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A meeting of the Board of Governors of the Federal Reserve System

pith the Presidents of the Federal reserve banks was held in Washington

on 
Tuesday, March 17, 1936, at 10:00 a. m.

PRESENT: Mr. Eccles, Chairman
Mr. Broderick
Mr. Szymczak
Mr. McKee
Mr. Ransom
Mr. Morrison

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Mr. Thurston, Special Assistant to the

Chairman
Mr. Wyatt, General Counsel
Mr. Goldenweiser, Director of the Division

of Research and Statistics
Mr. Smead, Chief of the Division of Bank

Operations
Mr. Paulger, Chief of the Division of

Examinations

Messrs. Young, Harrison, Sinclair, Fleming,
Leach, Newton, Schaller, Martin, Peyton,
Hamilton, and McKinney, Presidents of the
Federal Reserve Banks of Boston, New York,
Philadelphia, Cleveland, Richmond, Atlanta,
Chicago, St. Louis, Minneapolis, Kansas City,
and Dallas, respectively.

Mr. Day, First Vice President of the Federal
Reserve Bank of San Francisco

President Harrison reported that at the separate meeting of the

Presidents of the Federal reserve banks yesterday afternoon a Presidents'
Co
'Ilerence had been organized similar to the old Governors' Conference;

that he had been elected chairman of the Conference with Mr. Strater,
Vie

e President of the Federal Reserve Bank of Cleveland, as secretary;

44G1 that all of the standing committees of the Governors' Conference had

bee,
' reappointed as committees of the Presidents' Conference. He said
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that the presidents had considered the request of the Board that the

banks institute surveys looking to increased efficiency and economy in

the operation of the banks and that it had been agreed that the surveys

ahouad be instituted promptly. He stated that, in fact, some of the banks

had 
already started such surveys. He referred to the policy adopted by

the Federal reserve brinks in 1952 in instituting share-the-work plans end

to the
Policy followed at most of the banks since that time of retaining

elliPloYees in order to avoid increasing unemployment, and he stated that,

in view of this situation, it was likely that the opportunities at the

Pederai reserve banks for effecting savings at this time by a reversal

Of that policy would be much greater than had been the case when similar

Periodic surveys had been undertaken in the past. He added that it was

the feeling of the presidents that it -would be advisable for them to have

another meeting in Washington at an early date in order to compare notes

"to the results of the surveys being conducted and to work toward the

Eehlevent of uniformity of organization wherever possible.

He also stated that, in connection with a discussion at the

fleetjns Yesterday afternoon of the earning positions of the Federal re-

banks, a committee had been appointed to review the consideration

‘‘hich had been given by the banks in the past to the free services ren-

detaA
-m oly the Federal reserve banks, not with a view to making charges for

e4ch

the 8
services, but having in mind the possibility of curtailing some of

ervices which are now being rendered without charge.

President Harrison then referred to the statement of policy
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adopted by the Board of Governors at its meeting ,on February 29, 1956,

which- was read at the meeting with the presidents yesterday, and stated

that in discussing the matter in their separate session the presidents

had felt that the statement, which it was understood would be printed in

the annual report of the Board as a matter of policy, contained at least

°4 imPlication that the Board had already reached the conclusion that the
ban Ice were not efficiently and economically operated and that if this

P)3 cation lon were allowed to stand it might result in embarrassment to the

1416rd in the event it was found, on the completion of the proposed sur-

l'eYsy that further substantial economies and increased efficiency could

riot be effected.

He also made reference to the consideration which was given in the

Past by the Federal Reserve System to the question of salaries at Federal

468rye banks, particularly in 1921 in connection with the letter which

was addressed by the -Governor of the Federal Reserve Board to the Senate

" the United States in response to a Senate resolution which called for

intormation relative to the number and salaries of employees of Federal

488rve banks, and stated that it had been the policy in the past to fix

the salaries of employees of the Federal reserve banks at rates practically

eclual to salaries paid employees by commercial banks, but that the salaries

13614 to the officers of the Federal reserve banks had been considerably

1688 than the salaries paid officers of commercial banks, the disparity

between such salaries increasing in the higher positions.

Chairman Eccles outlined briefly the circumstances in which the

81ktement of policy of the Board was adopted, and said that the views of
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the various various Board members, while generally similar, were not identical, and

the statement of policy referred to was in the nature of a compromise but

was not intended as an indictment of the salary policies which had been

followed by the banks.

