change in their demands but 

would m@an a further reduction in profits. In the long run, of course, th~ theory 

of th~ firm would 6uggest the dis~ppearanee of some banks through the working of 

the competitive proceaa as stylized by the posture of the central bank. We cannot 
,,,.,.-;··••,..,_ 

I r t O /'A• I ~• 'v ', 1~ <...,\ 
/~ c<J\ u 
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believe this to be the goal of the Federal Reserve System, but it is a 

disturbingly logical conclusion to the direct control techniques recently 

introduced and furthered by the suggested application of Regulation D. 

It should be emphasized that we are not objecting to the Board's general 

posture of restrictive monetary policy. We agree that the strong inflationary 

pressures have required the present level of restraint. Recent trends in 

economic conditions suggest the possibility for some move toward ease within 

the near future, but the inherent inflationary problem requires the risk of 

causing more than a desired dampening of the economy. We do not quarrel with 

the intent of monetary restraint, but rather with the methods used which in 

our view are discriminatory and nonproductive of the end results desired by 

the Board. 

February 13, 1970 

, 
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TO: Board of Governors 

FROM: Division of Federal Reserve 
Bank Operations & Office of 
the Secretary 

Recommendation 

November 6, 1970 
,,,,,.--,,-· 

SUBJECT: / Relationship of Federal 
1 Reserve System to AB.; and 

other Banking Associations 

In view of the fact that membership in the American Bankers 

Association exposes the Federal Reserve System to charges of possible 

conflict of interest, participation in political accivity, and an 

improper expenditure of public funds, it is believed the Reserve Banks 

should consider discontinuing their "membership" relation in favor of 

the status of the "subscriber to services" if the so-called advantages 

of the ABA relationship can be maintained. S-1647 dated February 7, 

1958, and S-1791 dated May 11, 1961 contain the latest Board policy 

statements on the general subject of banking association membership 

dues and contributions. In addition, Mr. Scanlon's letter of May 2, 

1969 to the Presidents of the Reserve Banks gives the background out 

of which Mr. Kimbrel's current assignment grew. (Copy attached.) 

Membership by the Federal Reserve Banks in the various state 

associations is a longer run issue but one which should be considered 

further. The President's Conference is currently discussing state 

bankers association relationships, in keeping with the Conference dis-

cussion of June 22, 1970. (Copy attached.) Perhaps the entire ma teer 

can be discussed with the Reserve Bank Presidencs at the afternoon 

meeting on November 17. Associations such as the AIB, BAI, and Robert 

Morris Associates are sufficiently different in organization and purpose 
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that we see no need to consider withdrawal from membership status in 

those groups. 

Discussion 

The following sunnnary shows by district for the year 1969 the 

total contributions to banking organizations and attached is a detailed 

listing of organizations by district. 

ABA State BA's AIB Other 

Boston $2,200 $2,305 $2,495 $ 920 
New York 2,235 5,240 5,336 678 
Philadelphia 2,200 1,960 298 960 
Cleveland 2,270 1,627 1,530 932 
Richmond 2,270 2,435 3,584 1,118 
Atlanta 2,460 2,245 5,628 1,223 
Chicago 2,235 950 470 
St. Louis 2,305 1,898 2,873 1,134 
Minneapolis 2,229 1,220 5,876 1,097 
Kansas City 2,305 1,425 4,180 945 
Dallas 2,305 1,900 3,282 1,205 
San Francisco 22340 1,480 4,888 11409 

$27,354 $24,685 $39,970 $12,091 

The services which the Federal Reserve would presumably want 

to continue on a pay-as-you-go basis can be broadly categorized as 

follows: 

Educational. Educational facilities of the ABA, such 

as listed below, have been used extensively and successfully 

for personnel and management development by the Federal 

Reserve Banks: 

American Institute of Banking 
Stonier Graduate School of Banking 
National Trust School 
National Mortgage School 
National Automation School 
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Publications. Access to and the use of ABA publications 

is a means of keeping abreast of developments in commercial 

banking. 

