
1340

A meeting of the Board of Governors of the Federal Reserve

System was held in Washington on Thursday, October 17, 1940, at 4:00

P.m.

Mr.

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

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Nelson, Assistant Secretary
Mr. Smead, Chief of the Division of Bank

Operations
Mr. Van Fossen, Assistant Chief of the

Division of Bank Operations
Mr. Vest, Assistant General Counsel

McKee stated that following the meeting of the Board on

October 9, 1940, further

tO leave and benefits to

military service and that he would like to present certain phases of

the matter for consideration by the Board. It was stated that it had

been ascertained that Government departments could not make salary

PaYments to employees covering any part of the period of their mili—

tary service and Mr. McKee said that the question was whether the

Board should do anything for its employees beyond that which various

Government departments had authority to do. Reference was also made

to the fact that there was a question whether, if the Board should

lake salary payments to its employees ca)led into the military service,

the Paymasters of the Army or Navy might feel that they could not pay

the employees the regular service pay if the total of the payments by

study was made of the situation with respect

be granted to employees called into the
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the Board and the service payments exceeded $2,000 per annum.

Mr. McKee then presented a memorandum which read as follows:

"The following table shows the number and annual sal-
aries of male employees between the ages of 21 and 36 at
the Board and at the Federal Reserve Banks, and the number
Of employees of the Board and the Banks not within such
ages who are now members of one of the reserve components
of the military or naval services:

Board employees
Annual

No. salaries

Federal Reserve
Bank employees 

Annual
No. salaries

From age 21 to age 36
Married 74 $198,920 1,651 12,706,397
Single 57 114,950 1,120 1,447,283 

Total 131 313,870 2,771 4,153,680

Not between ages of
21 and 36 but members
of a reserve component
of the military or
naval service 3 21,800 55 100,568

Total 134 335,670 2,826 4,254,248

"The estimated cost to the Banks and to the Board of pur-
chasing one year's service credit in the Retirement System
for the above employees on their return from military service,
and the estimated annual cost of purchasing $1,000 of National
Service Life Insurance for each employee, are as follows:

Estimated cost of one
year's service credit

Estimated annual cost
of $1,000 of 'National
Service Life Insurance'
for each employee 

Board employees
Bank employees

$6,653 $1,077
85,085 22,721

"Current contributions to the Retirement System for the

benefit of these employees are much larger than those shown
above, because they include payments to cover death and dis-

ability benefits while in service.
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math respect to the Board's employees, it is sug-

gested that the Board give consideration to advising all

male employees between the ages of 21 and 36, other than

temporary employees, and other employees that belong to

one of the components of the military or naval service,
as follows:

1. That if they are called for military or

naval service and apply for reemployment

within 40 days after they are released

from such service, are still qualified

to perform the duties of their former po-

sition or one of equal status, they will

be considered as having been in an in-

definite furlough status and will be re-

stored to their former position or to a

position of like seniority, status, and

pay and reinstated in the Retirement
System without loss of credit for service

previously rendered.
2. That if and when they are reemployed, as

above described, within two years after
they enter military service, the Board

will pay into the Retirement System for

their benefit an amount sufficient to
give them the same service credit, based

on the Board's contributions, for the

period of military service or duty as
they would have earned if there had been
no interruption in their service, and
that similar payment by the employee to

the Retirement System shall be optional
with the employee.

3. That on application therefor they will
be granted such leave with pay as may be

due them at the time they enter military
or naval service.

"In setting forth the above suggestions, the provi-

sions of the law affecting Government employees have been
kept in mind and so far as it is known the suggestions
would not run counter to the intent of Congress.

"Determination of the status of employees at the Fed-
eral Reserve Banks in this respect is becoming increasingly

Pressing and it is understood that the Committee appointed
by the recent Presidents' Conference to confer with the

Board on this subject is anxious to meet with representa-

tives of the Board to work out a plan applicable to
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"employees at the Federal Reserve Banks as soon as such

meeting can be conveniently arranged. It is suggested

that Mr. Peyton, Chairman of that Committee, be advised

that representatives of the Board will be glad to discuss

these matters with the Presidents' Conference Committee
on Monday, October 21, or at such other date as may be

found convenient. Since the Federal Reserve Banks are

not operating under the same laws as do the Government

departments, and since Congress has evidenced a desire

that reasonably liberal treatment be given to employees
who are drafted into military or naval service, it is

thought that the Federal Reserve Banks may be justified
in doing somewhat more for their employees who are called
for military or naval service than the Board might be

justified in doing for its employees. It is suggested

that Mr. Peyton be advised of what the Board intends to
do for its employees but that it does not feel that the
plan to be followed by the Federal Reserve Banks need

necessarily be the same as that followed by the Board."

During a discussion of the memorandum, Mr. McKee stated that

he would like to have the special committee appointed at the last

Presidents' Conference come to Washington on October 21 for a discus-

of the problems involved.

