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THE MONETARY AND BANKING SYSTEM 

l0 September 1963 

.GENERAL STOUGHTON: As we proceed this morning to the study of "The Monetary 

and Banking System" we are fortunate to have as our speaker, a representative of the 

Federal Reserve System which plays such an important part in our banking system in 

this countryo 

Our speaker, Dr. Robert Po Black, is the Vice President of the Federal Reserve 

Bank of Richmondo It's a pleasure to welcome him back and to present him to this 

audience. 

Pro Black° 

DRo BLACK: Thank you very much9 General Stoughtono 

It's certainly a pleasure for me to be here° I am sure that I have never be- 

fore spoken before a group that was nearly so good as the two that I had on my two 

previous visits here~ I consider it a distinct honor to be asked to take part in 

your program againo There is one element of trepidation, however, in my feelings 

today, and that is the fact that you have already been delving pretty deeply into 

the field of economics, and I'm sure that at this point you're not at all happy 

with the prospect of being confronted with another economist° 

Now~ the problem is not in the economist, really, It's in the type of economist 

that you've had° The trouble is that you have had two-armed economists° But the 

only good economist is a one-armed economi'sto You see, he can't qualify everything 

he says by saying, "On the one hand it may be this way~ and on the other hand it 

may be that way°" Well 9 now., unfortunately l~m a two=armed economist too~ but l 

will try to get down to the concrete facts as soon as I can° 

When I think about concrete facts I~m reminded of the child psychiatrist who 



decided that he had to do something about his driveway; it was muddy and every time 

it rained he got his car messed u~. He cancelled all his appointments one weekend, 

came on home, worked on his drlvewa~, and laidout a beautiful driveway. Well, when 

he finished he limped into the house and Sat down by the window to relax and enjoy 

the fruits of his work. No sooner had he sat down than he looked • out the window 

and saw a couple of the neighbor's children riding their bicycles back and forth 

across his driveway. Well, he was furious. So, he went tearing out of the house 

followed by a cloud of blue smoke,and matching comment, I might add, w~th_hls wife 

close behind him. She said, "John, John, remember your child psychology; you must 

contain yourself~ you know you love little children." "I know I love little chil- 

dren, but I love them in the abstract and not in the concrete." 

So, from a concret~e standpoint there are three things that l'd llke to do this 

m0rnin~, First, let's look at the nature of our monetary system, briefly, by asking 

ourselves the question, "What's behind your money?" Second, "Let's examine the 

role money plays in the economy." And third, "Let's discuss what the Federal Re- 

serve Can try to do to make sure that money behaves in the way it should." 

So, now to point one; what's behind your money? As I'm sure you've probably 

already discussed in your sessions, the economist ordinarily thinks of money as 

being not simply demand deposits or currency, but both of these° Demand deposits 

areln61uded because these are generally acceptable, or the checks which you draw on 

them are generally acceptable in payment for goods and servlces, Consequently, these 

make up the largest Dart of our money supply, since an estimated 90% of all our pay° 

ments are made by check. 

Treasury currency, silver certificates and coin are the usual types of money 

you see; the kind with the blue seal, primarily, and makes up only I~ of our money 

supply, strange though it may seem° But it is true. Federal Reserve Notes make up 
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the second largest Dart in the largest part of our clrtu[atlng medium, These con- 

stitute about 20~ of our money supply, These are the types of paper money that have 

the seal. Demand deposits make up the largest amount of oItr money'supply ~ about 

79~ according to the last figures~ 

Well, letls look now, flrst~ at what is behind the money that we call "Treas- 

ury Currency," The answer to this can't be given very simply because there are 

many kinds of assets that are back of the Treasury Currency0 One of the main types 

is silver, In the case of the so-called "Silver Certificates" for example - the 

Treasur~ has 8or on deposit in its vaults silver bullion�or a silver dollar, to back 

each dollar that it has outstanding in Silver Certificates, 

Other types of money that the Treasury has~ for example, the United States 

Notes which were first issued during the Civil War and kept outstanding at $347 mil- 

llon at alltlmes, ~Th@y are also: backed by a 0ledge in gold $156 million - a spe- 

cific pledge in gold, Certain other types of Treasury Currency have no specific 

Diedge of anYklnd of assets behind them, Rather, they are based slmDly on the 

faith and .Credit of the United States Government, 

Now~ Federal ReserveNotes do have a specific pledge of assets behind them, 

The-assets that back Federal Reserve Notes are Daftly in the form of the so-called 

8old Certiflcates~ These Gold Certificates are not nearly as bad as the name would 

imply, Actually~ all these amount to is a warehouse receipt for an equal amount of 

gold which is stored over here at Fort Knox, underground where it sleeps peacefully 

while you folks guard it, 

In addition to the Gold Certificates which back Federal Reserve Notes there is 

asoeclflc pledge of other assets making up the remaining amount0 Usually, these 

assetsare government securities which are held by the Federal Reserve Banks that 

issue the Federal Reserve Notes, Those certificates must be held in at least 25% 
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of these notes. And, as a matter of fact, they are held to a large extent~ so long 

as we have the gold. RIRht now this amounts to over 31%. And most of the remaining 

amount is in government securities, although there are certain other types of col- 

lateral that are sometimes used to back the Federal Reserve Notes. 

Now, demand de~oslts come in two categories, we might say; those that are hel~ 

by the so-called "Member Banks of the Federal Reserve System," which make up most of 

the larger banks of the country, and a lot of the smaller ones; they hold something 

like 85% of all denoslts. The others are the non-member banks. And here the plot 

commences to thicken, as Andy Griffith would say. Because, they don't hold thelr 

required reserves with the Federal Reserve Bank of their district, but rather, in 

the form of vault cash in their own banks, or in the form of balances with corres- 

Donding banks, ordinarily° But, let's Just disregard that because it complicates it 

unnecessarily. 

The member banks must hold with the Federal Reserve Bank of their district, 

required reserves amounting to 16%% of •their demand deposits~ ~n the case of the 

%ar~er banks logated in the so-called "Reserve Cities " and 12Z in reserve in the 
z 

case of the smaller banks, or the so-c&lled "Country Banks" that are not located in 

the DrinciDal fihanclal centers. Or, if they are in ~these centers •they are the 

smaller banks. 

Well, against these reserves that are held with us - I might add, incldentally~ 

they may also hold their reserves in vault cash,: but most of them are in balances 

with hs against these reserves we must hold Gold Certificates too, in the amount 

of 25%. These are our reserve requirements to which we are subject ~ust as the 

commercial banks are subject to theirs. 