Cooperation. The Federal Reserve and the ABA have a 

similar objective in aiming their efforts toward strengthing 

the commercial banking system. Cooperations has contributed 

materially to the success of the following programs: 

Emergency Preparedness 
Check Mechanization (~IlCR) 
Discount Mechanism Study 
Uniform Designation of Securities 

(CUSIP) 
Business Loan Surveys 

Joint resvcnsibilitv. In addition to mutual cooperation, 

there is also an area related to the check collection system 

where there is joint responsibility; assignment of the check rout-

ing symbol is the responsibility of the Federal Reserve and 

the transit number is the responsibility of the ABA. 

Economic intelligence. Attendance at national, State, 

and local meetings permit regional soundings and blending of 

views that constitute one of the important strengths of the 

Federal Reserve System. 

We believe the ABA leadership is amenable to the recommended 

change in status, and President Kimbrel feels that the Reserve Bank 

Presidents will be receptive also. It appears that the benefits described 

above could continue to accrue to the Federal Reserve System under an 

alternative arrangement whereby we would pay our share of the cost 
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these benefits but would not be considered "members" or even associate 

members. 

The undesirable political consequences of involvement with the 

ABA do seem, with one exception, to be of a nature that would disappear 

or could be more successfully "played down" if actual "membership" were 

terminated. That one exception has to do with the expenditure of public 

money. It can be argued that one cannot effectively "trace dollars" 

and any financial support of the ABA could be construed as an expendi-

ture of the taxpayer's money in support of activities, lobbying or 

otherwise,with which the Federal Reserve would not wish to be associated. 

This does not, however, change our recommendations. 

Attachments 



ornc:c Of' TH[ PR[SIO!:NT 

• l"o: 

MQ.y 2, 1969 

ME~IBERS 0~ THE CONFERENCE 
OF PRESIDENTS 

You have most likely received a notice indicating 
th8 .. t t!~e .. i_rne1.·ic2n B2nl(crs .. "..s~ociation' s Ct.1es £or Fc'-!.'.:;~~l 
Reserve Banks and others will be substantially increased 
effective September 1, 1969. In the circumstc:.nces, 
Preaident Cl~y has suggested that it would be entirely 
appropriate for the Presidents' Conference to review the 
benefits and appropriateness of me.nbership and develop 
a Systc~ posture with respect to such expenditure. 
While he believes the Federal Reserve Banks sl1oulcl be 
meu1bers of the l.u1eric2.n Bankers Associ2tion, he feels i:..-12. 
would be wise to establish the justificatioris. His pur-
pose in calling atcentioil co consideratio~ of so~e 
special rate is p~o~pted by his undcrsta~ding that the 
ne·w dues schedule finances the_ entire pro::;.c.::m of the .63f-.. 
end includes a number of iter:is i:..-:l1ich previously h2.ci been 
handled by special assessments, sooe of which we have 
felt were not proper items for Federal Reserve expenditure. 

The purpose of this memorand~m is to inform you· 
. that the matter is being referred •i:o the Co;.;.mictee on 

Bank Coordinati'on 2.nd Special Topics for consideration at 
the June meeting of the Conference. It would be desirable 
for each of us to defer navment of the ABA dues on the 
new basis until after the June meeting . • 

s7;1-ccly, 

VJL.~ 
Charle3 J. Scanlon 

Chaircan, Conference of 
Presidents 

. . , . i 
• 1 
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Membership in State Bankina Associations 

Mr. Kimbrel reported that on May 6 the Conference Chairman 
referred to the Committee on Bank Coordination and Special Topics 
for its consideration, a question raised by the Federal Reserve 
Bank of Kansas City regarding Reserve Bank memberships in state 
banking associations. He reported that the Conmittee had conducted 
a survey of the Reserve Banks and noted from the returns that a 
wide disparity exists in the membership dues paid by the various 
Federal Reserve offices. The Committee, Mr. Kimbrel said, intended 
to discuss this matter with American Bankers Association staff members 
who were acquainted with this problem and with officials of the 
national state banking association managers group with a view to 
developing a membership arrangement for the Reserve Banks similar 
to the arrangement made with the ABA. This would be a non-voting 
membership; it WOQld be a System membership so that where two Banks 
service parts of a State there would be a single membership between 
the two Banks; and, membership would be established on a permanent 
basis, not subject to renegotiation when the individual associations 
raised their dues schedules. 

