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A meeting of the Board of Governors of the Federal Reserve

Sys
YStem with the Federal Advisory Council was held in Washington on

Ty
®sday, February 15, 1938, at 10:45 a.m.

PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairmean
Mr. Szymczak
Mr. McKee
Mr. Davis

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistent to the Chairman

Mr. Thurston, Speciesl Assistant to the
Chairman

Mr. Wyatt, General Counsel

Mr. Paulger, Chief of the Division of
Exeminations

Mr. Goldenweiser, Director of the Division
of Research and Statistics

Mr. Smead, Chief of the Division of Bank
Operations

Mr. Parry, Chief of the Division of Security
Loans

Mr. Dreibelbis, Assistant General Counsel

Messrs. Steele, Aldrich, Loeb, Williems, Hanes,
Ball, Brown, Smith, Harding and Dick, members
of the Federal Advisory Council representing
the First, Second, Third, Fourth, Fifth,
Sixth, Seventh, Eighth, Eleventh eand Twelfth
Federal Reserve Districts, respectively.

Mr. Henry W. Kingman, Treasurer, Farmers and
Mechanics Savings Bank, Minneapolis, Minnesota,
representing the Ninth Federal Reserve District
in the absence of Mr. Crosby.

Mr. Welter Lichtenstein, Secretary of the Federal
Advisory Council

Mr. Smith steted that in connection with the preparation of a

Stat
fment for submission to the Board on the subject "How can the Federal
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"ReserVS System increase the velue or scope of its services to member
bankg in practicable or desirable ways", which was suggested by the
Boarq rop consideration by the Council at its meeting on December 14,
1937' Members of the Council had written letters to a number of bankers,
that thé replies had not been summerized, but that this would be done
kL Statement prepared by the Council for submission at the next
Teeting of the Council with the Board.
Mr. Smith then said that the Council had given preliminary

eonsidel‘ation to the questions suggested by the Board for discussion

% thig meeting of the Council with respect to (1) the function of the
Sderal Advisory Council as a part of the Federal Reserve System, and
(2) What types of topics should be discussed by the Council with the
Soarq from time to time, end that a committee had been eppointed by

the Council to draft & report which would be available at the next meet-
'8 ¢ the Gouncil with the Board.

Upon inquiry as to the present status of the Patman Biil "pro-

Viding for Government ownership of the twelve Federal reserve banks

s for other purposes", Mr. Rensom stated that Representative Patman
e Making 1ittle progress in his attempt to obtain an agreement by

the B&nking and Currency Committee of the House of Representatives to
tolg hearings on the bill, that Representative Patman has indicated

. desire to have each of the members of the Board as well as other

Dep
Song testify at such hearings, end that if his wishes are finally
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ust g rather prolonged but possibly important hearing might result.

Mr. Smith inquired whether it would be helpful to the Board
17 the Council should submit a resolution with respect to its attitude
°R the bi1) and some of the members of the Board expressed an opinion
*8% they would like to have & statement from the Council with the
understanding that, for the present at least, it would be only for
¥is informetion of the Boerd. Mr. Ransom said that he felt that benkers'
QBSOCIations and other groups representing banks should give careful
*™AY 5 the b1l and the problems releted thereto rather than to adopt
1‘es‘:’l‘“icns opposing the bill without offering any solution of the
Tatters for which the bill is offered as a correction.

Mr. Smith stated that the Council had teken no action in con-
"%0%40n with the bill but had authorized its executive committee to take
ok Steps as might be regarded as necessary if at any time the bill

e talcen up for active consideration.