Now, if we look at this whole schema here, you see you have what really ~ ~ 

amounts to a kind of Dyramid, with gold down here at the base. So, gold does act~ 



or, I should say at the apex, probably, since this is an inverted triangle gold 

does act as the ultimate backing, in one sense 9 of our total money supply° The key 

point here, really, in the level of the money, is in this reserve ffgure right here, 

because, more than anything else, the total volume of money that we have in the 

country depends upon the level of Member Bank reserves~ And these, in turn~ deter= 

mine pretty well the level of demand deposits which make up most of our money sup- 

Dlyo So, this is the key to the whole scheme° 

But, when we ask ourselves what really does back our money, even though we~ve 

come down to gold, and even though IVve shown that there are government securities 

in back of some of our money, and silver in back of some of our money, the thing 

that backs it, really, is the faith in the integrity of the United States Govern- 

ment; the faith on the Dart of the public ard foreigners, that the money will main- 

tain its purchasing power° And, of course, you can have this faith in varying de= 

greeSo You may feel that there may be some price rises, but nevertheless, even 

though you expect these you still have faith that basically the money will maintain 

most of its purchasing Dower. And it's this factor that really gives it its pur- 

chasing power° 

The time will Come~ I am certain, when this will no longer hold~ because we're 

losing g01d rapidly° And when it does occur that this loan is rescinded, then we 

will have clearlythe faith and integrity of the government as the backing of our 

money SuDDlyo 

Well~ now to point two° What role does money play in the overall economy? 

Well, money is important basically because this is one of the important determino 

ants of the flow of money spend into And the flow of money spending is basically 

important because this is the thing that determines more than anything else the 

level of employment~ income, and output in the resulting level of prices° So d if 
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you 10ok at this series of dlaIs on the thermometer here on my left,l think we can 

brlng-together in a nutshell all of the factors that affect the flow of money sDend- 

Ing and the resulting level of employment,lncome and output. 

The first dlal here shows the behavior ofconsumer expenditures, and let's trace 

through, how these expenditureshave behaved between the period 1954 and 1962. Star- 

tin~ off-with 1954, consumer expenditures were running 8238 billion per year. That 

same year business was spending on plant and equipment, inventories and the llke, 

850-biIlion~ The government spent on newly-produced goods and servlces9 875 billlon. 

This {ncludes state and local government outlays too. It excludes p~nslons and 

other transfer payments by the government that show up rather, in somebody else's 

sDendlng here° This is slmDly what the government bought here, not what it trans- 

ferred to others rouse for purchases° So~ this will look smaller than you really 

think it should. 

" Totalexpenditures, the sum of these three here in that period, ran $363 bil- 

li0no Now, you Can't have total expenditures as large as $363 billion without a lot 

of money ~o flpanc 9 It; you ~ust cangt spend that much without a lot° In this par- 

ti.cuiar.~;Iod the money supply was 8130 billion. And obviously 8130 billion is not 

enough to finance a total expenditure of 8363 billion, unless this money is spent 

several timeSo During this period it was spent on these goods and services that en~ 

tered-lnto our total spending, which is slmDly GNP, really, 2 8/10ths times~ It was 

spent additional times~ but on the final goods and services that we produced it was 

spent only 2 8110ths times. 

Now-, if we want to measure the physical output durin~i'~54 we have something 

of a problem° The only way that you can measure physical output , it would a~Dear, 

woul~ be in Dhyslcal terms. Yet~ when yOU ask yourself how you can add up bushels 

of wheat, thousands of automobiles, dozens of oranges, etc. into one common denomo 
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Inator:, you have to come up with the idea of money. But when you say you're going 

to add physical output in terms of money you have another problem; moneychanges 

in Value. Prices go up and down. So, if we are to use money as a measure of physi- 

cal output, then we must use dollars that do not change in value. For example, if 

we Want to measure - as l~m going to attempt to do here - the behavior of physical 

output between '54 and '62 it's all right to use dollars so long as we value 1962's 

ohys:iCaioutDUt in terms of dollars that bought what they would in 1954o And that's 

what I'm trylng to do here~ really. 

Total spending was $363 billion° We can also say that the physical output was 

$363 billion worth of goods and services that particular year, 1954o So, this is 

Our measure of physical output. 

Now, let's exa~ne what happened over this period - 1954 to 1962o Some exnen- 

ditures climbed rather sharply, to $355 billion° Business expenditures by no means 

stood still, risln~ to $83 billion during that period. And the government outlays 

oh goods and services c~imbed from $75 billion to $117 billion° Adding these three 

elements Of expenditures up we have a total of $555 billion, which is where out to= 

taI-GNP or total spending stood in 1962. Well, to finance this rising expenditure 

from ~363 tO 8555 we had to have either a large pickup in the money supply or an In- 

crease in the turnover rate, or some combination Of the two° And, the latter is 

what happened° 

" Themoney supply rose to $146 billion, and the turnover of that money supply 

increased to 3°8 times per year. Here we have a very rapid rise in total expendi- 

tures over this period of time, so let's look, now, at what happened to~ohysical 

output. Physical ~output too was rolling, but in this case physical output did not 

exoand as fast. ~Rather, it rose to $475 billion worth of goods and services in 

terms of 1954'prices. And if you valued it in terms of '62 Drlces you would have 
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had $555° But that would have reflected Dart of the price changes° Instead~ you 

value in terms of 1954 prices in both of these years, and consequently you've got a 

measure of physical output° 

Well, physical output rose considerably less in total expenditures overthis 

period, so the same thing happened then that happens every time expenditures rise 

faster than physical output~ prices rose to take up the slack° If we set prices at 

the level of I00 in 1954, then prices rose from I00 to 117 = a 17% rise in prices 

of items entering in the gross national product over that period of time° So, this 

illustrates a very fundamental truth in economics that can't be disputed, really° 

This is one of the few things that can't beo 

That is, if total expenditures rise faster than physical output s then you're 

going to have some inflation° And the converse of that is true too, or roughly the 

converse° If total expenditures do not increase fast enouKh in other words, as 

fast as we can step uD physical output - then goods and services are not sold~ they 

stack up on the shelves and consequently you have to have a recession in which un= 

em61ovment rises, innome falls, etco, and possibly, prices even rise° 

Now, in a period of substantial unemployment when you can step up output very 

quickly, then it's possible for total expenditures to rise quickly also, without 

causing inflation, simply because physical output can rise more rapidly~ But as 

you a~roach nearer and nearer, full employment, total expenditures must rise rela- 

tively less rapidly if we're to avoid inflation~ since physical output cannot in= 

crease so quickly° 

Let~s move on to our final point and ask ourselves what the Federal Reserve 

can do to try to make sure that money behaves in the way it shou~ o In essence, 

what l'm asking this morning~ is what the Federal Reserve c~n do to try to make 

sure the total expenditures behave in a manner that is consistent with price sta° 
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5ility, with a growing economy, and with high levels of employment, 