Mr. Szymczak stated that President Schaller had raised the question

*ether the presidents would be expected to undertake immediately the re—

°Irtenization surveys of their respective banks or wait until they received

troin the Board the letter mentioned in the statement of policy referred to

above. 
Chairman Eccles replied that it was the feeling of the Board that

the Presidents should commence their studies immediately with the view to

the completion of desirable changes in organization and salaries before the

end of the year.

In connection with the discussion of the policy to be adopted by

the banks covering sick and annual leave of employees, reference was made

t° the bills recently passed by Congress and approved by the President

cove 
ring

-
sick and annual leave for Government employees, and inquiry was

made as to whether the Federal reserve banks should allow annual and sick

o,iet
vs to their employees for similar periods. In this connection, it

1148 Pointed out that Government employees are not given the advantage of

Sta 
ts holidays and that short periods of time taken from their work are

chared 
against their annual leave, which practice is not followed in the

Caa
°f employees of Federal reserve banks. It was also stated that the

boa-na
41121 of directors of some of the banks might not be agreeable to such

leo
e schedules, and Chairman Eccles suggested that the Federal reserve

bkkk
8 might agree to maximum periods of sick and annual leave that might
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Upon further reference by President Harrison to the statement of

MIcY approved by the Board at its meeting on February 29, 1936, it was

understood that the Presidents' Conference would be given an opportunity

to review the statement and address a letter to the Board with regard

thereto 
if such action were thought to be desirable.

President Harrison then inquired as to when the Board proposed

totr ansfer the non-statutory functions performed by the chairmen and

4'41111 reserve agents to the operating side of the respective Federal

l'e8erlie banks, and Chairman Eccles replied that it was felt that it would

11°t, be advisable to fix a definite date but that the change would be

Inade at each bank as soon as possible in the circumstances.

Upon inquiry from President Harrison as to when the Board expected

the banks to submit the results of their surveys of salaries and functions

Of the banks, Mr. Broderick stated that the Board would like to receive
the

reports as soon as they could be finished, as they would have to be

e°11aidered separately by the Board and some banks might be able to com-

e the reports more promptly than others. He also expressed the view
that 

it would be desirable to have the reports submitted in time for

11"levi and final action by the Board by July 1, 1956. President Harrison
etat

601 that he felt the banks should have some time to complete the

1311rN'3 to enable the presidents

1tier 
Part of April and, in the

°tiler Federal reserve banks with

to meet in Washington again during the

meantime, to send representatives to

the view to obtaining detailed informa-
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as to the steps being taken by such banks.

Chairman Eccles then stated that the Board would like to have

stetements from the presidents on the following questions:

1. The desirability of the issuance at this time of
Regulation "U", Loans by Banks for the Purpose of
Purchasing or Carrying Equity Securities Regis-
tered on National Securities Exchange, and, in
the event the regulation is issued, what formula
Should be used for fixing margin requirements.

• Whether reserve requirements of member banks
should be increased, and, if so, whether the change
should be applied nationally or to reserve and
central reserve cities and not to country banks,
or to country banks and not to reserve and central
reserve city banks.

3.

4.

Whether the maximum rate of interest on time and
savings deposits prescribed in Regulation "Q"
Should be reduced and, if so, should the reduction
be uniform or should different rates be prescribed
for different cities or Federal reserve districts,
also, whether tction should be taken by the Board
vithout similar action being taken by the Federal
Deposit Insurance Corporation with regard to the
maximum rate of interest on time and savings de-
posits in nonmember banks.

Whether building and loan associations in the
respective districts, particularly Federal savings
and loan associations, are substantial competitors
of member banks for time deposits or loans or both.

