
A meeting of the Board of Governors of the Federal Reserve

SYstem was held in Washington on Wednesday, April 26, 1939, at 11:30

a• m.

PRESENT: Mr. Eccles, Chairman

Mr. McKee
Mr. Davis
Mr. Draper

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

The action stated with respect to each of the matters herein-

after referred to was taken by the Board:

The minutes of the meeting of the Board of Governors of the

Federal Reserve System held on April 21, 1939, were approved unani-

mously.

Letter to Mr. Preston, First Vice President of the Federal

Reserve Bank of Chicago, reading as follows:

"Receipt is acknowledged of your letter of April

18th, requesting approval of the employment of the firm

of Mayer, Meyer, Austrian & Platt and Mr. Adelbert Brown

as special counsel for the purpose of contesting part of

the taxes on the building of the Federal Reserve Bank of

Chicago for the year 1938.

"The Board has already approved their employment

for the same purpose in connection with the taxes in the

past, and it approves their employment in connection with

the taxes for the year 1938, upon the basis outlined in

your letters, namely, a contingent fee of not less than

10 per cent nor more than 15 per cent of the saving ef-

fected, plus certain special expenses, with the under-

standing that within these limitations the total fee will

depend upon the work involved and the number of parties

who are joined in the action."

Approved unanimously.
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Letter dated April 24, 1939, to Senator Glass, reading as

follows:

"In reply to the questions raised in Senator Bank-

head's letter of March 21 which you enclosed with your

letter of March 30, the Board wishes to state that title

to gold held in the Treasury is vested in the United

States. The great bulk of this gold has been indirectly

added to the money supply of the country through the

issuance of gold certificates against it. In the follow-

ing paragraphs there is a brief discussion of several

phases of this question.
"1. Of the 415,500,000,000 of gold which the Trea-

sury holds 412,700,000,000 is pledged as security against

an equal amount of outstanding gold certificates (includ-

ing credits payable in such certificates). Under existing

law this gold cannot be used for any other purpose so

long as the certificates are outstanding. In addition,

$156,000,000 is held by the Treasury pursuant to law as

a reserve against United States notes.

"2. All but a small amount of the gold certificates

now outstanding have been issued by the Treasury to ob-

tain gold or credits from the Federal Reserve banks. The

Federal Reserve banks acquired $3,600,000,000 of new gold

certificates in exchange for their gold reserves which

they transferred to the Treasury in January 1934. The

remaining gold certificates which they hold have been is-

sued largely for gold purchased by the Treasury since that

time. The gold is paid for by drafts on the Treasury's

account with the Federal Reserve banks. Having acquired

the gold, the Treasury then replenishes its account at

these banks by issuing gold certificates to them. The

results of the operation are that (1) the Treasury has

acquired the gold, (2) the Federal Reserve banks have

acquired gold certificates, (3) the Treasury's balances

at the Reserve banks have been maintained, (4) an equiva-

lent amount of reserve funds has been paid out and added

to member bank reserves, and (5) deposits held by the

public and available for payments either by check or in

currency have increased. In brief, the effect of the

gold inflow on the banking and credit situation has been

the same as would have been that of an inflow of gold

under the automatic gold standard.
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"3. Since January 31, 1934, more than $8,000,000,000

of gold has been purchased in this manner and member bank

reserves have increased from about 4;2,000,000,000 to
0,600,000,000. This increase in member bank reserves

presents a serious potential problem from the point of

view of control of an inflationary situation if one should

develop.
"4. About .12,500,000,000 of gold in the Treasury

has not yet been put to active use and is therefore at
the free disposition of the Treasury. The Stabilization

Fund holds 41,800,000,000 of this gold, representing a

portion of the profit realized when the gold content of

the dollar was reduced, and the price of gold was raised

from 4;20.67 an ounce to 4135. The remainder of the unused

gold, about ';700,000,000, is in the General Fund of the

Treasury. To the extent that the Treasury puts this

42,500,000,000 to use in the form of gold certificates,

additional funds will be disbursed and member bank re-
serves will be further increased.