Now, there are two basic klndsof tools that t~e Federal Reserve has, that it 

can use in trying to stabilize the economy~ One of these is called "selective con- 

trols~" or "quantitative controls," and these ~re the controls that are aimed at a 

particular kind of credit; not at the overall level of credit, or not at the overall 

l&veiof ~ interest rates, but rather, at a particular kind of credit and a particular 

kind of interest rate° These make uD a very small part of our arsenal of weapons 

that we can use to attack a problem such as this° Consequently, I won't run through 

these in any detail, because of the lack qf time° Rather, let's loo k at the broad 

quantltatlve kinds of controls, or the general controls that we have, since these 

are the ones by which we really have our main Impact on the economy° 

LetWs take the three broad general credit controls and run down these one at a 

time~ looking at the tools individually, and then taking a look at who does what, 

in studying the actions of these tools° The first one of these tools that I would 

like to look at, is open market 'operations° Because, this is the most important one 

of our tools~ The open market operations encompass several different types of trans- 

action, but for our purposes we can think of these as simply being the purchasing 

and sale of government securities in the New York market primarily° 

W~" do purchases and sales of government secufltles by the Federal Reserve 

have an important impact upon the economy? Well, I think I can perhaps bring this 

out %etter than any other way if I show you the difference between a transaction 

Involvlng the Federal Reserve where a government security is bought, and one which 

does not involve the Federal Reserve° In this particular case~ for example 9 let's 

suppose that individuals are selling bonds on the government securities market° 

When they sell bonds on the market the same th'ing is going to happen there that 

happens any time you dump somethln~ on the market~ the price of that Item tends to 
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fallo And when the Drlce tends to fall, then let's say that these bond prices be- 

come attractive enough toinstitutions such as insurance companies, to buy these 

bonds° Well, those institutions are going to have to pay the individuals for their 

bonds" by drawing checks on their own banks in payment for the bonds° So, in that 

case, they're going to draw down their deposits and the checks are going to be 

given tO the individuals who will then deposit the checks in their own banks° No 

chan~e in deposits here at all~ no additfonal money supply to finance is taken out 

Of activity° It's simply a transfer in the ownership of existing money. 

Let's take another case and suooose that instead of these bonds beln~ sold by 

the individuals to institutions, the bonds are sold instead to commercial banks° 

In that case, the commercial banks will draw checks on their reserve account at the 

Federal Reserve Bank, to pay for these bonds° They will give those checks to the 

indlviduals who sold the bonds~ they will deposit the checks in their banks~ and 

their banks will collect from the banks on which the checks are drawn° The two banks 

will end up in somewhat the same oositlono But there will be an increase in deQ 

mand deposits by th~ individuals who sold the government securities° This is new 

money that can be used to finance addltion~l economic activity° So, you see that 

this kind of purchase is more hlgh=Dowered so far as the economy is concerned, than 

the other tyOeo 

Let's take another case now and supoose that instead of the bonds being sold 

tothe bank9 they're bought by the Federal Reserve° In this case the Federal Re- 

serve will pay for these bonds by drawing a check on itself° It will give this 

chec~ to the individual who sold the bonds; he will 'deposit the check in his bank~ 

and his bank will send the check on through for deposit to its reserve account at 

the Federal Res~e Bank° In that-case, the reserves of the commerpial bank in- 

crease° And the money supoly also rises° Well, on the basis of these new re- 
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serves the banking system can expand credit, as you have studied or will study 

shortlv~ a multiole amount° SO that~ the money supply will increase not by this in~ 

crease in deposits alone, hut by an amount several times as large° 

The purchase of government securities, then, by open market committee tends to 

ease credit conditions and bring about an expansion in the economy through multiple 

exoansion of bank credit b v the commercial banking system, and consequently this 

tends to have a stimulating effect uoon the economy. 

Now let's take the opposite case, where the Federal Reserve instead of buying 

securities on the open market, sells bonds on the open market° Now, if it sells 

bonds on the open market these bonds are bought by individuals, and these individ- 

uals must draw on their deposits to nay for the bonds° They send the checks on to 

us and we in turn collect the checks by deducting these from the reserve account of 

the bank on which they are drawn° Consequently, this wipes out reserves in demand 

denositso And this tends to cause a ti~htenlng effect upon the economy;, rising 

interest rates; a decline in bank credit; and generally, soocalled "tight" condi- 

tionsthroughout the market° 

Well~ open market operations are most important too;when we tend to ease we buy 

more government securities than we otherwise would° This adds more to the reserves 

of the banking system and gives you an easier situation° When we want to tighten 

up we'either sell government securities and actually wipe out reserves, or we simply 

ourchase government securities at a lower rate and add to reserves less rapidly than 

we otherwise would tend to do0 

Open market operations are a most important kind of tool because we can go in 

and out and offset temporary things that affect member bank reserves that would 

cause reserves to change in the wrong directiono And because we can also go in and 

oush reserves the way we would llke them to go, which would tend to stimulate or 
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restrict bank managers, O0en market operations are conducted by the Eeder'al Open 

Market Committee which consists of the seven members of the Board of Governors in 

Washington 9 who are appointed with advice by the President with the advice and con- 

sent of the Senate. In addition to these seven Board Members there are five presi- 

dents of the 12 Federal Reserve Banks who serve on the committee° The New York 

Dresi:den~ is ex officio a member~ and the remaining four are elected from the other 

II Federal Reserve Banks° 

" Now9 the secondtyoe of general credit control that we have9 changes in re- 

serve requirements; this refers to changes in the amounts of reserves~tHat:"m~mber 

hanksmust hold with us, or involve casho We are empowered by law to change these 

reserve requirements within specified limits~ in the case of the country banks, with- 

in the limits of 7% and 14%~ on demand deposlts~ in the case of city reserve banks, 

between 10% and 22%~ and curreni~y ~ as I mentioned, demand deposits of 12% and 

1 %%o 

Changes in reserve requirements - we can also change them against time and 

savings deposits~ but I won't go into that - have much the same sort of effect as 

open market oDeratiOnSo If we reduce reserve requirements this means that the banks 

instead of having to hold~ say~ 16½% in the case of the large banks in back of their 

demand deDosits~ will have to hold 9 let~ say~ only 16% in required reserVe~o This 
% 

means that they have on deposit with us~ funds amounting to %% of their deposits, 

th~ they don't have to legally keep there° These are excess reserves thatthey 

have with us idle balances~ And when banks get excess reserves above the amount 

they think they need as a minln~am they use this as a basis for exDandinR loans and 

investments 

Consequently 9 when we cut reserve requirements~ increase excessreserves, this 

tends to have an easing effect u0on the economy because it gives the banks funds 
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with whlch to expand credit° 

