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A meeting of the Board of Governors of the Federal Reserve

System with the Federal Advisory Council was held in the offices

of the Board of Governors in Washington on Monday, October 7, 1940,

at 2:15 p.m.

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. McKee
Mr. Davis
Mr. Draper

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

the Chairman
Mr. Wyatt, General Counsel
Ir. Thomas, Assistant Director of the

Division of Research and Statistics

Messrs. Steele, Fraser, Loeb, Huntington,
Hanes, Brown, Ragland, Crosby, Evans,
Harding, and Dick, Members of the Fed-
eral Advisory Council representing the
First, Second, Third, Fourth, Fifth,
Seventh, Eighth, Ninth, Tenth, Eleventh,
and Twelfth Federal Reserve Districts,
respectively

Mr. W. V. Crowley, Vice President, Fulton
National Bank, Atlanta, Georgia, rep-
resenting the Sixth Federal Reserve
District in the absence of Mr. Clay

Mr. Walter Lichtenstein, Secretary, Fed-
eral Advisory Council

Mr. Brown stated that the Council felt that the Board should

be complimented for the part it had taken in the development of the

form' 
contract for emergency plant facilities and in the passage
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of the bill which will permit the assignment of claims against the

United States and that the latter should make it possible for the

greater part of the contracts for emergency plant facilities to be

financed by the banks.

He also stated that information had come to the Council that

prospective borrowers for the purpose of financing emergency plant

facility contracts had been advised by a service official that any

rate above 1-1/2 per cent would be exorbitant, and that the funds

could be obtained from the Reconstruction Finance Corporation, that

the question had been raised whether the rate should be a uniform

one, and that the members of the Council felt that while rates

Should be as low as is consistent with sound banking, each bank

Should attempt to evaluate the risks involved in each case and fix

the rate accordingly. He added that the Council would like to know

Whether the Board agreed with that position and what it would regard

as reasonable rates.

Mr. Davis stated that so far as he knew there was no purpose

on the part of the National Defense Commission to fix the rate and

expressed the opinion that competition between member banks, the

size of the loan, the credit standing of the borrower, and other

fact ors would determine the rate. The other members of the Board

expressed agreement with Mr. Davis' statement.

Chairman Eccles referred to the telegram sent to the Federal
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Reserve Banks by the Board under date of September 20, 1940, asking,

among other things, for an indication of the rates at which loans of

the kind above referred to would be made by the banks, and stated

that the replies indicated a range of rates from 1-1/2 per cent to

3 or 4 per cent. It was also stated that the Reconstruction Finance

Corporation had stated that It would be willing to make such loans

at 4 per cent, and it was agreed that although this undoubtedly would

place a ceiling on the rates charged, wily of the loans would be made

at rates below that figure. During a discussion of the interest that

the Federal Government would have in the rates charged by banks for

loans in connection with the national defense program) Mr. Davis

stated that, if the Council desired, arrangements could be made for

Messrs. Palmedo and Eaton from Mr. Knudsen's Division of the National

Defense Commission to meet with the Council and discuss any questions

that the members of the Council might have with respect to the emer-

gency plant facilities contract.

Mr. Brown stated that the banks did not want to be in a posi-

tion of going contrary to the policy of the Government on defense

contract loans and did not want to be accused of taking advantage

of the necessities of the emergency, but that it was felt that in

mallY cases in which the contract would be used the borrowers would

not have the highest credit standing and it would be unfortunate if

the Government were to insist on holding rates down to a fixed
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maximum without regard to the credit factors involved.

During a further reference to the rates mentioned in the replies

received by the Board from the Federal Reserve Banks, Mr. Brown inquired

whether there would be any question of a 3 per cent rate being a reason-

able one. Chairman Eccles suggested that the answer would depend on the

size of the loan, the credit standing of the borrower, and the other credit

factors involved, and that banks should determine the rate on its merits.