"5. Since the existing supply of currency and de-

posits in the hands of the public is considerably greater

than in 1929 and is not being actively used, since the
commercial banks have en unprecedented volume of excess

reserves readily available for a further expansion of cur-

rency and deposits, and since the Federal Reserve System

stands ready to supply additional funds whenever such ac-

tion will serve the public welfare, the Board believes

that additional issues of Treasury currency to the public,

whether related to the gold stock now held or not, can

serve no useful monetary purpose at this time and would

make the problem of excessive bank reserves in the future

more difficult to handle."

Approved unanimously, together with
the following letter dated April 24, 1939,
to the Secretary of the Treasury:

"Referring to the proposed letter to Senator Glass

on the title to our gold stock, on which the Board's com-

ments have been requested, there can, of course, be only
one answer to this question: the title to the gold is

in the United States Government.

"In preparing its own reply to a similar inquiry,

the Board has deemed it advisable to discuss briefly the
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"problems connected with the purchase of gold and the ef-

fects of these purchases through the issue of gold cer-

tificates on bank reserves. This is for the purpose of

dispelling the erroneous view that the gold is idle and

has not had its normal influence on the supply of money
and on credit conditions.

"A copy of the Board's letter is attached."

Letter to the Presidents of all Federal Reserve banks, reading

aS follows:

"In the enclosure which accompanied the Board's let-

ter X-9474 of January 31, 1936, it was stated that, re-
gardless of whether or not a member bank desires to have
allowable deductions from gross demand deposits taken
into consideration in the determination of its reserve
requirements, it must show (1) gross demand deposits, (2)
balances subject to immediate withdrawal due from other
banks, (3) cash items in process of collection, and (4)
time deposits, in the required reports of deposits sub-

mitted to the Federal Reserve bank for reserve computation
purposes. It was further stated, however, that, in such
reports of deposits, cash items forwarded to a correspondent
bank for collection and credit and charged to 'due from
banks' may be included in 'balances subject to Immediate
withdrawal due from other banks' instead of in 'cash items
in process of collection'.

"Recently there has been raised the question whether
or not the Board's letter X-9474 was intended to mean that

member banks must without exception report as 'cash items

In process of collection' any cash items sent to Federal

Reserve banks and in process of collection. As you know,

it is a common practice for country member banks to make
no distinction, on their books, between cash items with

Federal Reserve banks in process of collection and col-
lected reserve balances; that is to say, they commonly

debit 'Reserve with Federal Reserve bank' as soon as the

cash items are sent to the Federal Reserve bank for col-

lection and credit. Such action does not, of course,

affect the amount of reserve balances used in determining

whether or not the bunk has a deficiency in reserves, be-

cause the figures used for that purpose are the collected

reserve balances reflected by the books of the Federal

Reserve bank.
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"You are advised that, for the purpose of the reports

of deposits above referred to, the Board's letter X-9474

should be interpreted to mean that cash items with Federal

Reserve bank in process of collection need be reported as

'cash items in process of collection' only if shown as such

on the member bank's books. Permission to follow the same

procedure in submitting condition reports on form F.R. 105

will be incorporated in the letter sending out the forms

for the next call. Items with the Federal Reserve bank in

process of collection if shown separately on the bank's

books may, of course, be deducted from gross demand deposits

to obtain net demand deposits on which reserves are com-

puted, and member banks should be encouraged to make the

segregation, but they should not be required to do so."

Approved unanimously.

Letter dated April 22, 1939, to Mr. Walter Reid Wolf, Chairman,

Special Committee on Common Trust Funds, Trust Division, American Bankers

Association, New York, New York, reading as follows:

"This refers to Mr. Barclay's letter of March 21,

1939, submitting on behalf of your Committee revised copies

of the Plan for the operation of Common Trust Funds spon-

sored by the Common Trust hind Committee of the Trust
Division of the American Bankers Association. This re-

vision is dated March 21, 1939.
"The Board has reviewed this revision of the proposed