Another effect of changes i n  reserve requirements, in addition to gg.ing banks 

the excess reserves theyuse~ is that they increase the amount - that is~ the re~ 

duction - increases the amount of credit on amount of deposits that a given dollar 

of reserve can suDpOrto For examDle~ take this case° Suppose you have a reserve 

requirement of 20~o This means that you've got to have 20~ on deposit or in vault 

cash for each dollar of deposit, Consequently, $i in reserves will support $5 

worth of~deoositso But if the reserve requirements are only i0%~ then you have to 

hold only lO~ with us in back of your deposits 9 and consequently ~l of reserves 

would support $I0 worth of deDositSo So 9 when we cut reserve requirements we not 

only give the banks additional funds, but we ~ive them the basis for expanding cre- 

dit, a larger amount on the basis of such funds as they have in excess° 

Conversely, when we change reserve requirements this wipes out some of the ex= 

cess reserves that the banks did have, and this may cause a contraction in bank 

credit deDendlng upon the extentto which this is~"offset~ias I say, by open market 

oDerationSo It also means that any dollar of reserve that the banks subsequently 

acquire Will not support as much in the way of deposits as it would before° If you 

go from 107o to 20% in addltionaldollars' worth of reserves you will support not 

$I0 worth of deposits as it did support, but rather, $5 worth° 

So~ you have this two-fold effect from the changes in reserve requirements°. 

The changes in reserve requirements are very powerful tools and consequently they 

must be offset in Dart every time by open market operations° We reduce reserve re= 

quirements9 and this means the banks have substantial excess reserves~ so we sell 

government securities to wipe out some of these excess reserves° And then gradu~ 

ally we feed the funds back out° If we increase reserve requlrements~ then we buy 

government securities to offset part of these effects 9 and then we allow the effects 
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to take place gradually, over a period of time° These are simply too powerful to 

use alone° 

You might think of this as a sort of scalpel-type operation° It can be tailored 

down to the minute degree° This is a meatoax kind of operation and you've got to 

reflne it a little bit in order to use it properly° Changes in reserve require= 

ments are made by the Board of Governors here in Washington° This is entirely un- 

der their jurisdiction° 

The final one of these general credit controls that we have - changes in the 

discount rate° The discount rate refers to the rate that is charged member banks 

when they borrow m0nev from the Federal Reserve Bank of their district° Right now 

that is 3½%° Now, when the discount rate is: increased this tends to h~ve several 

effects upon the economy°. At times it may well be that an increase in discount 
[ 

rate will have virtually no effect upon the economy because the market interest rate 

has already moved up beyond the discount rate9 and the market anticipates that the 

Federal-Reserve will move° Consequently9 when the discount rate is brought into 

llne it may have no Dartlcular effect upon the econom~ at all, because it has been 

anticipated° But, at other times when the discount rate has changed and the market 

has not antlciDated such a move, it has very important effects upon the economy o 

psychological effects° Because, this is a clear indication that the credit climate 

is about to change° 

-For examDle~ I remember particularly, back in 1957 when there was some doubt 

as to what kind of course monetary policy was following at the moment° This was in~ 

I believe, November '57° On that particular dav Amerlcan Telephone & Telegraph 

was trying to market a large block of convertible debentures° These debentures had 

already been purchased from the telephone company by the underwriters, and they were 

in the hands of the underwriters° And they weren't moving very well at allo The 
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underwriters were faced with the orosoect of loss, or so it appeared~ or at least a 

oretty lengthy Drocess of trying to get the market to digest the securltieso And 

after the market closed that night, the ~ederal Reserve cut the discount;rateo 

Well-, what had not been an at~ractlve interest rate on these debentures before this 

announcement appeared~ suddenly became an attractive rate° With the cut in the dis- 

count rate the market anticipated that lower rates would follow° So~ these rates 

on these AT&T debentures suddenly became very attractive rates~ And that night~ 

after normal tradin~ hours 9 in what the market describes as "moonlight trading,,' 

all these issues were sold; simply because of the expectational effect~ 

Well~ there are other effects from the change in the discount rate too° For 

examDle, if you raise the discount rate~ banks that need funds to meet their loan 

demands are not as apt to borrow from the Federal Reserve Bank of their district be- 

cause they have to Day a higher rate° Well 9 one of the main alternatives they have 

for obtaining funds~ if they don~t borrow them from us~ is by selling short-term 

~overnment securities in the government securities market° So~ if we raise the 

rate we force them to sell government securities to some degree, If they sell 

government securities on t~e market this tends to force a rise in interest rates° 

The orice of these securities goes down~ and since you receive the same dollar re- 

turn-on them, if you buy them at a lower price 9 you receive a higher percentage re- 

turn on your investment~ And so~ that transmits the higher interest rates from 

th~ discount rates to the market° 

' If we want to tighten uD we raise the discount rat6~" This tends to cause an 

Increase in interest ra~es~ If we want to lower ~ I mean~ if we want to ease up 

we lower the discount rate° This tends to cause a discount and tends to cause 

interest rates in the market to also decline° 

Now, the discount rateis set by the Board of Directors of each Federal Re- 
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serveBauk~--but it is subject to the okay of the Federal Reserve Board, Now, some- 

times you'll see that the discount ra~e is different for"~he 12 Federal Reserve 

B'anks, and this is usually the •Boards of DirectOrs there meet on different dates~ 

nothing more than that° Some time back there was some question as to the exact 

significance of a change in the discount rate that was made by the Kansas City 

bgnko ~ 

Ordlnarily~ the market seems to think that the New York bank is apt to move 

first-, or maybe the Chicago bank~ But they were very much puzzled by the fact that 

theKansas City bank moved first° Sod in a question period, for example, one of 

themasked a quest•Ion as to what this really meant= They were inclined to think 

• that if the New York bank moved first, that this meant international considerations 

was a orimary factor to consfdero It Chi'cago moved first they tended to think that 

ma#be it was the domestic economy° But what did Kansas City mean? 