Several Presidents were of the opinion that membership in the 
state banking associations had value as a means of communicating 
and working with banks in their Districts. However, the value of 
these memberships had to be weighed against the costs involved. 
Mr. Kimbrel noted that in 1969 the Federal Reserve Banks paid $23,778 
for membership in state banking associations. 
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The Amount and Breakdown by District of the 
Total Amount of Dues Paid by the Federal Reserve System to the 

American Bankers Association, State Bankers Associations, Regional 
Banking Organizations, Banking Institutes, etc. for the Year 1969 

Boston 

American Bankers Association 
Connecticut Bankers Association 
Maine Bankers Association 
Massachusetts Bankers Association, Inc. 
New Hampshire Bankers Association 
Rhode Island Bankers Association 
Vermont Bankers Association, Inc. 
American Institute of Banking, Boston 

Chapter 
Bank Administration Institute 
Robert Morris Associates 

New York 

American Bankers Association 
American Institute of Banking 
Bank Administration Institute 
Bank Credit Associates of New York 
Bank Operations Conference of New York 

City 
Connecticut ~ankers Association 
Erie Niagara Counties Bankers Association 
National Association of Bank Women 
New Jersey Bankers A~sociation 
New York State Bankers Association 
New York State Bankers Association -

Group I 

Philadelphia 

American Bankers Association 
New Jersey Bankers Association 
Pennsylvania Bankers Association 
American Institute of Banking 
Bank Administration Institute 

National 
Philadelphia Chapter 

Robert Morris Association 
National 
Philadelphia Chapter 

Bank Methods - (local organization) 

$2,200 
750 
200 

1,000 
200 

5 
150 

2,495 
420 
500 

2,235 
5,336 

560 
18 

75 
375 

25 
1,440 
3,300 

125 

2,200 
560 

1,400 
298 

400 
35 

460 
30 
35 _ _;J 
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Cleveland 

American Bankers Association 
Ohio Bankers Association 
American Institute of Banking 
Robert Morris Association 
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Bank Administration Institute 
Kentucky Bankers Association 
Pennsylvania Bankers Association 
West Virginia Bankers Association 

Richmond 
American Bankers Association 
North Carolina Bankers Association 
North Carolina Bankers Ass ociation-Group 9 
South Carolina Bankers Association 
Virginia Bankers Association 
Virginia Bankers Association-Group 2 
Virginia Bankers As sociation-Group 3 
West Virginia Bankers Association 
}!aryland Bankers Association 
¥.aryland Bankers Association-Group 7 
Ar~erican Institute of Banking 
Association of Agricultural Bankers 
Bank Administration Ir.stitute 
Bank AQministration Institute-Piedmont Chapter 
Robert Morris Associates 
Robert Morris Associates-Carolina, Virginias Chapter 

Atlanta 

American Bankers Association 
State Bankers Association 
Bank Administration Institute 
National Association of Bank Women 
Robert Morris Associates 
American Institute of Banking 

$2,270 
152 

1,530 
441 
491 
500 
900 

75 

2,270 
200 

12 
500 
750 

25 
25 

575 
338 

10 
3,584 

15 
595 

3 
450 

55 

2,460 
2,245 

655 
75 

493 
5,628 
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Chicago 

American Bankers Association 
Illinois Bankers Association 
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Illinois Bankers Association-Chicago Chapter 
Indiana Bankers Association 
Iowa Bankers Association 
Michigan Bankers Association 

Chicago 
Detroit 

Wisconsin Bankers Association 
Bank Administration Institute 
Bank Administration Institute 