The discussion was concluded with a statement by Mr. Davis that he

believed that, aside from the credit factors in the individual case, com-

petition between banks would be the Principal factor determining rates to

be charged on these loans and that the rates would be reasonably low.

Mr. Brown stated that the Federal Advisory Council felt strongly

that, in so far as the Board is able to exercise an influence at the

Treasury, it should do so to the end that the Treasury would sell future

issues of Government securities to investors other than banks in order to

avoid further increases in bank deposits from that source, that the

Council was drafting a recommendation to the Board on the matter and that

it would be glad to have any observations that the members of the Board

might wish to make on the subject.

Chairman Eccles stated that this matter had been discussed from

time to time by the Board and with the Treasury since last Spring, that

it was felt that the financing of the national defense program was a very
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important matter that should be considered from a long range viewpoint,

that there were other phases to the problem than that raised by the

Council, that he did not think there was any difference of opinion on

the part of the Board on the question of the importance of avoiding

as far as possible the further sale of Government securities to banks,

hut that the difficulty was how a further increase in the holdings of

Government securities by banks was to be avoided so long as they held

large amounts of funds seeking investment. He also added that members

of the Board, as well as the Treasury, did not favor the issuance of

defense securities to be retired from earmarked revenues as required

by the present law, and that it was hoped that the authority of the

Treasury could be broadened so as to give the Treasury discretion as

to the form future borrowings would take. Mr. Brown stated that, even

thou -1 the steps taken were not effective in preventing further increases

in security holdings of banks, they would be in the right direction and

would point out the danger of such increases.

Mr. Brown then said that, although the Council realized that a

transfer to the Federal Reserve Banks of the Government deposits held

by member banks would be only a partial measure in reducing excess re-

serves of the banks, the members of the Council felt that the Board

should use its influence with the Treasury to effect the transfer.
The Council felt also, Mr. Brown stated, it would be desirable for the

System to make further reductions in its holdings of Government securi-

ties, retaining only a sufficient amount in the portfolio to enable the

Reserve Banks to earn their expenses. He added that these two measures
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Would reduce reduce existing reserves by as much as $1,000,000,000, and that

while this was only a small part of the problem, gold imports were

continuing at a substantial rate, the Government securities market

had continued to be strong in spite of developments abroad and in-

creased danger of the United States being drawn into the war, and that

the present would be a good time to effect the reduction.

Chairman Eccles responded with the statement that he understood

the Council's position was that, recognizing that the System did not

have the power to deal effectively with the excess reserve situation,

action which would (1) transfer to the Federal Reserve Banks the Govern-

ment deposits held by member banks, (2) reduce the System portfolio to •

the maintenance point, and (3) increase reserve requirements to the

limit provided by law, would tend to hold the situation until such time

as legislation might be enacted to enable the Board to deal with the

situation.

Mr. Brown replied that, although the Council was of the opin-

ion that reserve requirements should be increased to the maximum

allowed by the law in its present form, it would not urge that at the

present time, but did feel that, even though the effect of the other

actions suggested were only temporary and psychological in their effect,

the Board should do what it could by such actions to reduce the volume

of reserves for the reason that if it should become necessary to take

action later, the System would be in a better position to say it had
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done everything within its power and that some change should be made

in the law.

On the question of further authority to increase reserve re-

quirements, Mr. Brown stated, it was the feeling of the Council that

the authority should be limited to percentage increases and that

changes in these percentages should be made only by Congress.

Mr. Evans commented that some members of the Council had taken

the position that the remaining authority of the Board to increase

reserve requirements might very properly be exercised at the present

time. Mr. Brown amplified this comment by the statement that four

members of the Council had

action to increase reserve

while the increase

expressed themselves as favoring immediate

requirements and

should be made, it would

eight members felt that,

be inopportune for such

action to be taken at the present time.