Well9 there was a very slmDle answer to ito It so happened that the Athletics 

were having their first game onWednesday of that week° The KansasiCi~y Board or- 

dlnarilv meets on Thursday~ but the Directors wanted to attend the opening game of 

the Athletlcs~ so they put the meeting up to Wednesday and consequently Kansas City 

moved on Wednesday instead of on Thursday when the rest of them dld~ and this was 

the significance and proof all together° 

But 9 ordinarily all the banks docome 5n llne 9 because it=s well~recognlzed 

that you can't have a separate credit policy for long Der.i~ds of time° Well 9 the 

real Dolicy-maklng group here~ more than any other~ really~ is the Federal Open 

Market Committee° Because~ all the presidents and all the board members attend 

there every three weeks° They're in a meeting right now over at the board here 

in Wash~n~ton~ and there they discuss the main credit control tool~ -open m~rket 

operation and the discount rate, Every president will say what h ~  prepared to 
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recommend to his Directors for a change in the discount rate, So, everybody there 

is fully anDrised of what actions are likely to be taken° And the board has addio 

tional ~olicy on reserverequirements0 They're not particularly important tools, 

but it also has power to set the ceiling on the maximum interest rate that can be 

paid on time and savings deposits° These are becoming more important, incidentally~ 

but basically the important tools are the open market operations, really~ and the 

discount rate; and most important, the open market operations° These are estab= 

lished here, 

Well, there are certain important advantages to monetary policy as a stabilizer~ 

and there are some disadvantages too° Among the advantages we have to list the fact 

that monetary policy is a highly impersonal sort of a stabilizer, When we try to 

t 

tighten up, for example, we don~t try to discourage any particular kind of exDendio 

tureo Rather, we try to create a climate in which total expenditures will rise at 

a rate no faster than the increase in output of goods and services° What we0re try= 

ing to do is just hold back that total; not any particular kind° You might compare 

this tO changing the outfield bleachers of a baseball park° When we tighten up we 

don~t change the rules of the game° The market still determines what,s going to be 

produced and in what quanti~ieSo When we tighten up we move the outfield bleachers 

out; the same rules of the game~ but it's a lot harder to hit homerunso When we 

ease up, still the market decides the basic decisions as to what will be produced 

and in what quantity, but we move the infield bleachers in~ we make it easier to 

hit the homeruns. 

Even the actions, I might say, in open market operations and changes in re~ 

serve requirements - discount rate changes = are highly impersonal° Nobody really 

realizes that these things are being done, hardlvo We buy, and the fell0w':who 

sells the government securities sells because we offer him an attractive price° 
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When we sell government securities the government security dealer buys these because 

we offer these at a price he considers to his benefit° And then the effects spread 

out through the economy° But nobody is conscious of anybody reaching right down 

into his life and telling him he can or can't do something~ And9 dependlng on how 

you feel about the workings of a free economy this is an advantage or disadvantage° 

If you believe a consumer should make the basic decisions in the economy this is an 

advantage. If you feel he shouldn~t~ then you have to list it as a disadvantage° 

Another advantage of Federal Reserve policy is the fact that it is very flexio 

bleo The Oven Market Commlttee~ as I mentioned to you before 9 meets every three 

weeks, and reaches a decision either to ti~hten~ ease, or remain constant° Never- 

theless~ it reaches a decision and the very next day the New York Bank~ actln~ as 

a~ent for the commlttee9 begins to Implement the decision that was reached the pre- 

vious day~ 

No other kfnd of pollcy~makin~ machinery is better9 or except with a few ex~ 

ceptlons, can operate this quickly° Now~ there are delays in aspects of our actions° 

I don't mean to imply there are not° But we can reach a decision very quickly° 

Another advantage of monetary policy is the fact that it is free from the day- 

to~day political considerations that would necessarily have to ~et involved in 

aimoSt any other kind of stabilizer that you might use° I don~t mean to imply for a 

minute that this is out6ide the control of the government~ at all~ because it isn[to 

What I do want to point out is that the Federal Reserve is responsible to Congress 

rather than to the Admlnlstratlono And Congress has given the system a wide range 

of Dowers to try to stabilize the economy° Within this range of powers we are free 

to do what we feel Is In the economic best interests of the cO~ntryo There are no 

pol~tical pressures on a day-to®day basis here° 

Now, if the political cllmate of the c~unt~y chan~es~ Congress will change 
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Our powers, either modifying them to increase them, or decrease them. And in this 

sense we're resoonslve, of course° But on a day=to~day basis we are free to con= 

sider only economic questions rather than the political, social and all these other 

questions that necessarily must get involved in most types of government policy° 

And this, again, depending upon your viewpoints, can be considered an advantage or 

a disadvantage . . . .  

Turning to the other side of it, I don't want to imply that it's all advantage 

and that we are all-wise and all-knowing, because weVre not° I imagine sometimes 

that peoole in the system really take a dimmer attitude of what we can do than do a 

lot of oeoole outside° Because~ there's a limit to w~at we can try to do stabilize 

the economvo There are a lot of other considerations° For example, if yon~ve got 

wage-orice pressures, or if youVve got ~onooolistic pricing practices on the part 

of businesses, these can oush up prices quite apart from what we can do sometimes° 

And, if you've got certain situations, even though we try to act, it's 'sort of a 

caseof pushin~ on a string, you might s,ay~ or leading a horse to water and being 

unable to make him drink° We create the environment to try to make th~ horse 

drink, but he may not drink° 

And sometimes~ I might add, on the other side 9 when ,the horse has had enough 

and we trv to get him to leave the water trough, sometimes it's hard to get him to 

go back too~ So, this is ~ust a matter of influencing the environment and hoping 

that this can contribute ~o the objectives of economic growth, high employment and 

orice stabilitVo Real stability is ~oing to require not only a wise monetary 

ooiicy, but a sound fiscal policy - a sound budget~ a sound debt-management policy° 

And it's also ~oing torequire that we have sufficient competition so that prices 

are free to move uo or down~ both, instead of simply uo~ as they have been free to 

move in the past, And such stability is attainable, it seems to meg within reason= 
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. . 

abiellmits, if we demand it. And the main threat, or so 1 view it~ to our stability, 

is the threat that people will emphasize one of these objectives of national policy 

-price stability, high levels of employment, or economic growth, or sound balance 

of payments position, to the exclusion of the others. 

It seems to me that all of these objectives are inextricably tied up together. 

And the failure to attain all four of these objectives or to work simultaneously for 

all four of these~ is apt to result in the failure to reach any of the four Imporo 

r an t  ones° 

QUESTION: Doctor, we've heard various opinions on what an $Ii million tax cut 

would do tq the economv~ including what General Eisenhower said° After hearing your 

lecture today l~m willing to accept your oDiniono 
~i 

DKo BLACK: The best answer I could give you there is that I have misled you if 

you think that I could give you a very good answer to this° I think it would tea 

tohave a real stimulative effect upon the economy, and I think this is probably one 

of the few times that we've had in the post=war period when you could probably do 

something ~l~e_~t~is without causing m~ch in the way of inflationary pressures° But, 

of course, you'Vve got to avoid that kind of thing° 

-- Certainly, I would be in favor of the right kind of tax cut~ but I would ~rNfer 

that it be coupled with a cut=back in expenditures° However9 I doubt that this will 

bedone, The right kind could certainly do a lot for us in terms of stinrdlating the 

.~nvironment for investment and co~equentlv making it more profitable to invest in 

this country as o~posed to investin~ abroad° And this c~ld bring in some capital 

and heip solve our balance Of payments problem as well as give the domestic economy 

.a good boQst. 