Mr, Steele inquired whether one of the questions presented by

: Patman Bill would be solved if provision were made for public
anership of the stock of the Federal reserve banks as distinguished
from bank ownership in order that ownership by the Government might

s avOided, it being understood that under fhis arrangement six direc-
forg Of each bank would continue to be elected by the shareholders who
wnuld Tepresent the public and three directors would continue to be

%po
Inteq by the Board as representing the Govermment. During a dis-




. 205

%/15/38 S

%ssion of this question Chairman Eccles referred to the large powers
TeP0sing in tne Treasury in the monetary field and field of credit con-
T 8nd pointed out that the powers of the Board and the Treasury

in these fields were so closely related that, under present conditions,
it Would not be possible to effect the complete independence of the
Tederay Reserve System regardless of the ownership of the Federal re-
*8rve banks,

Upon inquiry from Mr. Aldrich, Chairman Eccles outlined briefly
the ch&nge, which was announced yesterday, in the policy of the Tree-
"7 in relation to the sterilization of gold.

Mr. McKee referred to the solicitation by member banks in the

Arge Cities of deposits from country member banks in return for ser-
Ticeg Tendered by the large banks as city correspondents in competition
Mt the serviges being rendered by the Federal reserve banks. He ex-
Presseq the opinion that such action on the part of the city banks was
deBtTOYing in a large measure the value of membership in the Federal
Reseer System to small banks, thereby weakening the System and at the
Same time obligating the city banks to render services which in the

*g~run they could not afford to render.

Reference was made by Chairman Eccles to the practice of cer-
*aln o1y benks, particularly in the Cleveland district, of soliciting
bank dep081ts on the basis of an arrsngement under which the city banks

wnuld 8llow credit on collection items handled for their country cor-
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respondents at an earlier time than would be the case in the event col-
Lectiong were made through the Federal reserve banks, and stated that
*Ueh action gave rise to the question whether the Federal reserve banks
Shoul g R0t allow immediate credit for all items and render other ser-
Tees o Member banks in order that the effectiveness of the Federal
Resel'Ve System might be preserved. He also expressed the opinion that

e ®OTrespondent bank relations being evolved in this country were
Mverse 4, the interests of the Federal Reserve System and to the in-
*Tests of the banking system generally.

Mr. Smith stated thet the committee which had been appointed

° Prepare g Teport on the two questions suggested by the Board for

*h&lderat op by the Council would study the questions raised by

N !
S8spg, McKee and Eceles and would cover the matter in the committee

Teport,

Mr. Brown stated that one of the complaints of the small country
Penics 88ainst the Federal reserve banks was that the reserve banks re-
Rire Menber banks, in their use of the services of the Federal reserve
banks’ to comply with a maze of bureaucratic regulations and expensive
recording Procedures resulting in a disproportionate emount of work
e the lember banks and that he felt that there should be greater
iber&lity at the Federal reserve banks and that the officers of the

Te )
Serve banks should be more willing to consider the problems of the

I .
Mo banks and how the reserve banks could be more helpful to their

RASER
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Atber: banks, In this connection reference was made by members of the
Board to the fact that the officers of the Federal reserve banks are
"élected by the boards of directors of the benks, two thirds of the
Urectors being elected by the member banks, and that the responsibility
for the attitude of reserve bank officers toward these matters, within
the lnits of the regulations of the Board of Governors, rests largely
"ith the directors. The suggestion was also made by members of the
Counes that the officers of the Federal reserve banks should be al-
Owed 8reater freedom in meeting the problems arising in their respec-

31 . ;
"e districts without fear of being criticized by Washington for making
MWstakesg,

Cia)l g

Mention was also made of the attitude of State banking offi-
» the attitude of Federal reserve examiners, and the existence
3 deposi insurance as possible deterrents to increased membership
U the Federal Reserve System.
Mr. Smith stated that the committee appointed by the Council
"oulg COVer in its report the questions reised by Mr. Brown's statement
I the Subsequent discussion.
With respect to business and credit conditions in the respec-
il Ustricts, Mr. Smith stated that the separate discussions of the
"ML 1n4icated that the members felt that the decline in business
ksl had taxen place during the concluding months of last year and
Ming into the current year had leveled off and that there was un-

Unty ag to what the trend of business conditions would be in the
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Thereupon the meeting adjourned.
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Assistant Secretary.

Chairman.
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