Plan, and you are advised that it is the view of the Board

that such proposed Plan does not conflict with the pro-

visions of the Board's Regulation F relating to the opera-

tion of Common Trust Funds. As indicated in your proposed

Foreword to the Plan, the Board has not undertaken to ap-

prove this or any other Plan, because it does not feel

that it mould be appropriate for it to do so.
"It has been observed that the proposed Plan does not

contain specific provisions with respect to the settlement

of accounts of a Common Trust hind; but, in the note to

Section 8.4 of the Plan, it is stated that your Committee

is endeavoring to prepare suitable provisions relating to

the settlement of accounts without recourse to the courts

which might appropriately be adopted in those jurisdictions

where it is not possible to obtain a judicial settlement
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"thereof. The Board concurs in the view stated by your
Committee in the same note that the most satisfactory
method of settling the accounts of Common Trust Funds
will be to have recourse to the local courts of appro-
priate jurisdiction. If it is necessary to use some other

method of settling the accounts of Common Trust Funds pend-
ing the enactment of necessary State legislation, the
Board feels that any method adopted should not be of such
a nature as to be unduly expensive to the Common Trust
Fund, should be entirely fair to all participants in a
Fund, should afford participants in the Fund an opportunity
to interpose objections within a reasonable time, and
should not preclude the participants from recourse to
courts of appropriate jurisdiction, or at least to an
arbitrator fairly selected by someone independent of the
trust institution, for the correction of improper adminis-
tration of the Fund.

"On page 28 of the proposed Plan it is stated that
'If the auditor be an independent one the appointment should
be made by some person holding a public or quasi public
position such as the Chairman of the Board of the Federal
Reserve Bank for the district in which the bank establish-
ing the common trust fund is located, or his nominee, the
State Banking Superintendent, the President of the local
Chamber of Commerce, etc.' Since the operation of Common
Trust Funds will came under the supervision of banking
authorities, it mould not seem appropriate for the chair-
man of the board of a Federal Reserve bank or a State
banking superintendent to undertake to designate the au-
ditor for a Common Trust Fund. It is suggested, therefore,
that no reference be made to any one connected with the
Federal Reserve System or with any other bank supervisory
agency in the provision above quoted.

"It is suggested that the provisions of the last sen-
tence of Section 5.4 of the proposed Plan would be clearer
if the last three lines of that section, with the exception
of the reference to the footnote thereto, were stricken
out, and the following inserted in lieu thereof: 'except
that nothing herein shall be deemed to enlarge any authority
conferred upon any co-fiduciary by the instrument estab-
lishing the participating trust'.

"It seems clear that it is not contemplated under the
Plan that a Common Trust Fund shall bear the expense of an
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"audit of a liquidating account as provided for in Section
7.7 of the proposed Plan, but it might be well to so in-
dicate specifically either in Section 7.7 or in Section
3.6 where reference is made to the compensation and expenses
of the auditor being paid out of a Common Fund.

"It appears that the word 'as' has been inadvertently
omitted after the canna at the end of the second line at
the top of page 34 of the proposed Plan.

"As you know, a representative of the Bureau of In-
ternal Revenue has participated in the informal conferences
which the Board's staff has held with your Committee on
this matter; but, in view of the numerous tax questions
involved in the Plan, it is assumed that, before the Plan
is finally adopted by your Committee, such clearance as
may be necessary will be obtained from the Bureau of In-
ternal Revenue with regard to any doubtful questions which
may be involved in the Plan relating to taxation of Common
Trust Funds.

"The Board wishes to express its appreciation of the
cooperation of your Committee in this matter."

Approved unanimously.

Letter to Mr. Hitt, First Vice President of the Federal Reserve

Bank of St. Louis, reading as follows:

"In view of the circumstances outlined in your letter
of April 19, 1939, and the memorandum attached thereto,
the Board of Governors approves the action of your Execu-
tive Committee in ordering that, subject to the approval
of the Board, the loss of 09.18 on the loan to Mordie
Wolf, sole owner of Wolf's Department Store, be charged
to profit and loss."

APProved:

Approved unanimously.

Thereupon the meeting adjourned.

Assistant Secretary.

Chairman.
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