Really, we~ve done pretty well domestically, it seems to me~ without ito B~t~ 
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of-course, you always lik~ to do better if you can, without inflation. That would 

be the only thing that would worry me. But I don't really think the pressures are 

there to:the extent that they have been in the past. 

QUESTION: Doctor9 could you give us your opinion of the most effective way to 

reduce the gold out=flow? 

DR. BLACK: Well~ this is a very hard question° I would say that there are 

! 

t~ee basic thlnRs that have to be done~ probablyo I think that somewhere along 

the way we're probably going to have to cut some of our foreign aid° i suspect - 

and £hls is a question on which you are far more qualified to say than I - that 

wegre probably going to have to take a good~ hard look at some of our military ex- 

penditures abroad 9 to see if we can cut back any that we can get along without 

there° 

Now~ I realize that there are an awful lot of serious problems here~ but one 

might ask the question ~hether it's any good to have five divisions someplace when 

you really need 309 or somethlr~ llke that° And whether you might not accomplish 

the same thln~ with two instead of five° Also 9 I suspect that as business continues 

to pick up we~ll probably have to have higher interest rates here~ a little tighter 

m0netary policy to discourage some of the capital out-flowo And we°re got to make 

sure over the long=run that we hold back inflationary pressures° Thls Is the thing 

that weVve really got to watch° 

The Iongorun balance of payments slt~atlon I don~t think is qulte as serious 

as the short=run one~ in that we~ve Rot tremendous volumes of long=term investments 

abroad that are bound to produce growln~ amounts of income for us here° Also 9 we 

have succeeded in holdlnR back price increases very well in the last few years. 

The Europeans are be~innlng to exDerlence some price pressures there. And the situ- 

ation is really stronger in that sense than it Rooks from the median sense° Now 9 
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I don~t~mean to say for a second that Jr'isn't very serious° I think we need some 

strong action and we need it immediately° 

QUESTION:- Is this last discussion part of the answer for the Reserve in open 

market operations buying only the short~term rather than the long~term as far as 

this will effect returns from investments abroad? 

DR. BLACK: Well 9 we~d have to buy the mechanical for mechanical reasons, 

primariiy short-term securities, because we make such large purchases that there is 

no sector of the government securities market that is large enough to accommodate 

our purchases and sales except the short end, really° Now, since we~ve had balance 

of payments problems, we've been trying to avoid purchases in the short end because 

when you put reserves in by this route you have a larger effect upon short-term 

rates than when you put reserves in, say, by a change in reserve requirements by 

buvin~longer-term securities; simply because~ when you buy a short-term security 

you effect the price of that type security right then° You also put out reserves 

which have effects that spread throughout the whole economy. But that additional 

impact of the purchase, there, we try to avoid so far as possible° 

We've used a lot of special means in recent years to try to avoid putting pres- 

sure on the short-term rate° We try to keep that rate up without raising the long- 

term rate at the same time° But there's a limit to the extent to which you can do 

this 9 because all the rates are more or less competitive° And if short rates move 

up, then somewhere along the wav we're ~oing to put some pressure and tend to Dull 

up long-term rates too° We've tried very hard to avoid that° The Treasury has 

worked awfully hard to avoid it too by issuing large quantities of short-term se~ 

curities to kee D that rate up. And I suspect, really, that they deserve more of 

the credit for keeping that short rate term up than we do 9 actually° 

But~ as it turned out, it has worked out ver~ neatlvo I ~ust hold my breath 
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because l~m not sure how long we can do that sort of thing, really~ I mean, keep the 

differential in rates as wide as it is now~ or as narrow 9 1 should say. 

QUESTION: Dro Black, you have shown how the ourchasing and selling of govern- 

ment Securities is a hart of our monetary~control sy&temo What do you consider the 

minimum amount of government securities that is needed in order to operate our bank~ 

ing system? 

DR° BLACK: Are you thinkin~ about it from the standpoint of commercial bank- 

ing system; how much they need in the way of government securities to remain liquid~ 

or, are you thinking about the amount we need to be able to purchase? 

QUESTION: The amount needed by the banking system as a whole in order to have 

securities backed by reserves, and in order to operate the monetary control system 

in advancin~ or extending credit° 

DRo BLACK: I think that's a very provocative sort of question, reallVo l~ve 

had a~lot of fun with my banking audiences in kidding them a little bit about this. 

You know, if you look at the total government debt you find that though it has 

grown rabidly,and perhaos too rapldlv in certain senses, depending upon your view= 

point, it nevertheless is not nearly as large now in relation to our gross national 

oroduct as it was in an earlier period of time° Consequently, l~ve had some fun 

olavin~ around with the banking audiences in speculatin~ as to what is going to hap= 

Den if we get the kind of economic growth over the next several years 9 that every- 

body is Dredic~ingo 

19 you dog you're going to ~et to the polnt that unless the government debt 

increases rather considerably, that banks are not going to be able to hold as much 

in the way of government securities in relation to thdSr deposits, as they now holdo 

And, of course 9 the bankers don~t like to face this question, because they almost 

get to the ooint - and I kid them about this - that they're advocating an increase 
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in the government debt so that they~ll have some securities for their secondary re= 

serves° 

But I don~t think that it necessarily has to follow° I believe that if these 

government securities late not available 9 that the private economy would generate 

this sort of security that will be sUita%le for secondary reserves to the banking 

systemo I mea~ 9 there would be such a demand on the part of the banks for liquid 

securlties that they could sell readilv~ that they wo~Id be willing to buy theseat 

a very low interest rate° And if the banks are willing to buy things at a very low 

interest rate you can bet that some~bodv is going to produce some securities that 

they can buy at such low interest rate° 

It's certalnl v conceivable that we could engage in operations other thaq govern- 

ment securities° Practically sDeaklng~ we're In government securities almost en- 

tlreiv now° But if we did get to a oolnt where the economy dldnOt have enough of 

these i thiqk we would have to broade~ our price and make other kinds of open mar- 

ket~purchases and sales° So 9 I don~t think there is really any prospect of a short o 

age there° But you do need large quantities and y~a do need a market that you ca~ 