Mr. Brown inquired as to the status of the Board's answers to
the Wagner questionnaire, whether the Board and other organizations to

Which questions had been addressed would publish their answers, and

whether the Board was being urged to submit its answers to the Wagner

Committee. Mr. Morrill stated that, at the request of the Board, mem-
bers of the Board's staff were engaged in preparing drafts of answers
to the questions addressed to the Board, that the answers had not yet
been

considered by the Board, and that the Board had little information
as to how far other organizations had gone in preparing answers to the
questions addressed to them although it was known that work was being
done.
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Mr. Brown stated that the reason for the Council's inquiry

was it was uninformed as to procedure that was to be followed in con-

nection with the consideration of the answers to the Wagner question-

naire, and that it had not been asked to answer any part of the

questionnaire. He said that it was hoped that some kind of orderly

procedure would be followed and that it was not contemplated that a

banking program would be prepared for consideration by Congress with-

out ample opportunity for interested parties to be heard.

Chairman Eccles stated that the Board knew of no such plan,

that there had been prepared one or more tentative legislative programs

during the last two or three years as a basis for discussion by the

Board but that the Board had not considered or agreed upon a program.

He added that he saw no objection to the preparation ()fa general

program in connection with which everyone would be given an opportunity

to offer suggestions. He did not think, however, that, in absence of

an emergency requiring additional legislation, a comprehensive legis-

lative program would be passed by Congress without adequate opportunity

for its thorough discussion.

Mr. Brown then referred to the "easy money" statement submitted

by the Council at its last meeting with the Board and said that further

Consideration had been given to the statement during the current meet-

ing of the council when it was decided to make two minor changes in

the 
statement and to withdraw the request that the statement be pub-

lished in the Federal Reserve Bulletin. The reason for the withdrawal

of the request, Mr. Brown said, was that it was believed that it would

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



1296

10/7/40 -9-

be unfortunate to publish the statement prior to the presidential elec-

tion, but that it was the feeling of the members of the Council that it

Should be published sometime and that the Council would request that it

be published in the annual report of the Board together with the recom-

mendations made by the Council during the year. He added the Council

would have no objection to the Publication of the statement before the

end of the year if the Board desired to do so.

Chairman Eccles stated that the Board felt that the position

taken in the statement was unwarranted in so far as it implied criticism

of the Board in connection with the matters over which the Board has

little or no authority, that, if the statement were published in the

annual report or the Bulletin, it would be necessary for the Board to

Publish a reply, that this would give the impression to the public of

strong 
differences of opinion between the Council and the Board, and

that there had been no indication at the meetings of the Board with the

Council that there existed the wide difference of opinion that the

C°uncil's statement would indicate. In this situation, Chairman Eccles

said it was suggested that a committee of the Council be appointed to

meet with a committee of the Board for the purpose of determining whether

a 
statement could be prepared, on the basis of the Council's statement

and the Board's reply which was in process of being placed in final form

and could be ready in a reasonably short time, which could be agreed up-

on by the Council and the Board and which would be effective in achiev-

ing the objectives desired without the appearance of controversy that

the 
publication of the two statements would create.
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Mr. Brown stated that the Council would be glad to consider that

suggestion at its separate meeting.

Mr. Dick made the comment at this point that, if the Board was

Willing to withdraw the question to which the Council's statement was an

answer, he saw no reason why the Council should not withdraw the answer.

Mr. Evans disagreed with this suggestion for the reason that he

felt the statement involved a fundamental problem and that a further

study of the problem by the suggested committees would be a more con-

structive procedure.

It was agreed that the Council would give consideration to Chair-

man Eccles' suggestion and that another meeting of the Council with the

Board would be held tomorrow morning at 10:30 a.m., at which time Messrs.

Palmed() and Eaton of the National Defense Commission would be present to

answer any questions that the members of the Council might wish to ask

With respect to the emergency plant facilities contract.

Mr. Brown stated that, in the absence of objection from the Board,

the fourth meeting of the Council this year would be held at the regular

time on November 17-19, 1940. The members of the Board indicated that

the
suggested dates were satisfactory to them.

Thereupon the meeting adjourned.
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Secre ary.

Chairman.
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