It was the general feeling of the presidents that there was no

need for the issuance of Regulation "U" at this time, but that if the

130rd felt it ras necessary that it be issued, it should be in as simple

f°1111 as possible with the thought of increasing its restrictions later

n
ecessary. Presidents Young, Harrison, Fleming, Leach, Newton,

Hanat„
'con, and 7AcKinney, and First Vice President Day expressed the
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°Pinion that the regulation should not be issued at this time, while

Presidents Sinclair, Schaller, Martin and Peyton felt that the issuance

tpt the regulation now would enable the member banks to become familiar

with its provisions, and raise any questions regarding it, at a time when

there is relatively little activity by member banks in making loans for
the

Purpose of purchasing or carrying securities. It was also felt that

the margin formula used in the regulation, if and when issued, should be

as simple as possible, Messrs. Young, Harrison, Peyton, Hamilton and Day

eXPr easing the opinion that the formula should be on the basis of a fixed

Percentage of the current market value, and Messrs. Sinclair, Fleming,

tea01, Schaller, Martin and McKinney seemed to feel that it should be

chl the basis of a fixed percentage of the lowest market value during a

ateted period. Messrs. Young and McKinney also favored an exemption from

the requirements of the regulation of small accounts which could have no

Material effect on the volume of credit used for purchasing or carrying

securities.

With regard to the question whether reserve requirements of member

4114 should be increased, Messrs. Harrison, Sinclair, Fleming, Leach,

Schaller, and McKinney stated that they favored an increase. The other

Presidents expressed the opinion that reserves should not be increased at
this 4,,

a-:me, some feeling that there was no need for an increase and others

thet such a step might have a chilling effect on business recovery.
Mees

I's. Sinclair, Fleming, Leach, Schaller, Martin, and Hamilton expressed
the

°Pinion that, if a change were made, it should be confined to reserve
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and central reserve cities, and Mr. McKinney felt that it should be

aPPlied to all banks. Messrs. Harrison, Sinclair, Fleming, and Schaller

"Pressed the opinion that the increase should be 25%, and Messrs.

41..ri,son, and Fleming indicated a feeling that a larger increase might be

deatrable. Mr. McKinney stated that he felt the increase should not be

More than 25%.

President Harrison pointed out that an increase in reserve require-

,Inents which had not been changed since 1917, might be regarded as a

1144menta11y proper adjustment to meet changed conditions, and stated
that 

he felt that, inasmuch as practically all of the banks have sufficient

excess reserves to meet an increase in requirements at the present time,
It 

would be much easier to make the change now rather than to wait until

tIlt" bad been an expansion of credit on the basis of excess reserves

which would result in a greater number of banks being faced with the

Ilece8WAY of borrowing from the Federal reserve banks to furnish the re-

414-red reserves.

t be discount rate in order to make it clear that the increase in re-

requirements was not a reversal of System policy. He pointed out
tha4

b
,
the authority given the Board was "in order to prevent injurious

, t expansion" and expressed the opinion that the action should not be
dela,

4ed to the point where it would be necessary to take it as a corrective

.144811re.

a

eredi

V17/36

He added that, if necessary, be would favor a reduction

Messrs. Young, Harrison, Leach, Newton, Martin, Peyton, Hamilton
44d

ay stated that they favored no change at this time in the maximum
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interest rates on time and savings deposits prescribed in Regulation "Q".

Messrs. Sinclair and Fleming indicated that they favored a 2% maximum

rate: and Mr. Fleming felt that there should be a differential of 1/2% in

the maximum rate prescribed for reserve city banks and country banks, the

lower rate applying to the former. Mr. Schaller stated that he felt the

Inaximum rate prescribed in the regulation was not important. Mr. McKinney

falr°red a reduction of 1/2% in the maximum rate prescribed for reserve

eitY banks. He also felt that the reduction should be made regardless

Of whether a similar reduction were made by the Federal Deposit Insurance

Corporation. Messrs. Sinclair, Schaller, Martin and Peyton stated they

favored a uniform maximum rate for all banks. Messrs. Young, Sinclair,

PlemIng, Leach, Schaller, Peyton and Hamilton expressed the opinion that

the
maximum rate prescribed by the Board for member banks and by the

Federal 
Deposit Insurance Corporation for nonmember banks should be uni-

form.

It was the general impression of the presidents that building

4114 loan and Federal savings and loan associations were not substantial

eQmPetitors of the banks for time deposits or loans.

The meeting recessed for luncheon and reconvened at 2:50 p. it.

*ith the same attendance as at the morning session, and the statements of

Messrs. NT, Hamilton, Newton, and Leach in connection with the four

44estions referred to above were made during the afternoon session. Upon

1.4111117 being made as to whether the Board is required under the law to

test's Regulation "U", Mr. Wyatt stated that the law is ambiguous and

qt°1'neys differ on the point. He stated that it was his opinion that
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the issuance of the regulation was within the discretion of the Board but

that 
Congress expected that the Board rould issue it.