~o into and out of that's a pretty broad sort of market° It wo~id certainly ~hake 

us up a bit if there weren't this broad Treasury Bill market and other short=term 

securftles in which we could operate° 

We make tremendous qua~tltles of ourchases and sales° A lot of them~ of 

course 9 Wash out in a vearUs time° Now~ n.et.~ddltions to our holdings are ver~ 

small in relation to our ~ross transactlon~ because one day we'll sell~ one day 

we'll buy, offsetting these temporary factors all the time° So~ we~ve got to en= 

Rage in a pretty wide variety and we~ve got to have a pretty large volume there° 

QUESTION: Do we find that the Federal Reserve Banks a~d the Treasurv are 

very often in conflict? And if so~ who resolves the problem? 
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DRo BLACK= Well, I don~t think we°ve ever had a better working relationship 

between the Treasury and the Federal Reserve than we now have, at allo The objec- 

tives are generally pretty much the same° National economic policy is devoted to 

the three broad objectives l°ve mentioned ~ Drlce stability, high levels of employ= 

ment and economic growth - and dependin~ upon whether you want to look upon it as a 

fourth objective, a sound balance of payments position° And certainly, the Treasury 

and the Federal Reserve have both been worklng in very close conjunction to achieve 

these objectives° 

- For example, we conduct, as aq agent for the Treasury, all their foreign ex- 

change operations° We also do certain other agency functions for the Treasury, act- 

In~ as a fiscal agency and facilitating the issuance and sale of government securi- 

ties, redemptions, etco So, you get a close davotooday working arrangement there° 

When the Treasury, for example, decides that it's going to shift deposits from 

the commercial banks to the Federal Reserve Banks this has an important effect upon 

member bank reserves° This is going to reduce member bank reserves by a llke amount° 

So, every morning we check with them by teleph0ne to see what their plans are° 

AndIf we feelthat probably the reserve oressures are going to be such that it 

wouldn't be Wise for them to make the contemplated move ~here, with the ~Iscal Assis= 

and 
taht~oftheTreasury,/offlcials of the New York banks, they reach a declsioq and 

the Treasury will usually make these shifts in accordance with what the Federal Reo 

serve wants° If there's some reason they have to do it9 then we try to, accommodate 

ourselves to what they have in mind° 

The thing that vou're getting at, really, is a broader thing than this dayoto~ 

day cooperatioqo This gets around to the question of the real broad policy ob~ect~ 

ires here° Here you can have some kind of conflict° For example, prior to 1951 

the FederalReserve~ as a result of the war effort, had been pegging bonds and 
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other Treasury.obllgation prices ~n order to keep interest rates low to facilitate 

the financing of the war effort° Well, after the war was over, inflationary ores- 

sures began £o build upand the Federal Reserve was very anxious to get out from 

u~der the yoke of the Treasury so that they'd be free to follow a tighter monetary 

Dolicy by way of tryin~ to prevent i~flatio~o There was an open conflict here, a 

real drawl=out battle9 and finally, somethln~ called "The Accord" was reached in 

1951 - in March i~ which the Federal Reserve, in effect~ said we can no longer be 

a party to this sort of ~an~actlOno 

The weight of Co~gresslonal oDinlon was behind us oR this° It was borne out in 

the so-called"Douglas Committee Hearings" which Senator Douglas chaired,and the 

Joint Economic Commlttee9 where the testimon~ was clearly in our favor there. And 

that is the way this one was resolved° 

I hope we never ~et into this kind of problem again° But~ in that case we won° 

I don't know who would win next time° The objectives are pretty similar here, I 

thi~k, a£ the moment anyway0 They could d~ffer and there may be problems, but I 

hope not° 

"~ QUESTIOg: How are the officials of the 12 Reserve Banks elected? 

DRoBLACK~ They are elected by the Boards of Directors of their own banks and 

their salaries must be approved by the Federal Reserve Board i~ the case of all of- 

ficers0 

Now, i~ the case Of the president and the first vice president of each of the 

Federal Reserve Banks, their sDeclfic appointments must be approved by the board° 

But~ the Board Of Directors initiates the recommendation0 And the fellow who is 

elected as Dresldent~ and the first vice president, have to be aeceDtable to both 

of these° Sometimes the board has turned down someone9 but generally this has not 

been felt necessary by the board° But the board certainly has this Drerogatlveo 
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QUESTION: Dr0 Black~ consistent'iv in open market operations the public is moo 

tivated 5y the profit motive° The government is motivated to stabilize the econo= 

mVo -It appears as though theFederal Reserve isb~ommitted to a large overall loss 

on transactions° If this is so~ how is this loss financing accounted for? 

DR. BLACK: Well, strangely enough, weVre a very profitable institution° You 

see~ we hold large quantities of ~overnment securities and we get the income on 

these° We also get income when we make loans to member banks because we charKe 

them 3½% on these loans° We also get income from certain fines and penalties 

levied against member banks9 and various miscellaneous charges° Also to the extent 

that we do services for the Treasury0 Most of these are reimbursed by the Treasuryo 

But basically9 our "profits" come out of the interest on these government securi- 

ties° And~ of course9 we may make trading profits when we buy and sell in the 

government securities market, although this is never our ob~ectiveo We never con° 

sider profits here° But~ our portfolios are so large that we are a very profitable 

institution 9 and consequently9 every year we turn over to the Treasury in th~ form 

of a voluntary tax, you might say, all our earnings that are left after we pay divio 

dends to the member banks that own our stock° 

After we Build uD our surplus to a point that is twice our capital i believe 

this is the figure; IVve looked at it a half dozen times and I should remember it - 

but, we build uD our surplus to twice our capital and then everything else~ after 

dividends and after we have paid our own expenses~ goes to the Treasury in the form 

of this voluntary tax - voluntary in the sense that if we didnQt pay it they'd 

come looking for it o but there's no law that requires that we do ito So, there 

are no appropriations or anything like that to finance US o 

We create our own money~ I might SaVo It's a rather interestln~ sideline° 

~hen we get ready to sDe~d money the Central Bank has to do this because, you see, 
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it has to add to member bank reserves in order to have any influence on the economy° 

So~ it has to have this power° We write a check on ourselves; give it to the govern= 

ment securities dealer; and this gives us the security and the bank gets the re- 

serve° We haven't ~iven ~o anything, you might say~ in a sense° And we have some 

earning assets from which we'll get Drofitso 

We ~et criticized on this thing a lot of times by people who don~t understand 

ito For examole, the Richmond News Leader ~ the ~vening newspaper in Richmond - 

not so 10ng a~o criticized us rather severely because we bought a parking lot next 

tO the bank° The reason we bought it was that we knew we were going to have to ex- 

pand before very many years had ~one bVo Even in downtown Richmond~ as in other 

cities, you have a-problem in gettin~ ground° And this was the only Oossibility that 

we saw for getting some ground adjacent to our bank° So, we bought this thing to 

use for future exoansion~ b~t while we were waiting to build the building9 we used 

i£ as a oarking loto 

Well~ the News Leader criticized us very severely on this account, saying that 

wehad used taxoavers ~ money to b~v this lot and thatthis was an unholy use of such 

fundso But what they didn't realize was that we had created the money to buy this° 

And l~m not goin~ to tell them, either° We just wrote a check on ourselves° They 

thought we 9 vou know9 got some tax money from ~omewhere and had drawn down some 

balanceo Heck~ we just wrote a check a~d gave it to them and that was ito 

Central Banks all over the world ooerate this WaVo 

- QUESTION~ Dr= Black~ could you tell us something about the problems faced by 

other countries in establishing their monetary oolicy9 and Darticularlv9 is there 

anysignificant difference between the oroblems faced by our Free World governments 

and countries, and those faced bv Russia and China? 

