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A meeting of the Board of Governors of the Federal Reserve

System with the Presidents of the Federal Reserve Banks was

Washington on Saturday, September 28, 1940, at 9:00 a.m.

PRESENT: Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. McKee
Mr. Davis
Mr. Draper

held in

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

Chairman
Mr. Wyatt, General Counsel
Mr. Dreibelbis, Assistant General Counsel

Messrs. Young, Harrison, Sinclair, Leach,
Parker, Schaller, Martin, Peyton, Hamilton,
Gilbert and Day, Presidents of the Federal
Reserve Banks of Boston, New York, Phila-
delphia, Richmond, Atlanta, Chicago, St.
Louis, Minneapolis, Kansas City, Dallas
and San Francisco, respectively.

Mr. Kimball, Secretary of the Conference of
Presidents

Mr. Harrison reported that the Presidents' Conference at its

meeting yesterday had among other things discussed the question of

rates which should be charged by the Federal Reserve Banks in making

industrial advances under section 13b of the Federal Reserve Act in

connection with the defense program. He said that, while there were

some differences of opinion among the Presidents, in general they felt

that there was no necessity for uniformity among the Federal Reserve

Banks as to the rates which should be charged; that it was desirable
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to provide for a spread in the rates of each individual Federal Re-

serve Bank applicable to loans made direct to borrowers through par-

ticipations with local banks; and that where there are participations

in loans made b, local banks the Federal Reserve Bank should partici-

pate at the rate charged by the local bank, regardless of whether it

is lower than the published rates at the particular Federal Reserve

Bank. He stated that necessarily the practice would vary among the

Federal Reserve Banks, and one question which presented great diffi-

culty was whether or not Reserve Banks should participate with mall

country banks in financing defense activities in their communities

Where the loan involved was larger than the country bank could handle

under ordinary conditions; in other words, he said, the question turned

on whether correspondent banks in large centers should be given an op-

Portunity to share in a particular loan. He referred to the fact that

section 13b was so drawn as to indicate that it was expected that the

Federal Reserve Bank would make a loan only if the borrower were un-

able to obtain the desired assistance from the usual sources. Mr.

McKee expressed the opinion that the fact that the System was operating

under a plan set up by the Government with funds provided by the Gov-

ernment might justify a different point of view as to uniformity under

section 13b than had prevailed among the Federal Reserve Banks as to

their discount rates.

Mr. Harrison stated that the Presidents felt that in individual

cases the Reserve Banks should be willing to take participations at
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rates lower than the published miniiaum and that, in order to permit

this practice, it might be desirable to have a schedule of rates satis-

factory to the Board which would permit the Federal Reserve Banks to

make loans at rates agreed upon between the Reserve Bank and the local

bank.

There was a discussion as to the legality of a practice where-

by the Federal Reserve Banks would make loans at rates lower than the

Published rate for the type of loan, and various suggestions were made

with the view to meeting this situation. Mr. Young thought that it

would be preferable for the Board

the Federal Reserve Banks to make

minimum in their discretion. Mr.

from 2% to 6%. Mr. Parker raised

to approve a minimum rate and permit

loans at any rate at Or above such

Peyton suggested a range, for example,

a question as to whether it would not

be necessary to fix a definite rate in order to comply with the provi-

sions of the law and the Board's regulations. Mr. Martin expressed the

view that it would be more satisfactory to have the local banks make

loans under commitments from the Federal Reserve Banks, and that there

Should be a System commitment rate.

Mr. Ransom raised a Question as to whether it might not be pos-

sible to announce in the published schedules that the established rate

at which a Federal Reserve Bank would participate would be the rate

agreed upon between the local bank and its borrower, having in mind

that if necessary the Board's regulation should be amended.
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At the conclusion of the discussion, Mr. Harrison endeavored

to summarize the views of the Presidents by stating that they felt:

(1) that the variety of problems arising in financing the Defense Pro-

gram makes it desirable to have a spread in rates; (2) that, in gen-

eral, the rate charged by the Federal Reserve Bank on its participation

should be the rate agreed upon by the local bank and the borrower; and

(3) that the Board should be asked to approve this procedure, having in

mind that each Federal Reserve Bank would submit to the Board cases in-

volving any departure from the published schedules.

Mr. Smead entered the room during the foregoing discussion.

It was understood that the Board
would study the situation in the light
of the views of the Presidents' Confer-
ence and consider what plan would be
most desirable to provide for recogni-
tion of rates agreed upon by the local
bank and the borrower.

Mr. Davis withdrew from the meeting before the next subject was

taken up.

Mr. Harrison stated that the Conference, at its meeting yester-

day, had also considered the topic submitted by the Board relating to

the adoption of a uniform policy with respect to the granting of leaves

of absence and the payment of salaries to employees of Federal Reserve

Banks and the Board who are called into military service. He said

that there was no unanimity among the Presidents as to the policy which

Should be adopted in dealing with this problem, and that he had ap-

Pointed a subcommittee consisting of Messrs. Peyton, Chairman, Young
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and Schaller, with power to act in formulating recommendations on this

subject for the Board's consideration. He then asked Mr. Peyton if he

was prepared to make an interim report on the matter as a result of a

meeting of the subco-amittee held yesterday afternoon. Mr. Peyton said

that he and Mr. Schaller had met in a preliminary way with Messrs.

Szymczak and Smead and had discussed the matter briefly. He stated

that Mr. Young was not present at the meeting and therefore had not

Participated in the discussion, but that there appeared to be agree-

ment that it would be desirable to have uniformity with respect to any

Policy that might be adopted. He said there was some feeling among

those who discussed the matter that it would be advisable to wait and

see what the other governmental agencies are going to do; that Mr.

Szymczak had suggested that the subcommittee meet at a later date when

Mr. Young could be present; and that there was every evidence of thor-

ough accord on the matters discussed. Mr. Szymczak said that one ques-

tion which had presented some difficulty was that arising in the event

of disability incurred in line of duty. He said that it would be nec-

essary to take up the matter with the Retirement Committee before any

recommendation could be formulated.

Mr. Young said that the directors of the Boston Reserve Bank

would favor a policy whereby the Federal Reserve Banks would pay the

difference between what the draftee would receive from the Government

and his current salary at the Federal Reserve Bank, but that he had

suggested that no action be taken until the matter had been considered
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for the System as a whole, inasmuch as he shared the view that there

should be a uniform System policy.

Following the discussion on this ques-
tion, it was understood that the Presidents'

Conference would leave the matter in the
hands of the subcommittee, with power to
act, in order that it might collaborate with
the Board in working out a solution to the
problem.

Thereupon the members of the Board and its staff withdrew

from the meeting.

Approved:

Vic Chairman.

AX74.
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