Chicago Chapter 
Detroit Conference 

St. Louis 

Missouri Bankers Association 
Mortgage Bankers Association of St. Louis 
Illinois Bankers Association 
Junior Section Arkansas Bankers Association 
Arkansas Bankers Association 
Indiana Bankers Associ acion 
Bank~rs Tra~sit Club of Kentuckiana 
Kentucky Banking Association 
Tennessee Bankers Association 
National Association of Bank Women -

St. Louis 
Louisville 
Memphis 

Robert Horris Associates -
National (all offiees) 
Southern Chapter (Little Rock) 
Ohio Valley Chapter (Louisville) 
Southeast Chapter (~lemphis) 

Bank Administrative Institute -
St. Louis 
Little Rock 
Louisville 
Memphis 

American Bankers Association -
St. Louis 
Little Rock 
Louisville 
Memphis 

American Institute of Banking -
St. Louis 
Little Rock 
Memphis 

$2,235 
100 
430 
100 
100 

100 
60 
60 

430 

25 
15 

$500 
40 

100 
10 

500 
100 

60 
500 

88 

25 
25 
25 

445 
8 
8 
8 

410 
45 
80 
55 

2,200 
35 
35 
35 

2,005 
575 
293 
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Minneapolis 

American Bankers Association -
Minneapolis 
Helena 

Independent Bankers Association 
Michigan Bankers Association 
Minnesota Bankers Association 
South Dakota Bankers Association 
North Dakota Bankers Association 
Wisconsin Bankers Association 
Montana Bankers Association 
Bank Administration Institute -

Minneapolis 
Helena 

American Institute of Banking -
Minneapolis Chapter 

Robert Horris Associates 
Robert Horris Associates -

Minnesota Chapter 

Kansas City 

American Bankers Association 
Missouri Bankers Association 
Kansas Bankers Association 
Colorado Bankers Association 
Nebraska Bankers Association 
Wyoming Bankers Association 
New Mexico Bankers Association 
Oklahoma Bankers Association 
American Institute of Banking 
Bank Administration Institute 
Robert Morris Associates 

Dallas 

American Bankers Association -
Dallas 
El Paso 
Houston 
San Antonio 

1'Texas Bankers Association -
Dallas 
El Paso 
Houston 
San Antonio 

-4- • 

$2,200 
29 
75 

100 
750 

50 
50 
60 

210 

550 
42 

5,876 
400 

30 

2,305 
500 
375 
100 

50 
100 
100 
200 

4,180 
500 
445 

2,200 
35 
35 
35 

1,000 
200 
100 
200 

*Due to receipt of billings, the annual dues for the years 1969 and 
1970 were both paid in 1969. 
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Dallas (continued) 

Arizona Bankers Association -
Dallas 
El Paso 
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Louisiana Bankers Association (Dallas) 
New Mexico Bankers Association -

Dallas 
El Paso 

Oklahoma Bankers Association (Dallas) 
Robert Morris Associates-National 
Robert Horris Associates -

Texas Chapter (Dallas) 
El Paso 
Houston 
San Antonio 

Bank Administration Institute -
Dallas 
El Paso 
Houston - Gulf Coast Chapter 
San Antonio 

}_rnerican Institute of Banking -
Dallas 
El Paso 
Houston 
San Antonio 

San Francisco 

Alaska Bankers Association 
American Bankers Association 
Arizona Bankers Association 
Bank Administration Institute 
California Bankers Association 
Credit Managers Association of Northern 

& Central California-Bankers Chapter 
Idaho Bankers Association 
Los Angeles Credit Hens Association 
Nevada Bankers Association 
Oregon Bankers Association 
Robert Morris Associates 
Salt Lake City Bank Officers Association 
Utah Bankers Association 
Washington Bankers Association 
American Institute of Banking 

$50 
50 

100 

50 
50 

100 
415 

15 
20 
20 
20 

610 
37 
30 
38 

2,500 
210 
349 
223 

50 
2,340 

100 
610 • 
985 

175--

8' 
75 

150 
556 _. 

60 
50 
70 

4,888 