DRo BLACK: That's a real question thereo l~m glad that I'm no~ a one=armed 
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economist° I would say, as best I can answer the thing~ that the problems faced by 

the Free World economies in their central banking pol~ies are basically the Same, 

e~ce~t those that arise out of the economic and political differences of the coun° 

tries involved~ plus the fact that in most foreign countries foreign trade is a more 

important part of the activitythan it is in this country; I mean, relative to gross 

national product° Consequently, I think that over their histories most Central 

Banks have been forced to  pay much more attention to international considerations 

than we have in our policy here° 

Now weVre moving into the same predicament where the balance of payments has 

become, I think, our NOo I economic problem and we~ve got to pay a lot of attention 

to ito Just like the case Of you whD ~o out to vour bank and your other creditors 

and borrow money° Sometime~ somewhere along the line if you continue~ the creditors 

are ~oing to say~ "No m~re money can be borrowed°" And in the same sense we are in 

exactly the same position° 

This country is borrowing abroad from other countries more than they would like 

to see us borrow° That's what it really comes down to~ And sometime along the way 

if we don't lick this thing they will say 9 "You've gone as far as you can goo" It's 

just as simple as that° This has become a very crucial one° And the key difference~ 

I don't think~ really separates gs as it once did on the international end° So, 

there is not much difference there, I would say~ basically, other than the fact that 

you'Ve ~ot political and-other economic differences 9 geographical differences~ etco~ 

but basicallv.~ the problems are the same° 

Now, when you.come to the Russian and Satellite countries you've ~ot an entirely 

different situation £here because they~ in effect, ~rather than using the impersonal 

kinds of controls such as you ~et through monetary and fiscal policy that we use in 

this countrv~ the V have direct control° Instead of the market economy savin~ "We 

29 



will produce this in response to the demand of spenders, and we~ll produce it by the 

methodsthaiturn out i~ the market to be the most efficient$ we'll produce the quan- 

tities that the buyers want, etco" they say, '~We~ll produce this in this quantity; 

that ~ in that quantity; and that in this quantityg" etco They have a very stringent 

direct control, which is their alternative to monetary policy° So, they don~t:reall}7 

have a monetary Dolley in the sense that we see ito It's a very different sort of 

thin~o 

There are three ways you can stabilize: These direct types of controls~ of 

whi=h price and wa~e controls are a tyDe~ by fiscal policy~ t~he way in which the 

government handles its debt~ or by budget policy or by monetary policy, We~ve taken 

thelatter two and thev~ve taken the first two° 

- ThatVs the best way I can answer your question, reallv~ in a nutshello 

QUESTION: In using the policy that you have described, do you say,that it 

would be possible to select ~eo~raDhlcal areas~ selecting some areas~ discouraging 

some areas~ for~ Derhaps~ the defense of others? 

DRo BLACK: Well9 not under the system of controls that we now have° There 

are some people who feel that we ought to have extensive slective credit controls, 

For example, there's a ~rofessor at West Virginia University who has the idea that 

we ought to have selective credit controls that we could use to ease up, particular= 

Irwin the case of West virginia which i~ a depressed area~ a~d try to stimulate 

WestVirginiao 

l~ve really got serious doubts that we could do this sort of thing with the 

monetary ~olicy of the type that we~ve got° He would let the banks there be sub~ect 

to lower reserve requirements and all sorts of things like that~ than the otherso 

Bu~ the credit is pretty fluid° You've always got the problem of Dollcin~ ~s~ 

like price controls will break loose if you don~t ~olice them very carefullw The 

30 



same thing is true of selective controls° Unless you have the whole economy in a 

straight-~acket of selective controls~ credit moves inand out° You can't even 

have a different discount rate very long in one of the Federal Reserve Districts 

from what you have in another° If you do~ the banks will borrow from the bank 

withthe low rate and lend to the banks in the other districts that have to pay a 

hi~her rate~ and make a profit on the differential° So9 I don~t really think itVs 

very feasible° 

Colonel Tillman, before we end~ could i clear u~ a point that Admiral Rose 

raised that I think is very valid. He raised the Dolnt as to whether or not this 

is really quite cricket for us to lower the discount rate when the underwriters of 

the AT&T issue stood to make a profit on ito 

Well s I might say that this was not in any way considered on the basis of what 

Was true of the underwriters of AT&T at all at the time° AT&T 9 of course~ didn't 

make an,thing on this~ they had already sold the securities° The onlv ones who 

D~ofited there were the underwriters when they bouKht t~e securities° This kind of 

thing has to be done at some time or other° Any time you change the discount rate 

there are going to be securities in the hands of underwriters° And if you raise 

the discount rate some of the underwriters are going to take a losso We don~t con~ 

sider that° We can't consider it° We're not Drofit-motivatedo We're interested 

in the overall economy and not any particular group° 

Similarly, if you !'ower the discount rate anybody who has securities to sell 

- marketable securities ° is apt to make some profit benause security prices are 

likely to go UD~ So~ you're going to affect somebody, What we try to do is to 

raise or lower rates from time to time° And the raising or lowering of rates can 

be profitable or unprofitable tDa number of people and a number of institutions° 

And it is~ every time we chan~e it~ profitable to some and unprofitable to others° 
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Itqs just a question as to whether or not they guessed right concerning how interest 

rates are going° But we had no intention of giving a windfall Drofit to these fqlks 

at allo The time had come and somebody had to benefit by ito And if it had not 

been this group it would have been somebody later on° Just as when we do the other 

thing~ somebody is going to get hurt and it might have been this same g~roup that 

might have gotten hurt° 

COLONEL TILLMAN: Gentlemen9 Dr° Black is going to be in the Faculty Lounge 

from now until I0:30 and you"re invited to come in and discuss additional questions° 

Dro Black, on behalf o~ the faculty and student body I want to thank you very 

much for a very interesting, revealing 9 and wonderful Dresentationo Thank you. very 

much° 
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