Upon the completion of these statements, Chairman Eccles inquired

whether there was as strong a feeling in the respective Federal reserve

districts at the present time with regard to the possibility of inflation

"was indicated a year or so ago, and whether the fear of inflation was

resulting 
in investments in real estate and stocks rather than in funds

being made available through mortgages.

It was the opinion of the presidents generally that the fear of

inflation was still present in their districts, although perhaps more

quiescent than a year ago. The statement was made by some of the presi-

dents that there was evidence of hedging against inflation through in-

\restment in real estate and equities, but it was indicated that there

Were 
sufficient funds available in all districts to supply the mortgage

laarket at very favorable terms and that there was no lack of long term

credit.

Mr. Morrison inquired (1) whether the Board was doing anything at

the Present time which was making it unreasonably difficult for State

banks to become members of the Federal Reserve System and, if so, what

Should be done to remove such difficulties, and (2) whether the Board

w48 doing anything which was making it difficult for the Federal reserve

b"'ke to carry on their work, and what steps might be taken to improve

the relations between the Federal reserve banks and the Board. Mr.

4°Ibrison stated that it was expected that the presidents mould answer
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the tro questions frankly in order that the Board might have their

°Pinions as to desirable changes.

In answer to the first question, the presidents expressed the

°on that the principal reasons for the failure of more State banks

to become members of the Federal Reserve System were beyond the Board's

echtrol, and that the only thing that the Board might do to induce State

hanks to become members would be a further simplification of its regulations,

tnd perhaps less technical interpretations of legal requirements. Mr.

Perton suggested that the Board and the Federal reserve banks should not

be in a position of soliciting State banks to become members of the Fed—

e?ra Reserve System but that the prestige of the System should be built

11P to a point where membership will be sought by such banks.

In response to the second question, the following suggestions

/Jere made*

1.

2.

3.

4.

6.

That the Board give the Federal reserve banks more
latitude in meeting local situations and support the
banks in the action taken by them in such situations.

That the Board and the members thereof handle problems
arising in the respective Federal reserve districts
through the Federal reserve banks and not otherwise.

That the Board avoid as much as possible delays in
replies to inquiries made by the Federal reserve banks.

That there be maintained betv,een the Board and the
banks at all times a feeling of mutual confidence.

That the presidents be made to feel that there is a
close direct contact betTeen them and the Board.

That the Board and members of its staff make more
frequent visits to the Federal reserve banks and main—
tain a closer contact with their operations and problems.
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7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

-12-

That there be a greater simplification of the present
personnel classification plans of the Federal reserve
banks.

That minor questions which arise in connection with
membership applications and examinations be left to the
Federal reserve banks to work out with the member banks.

That the Board delegate to the Federal reserve banks
such duties of supervision as it may legally so delegate.

That the Board refer persons complaining of the treat-
ment given their applications for industrial loans to
the Federal reserve banks rather than making replies
to such complaints.

That the Board undertake to counteract the propaganda
being disseminated against the Federal Reserve System.

That the officers of Federal reserve banks adopt a
definite program of visits to the member and nonmember
banks in their districts.

That the Board investigate the possibility of reducing
the number of regulations, memoranda, letters, telegrams,
etc., sent by it to the Federal reserve banks and the
number of reports required by it.

That, in order to retain the active support of the
boards of directors of the Federal reserve banks, the
Board seek to place upon such boards greeter responsi-
bility and to avoid the possibility of creating the
impression on the part of the directors that there are
no major problems left for their final decision.

That whenever the Board finds it necessary to overrule
an action taken by the directors, advice of the Board's
action be accompanied by a full statement of reasons.

That the Board investigate the possibility of having
all of the e7amining functions of the Federal Reserve
System carried on at the Federal reserve banks rather
than having the supervision of that work conducted from
Washington.

That the Board should act as a. coordinating body rather
than a governing body.
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Chairman Eccles stated that it was proposed that each member of

the Board would visit the twelve Federal reserve banks at least once a

7ear and that the Board hoped that it would be possible to arrange frequent

conferences with the presidents in order to promote a feeling of close

c°cTeration and mutual understanding in carrying on the lkork of the Fed-

Reserve System.

Thereupon the meeting adjourned with the understanding that a

Meeting of the Federal Open Market Committee would be held tomorrow

rac)rning at ten o'clock.

Op 
Secretary.
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