Reference was made to the question whether it would be possible

for the Board and the Federal Reserve Banks to adopt a uniform policy

aId the suggestion was made that the Federal Reserve Banks might find

it necessary to adopt a somewhat more liberal policy than the Board

order to conform more closely to the policies adopted by banking

and business institutions in the local communities. On the other

h41, Mr. Eccles said there were large numbers of employees of the

ecleral Government and its agencies in Federal Reserve Bank and branch

cities and he questioned whether the Reserve Banks should adopt a more
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liberal policy policy than was followed by the Government with respect to

such employees.

Inquiry was made with respect to the policies being followed

by the Federal Deposit Insurance Corporation, the Comptroller of the

Currency, and the Home Owners' Loan Corporation, and Mr. Smead stated

that the first two felt that they were required by law to conform to

Practices followed by the various departments of Government and that

the Home Owners' Loan Corporation felt that since its funds were con-

sidered to be Government funds it should not adopt a more liberal

Pc'licY, although it did intend to grant employees their acclimulated

annual leave in cases where the payments thus made, when added to

the service pay, did not exceed $2,000 per annum. Mr. Van Fossen

stated that he had been informed that the Reconstruction Finance

Corporation had not determined upon the policy that it would follow.

Mr. McKee said that he was ready to recommend the adoption

Of the three numbered suggestions contained in the memorandum re-

ferred to above, that he might wish to consider later the additional

8teP of paying some part of the cost of employees' insurance while

in the service.

This latter point was discussed at some length and the members

indicated that they would be favorably inclined to an arrangement under

Which the Board would offer to each employee called into the service

to
PaY the cost of insurance provided by the Government in an amount
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equal to the nearest $500.00 multiple above the employee's current

annual salary, particularly in view of the fact that the life insurance

feature of the Federal Reserve Retirement System would be automatically

terminated during the period of absence on leave without pay. No de-

was reached on this matter but it was understood that it would

be discussed with the Presidents' committee.

Mr. McKee also raised the point whether, in view of the fact

that the Board had approved a policy of paying up to six months dis-

Missal pay to employees of the Board and the Reserve Banks whose ser-

vices were no longer required, an arrangement might be made under

which a similar payment would be made to employees who return to the

Board's employ from military service. The members of the Board pres-

ent felt that, in view of the fact that the circumstances were materially

different in the two cases, this arrangement would not be a feasible

one.

to

Or

At the conclusion of the discussion,
upon motion by Mr. McKee and by unanimous
vote, the Board approved the three numbered
recommendations contained in the memorandum
above referred to, with the understanding
that they would be discussed by Mr. McKee
with the Presidents' committee on October
21 and that the Board would not meet with
the committee unless questions were pre-
sented which required action by the Board.

Mr. Morrill stated that if the Board and the Banks were going

commit themselves to pay to the Retirement System upon the return

an employee at the end of his military service an amount sufficient

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



1346

10/17/40 —7—

to give him the same service credit, based on the Board's contribu-

tion, as he would have earned if there had been no interruption in

his service, it might be well to consider the advisability of making

these payments currently so that they would be available for the pur-

Pose upon the employee's return. Mr. Smead suggested that the payments

might be made regularly to the Retirement System with the understand-

ing that, if the employee did not return, the future assessments of

the employing bank would be reduced accordingly.

Mr. Eccles referred to the number of routine reports and

memoranda passing over the desks of the members of the Board and

eXPressed the opinion that at least some of them could be eliminated,

thereby obviating the work necessary for their preparation.

The matter was discussed briefly
and it was agreed that each member of
the Board would indicate to the Secre-
tary's Office any of the material that
he was not interested in seeing regu-

larly.

At this point Messrs. Nelson, Snead, Van Fossen, and Vest

left the meeting and the action stated with respect to each of the

Matters hereinafter referred to was then taken by the Board:

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

?ederal Reserve System held on October 16, 1940, were approved unani-

mously

Telegram to Mr. Peyton, President of the Federal Reserve Bank
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of Minneapolis, Minneapolis, reading as follows:

"'four letter October 14 regarding rates on indus-

trial advances. Board is prepared to approve for your

bank schedule of rates on 13b loans which will enable

bank to charge same rate on its participation as rate

charged by financing institution on portion of loan for

which it is obligated. If Reserve Bank desires to be
in position in any case to charge lower rate to financ-
ing institution on the portion of the loan on which the

financing institution is obligated or in recognition of

latter servicing the loan, schedule should be fixed ac-

cordingly."

Approved unanimously, with the un-
derstanding that a copy of the telegram
would be sent by wire to the Presidents
of all Federal Reserve Banks.

Letter to the board of directors of "The Etna Bank", Etna

Green, Indiana, stating that, subject to conditions of membership

numbered 1 to 6 contained in the Board's Regulation H and the fol-

1"ing special condition, the Board approves the bank's application

for membership in the Federal Reserve System and for the appropriate

amount of stock in the Federal Reserve Bank of Chicago:

"7. Prior to admission to membership, such bank, if
it has not already done so, shall charge off or
otherwise eliminate estimated losses aggregating
$588.82, as shown in the report of examination
of such bank as of September 23, 1940, made by
an examiner for the Federal Reserve Bank of

Chicago."

Approved unanimously, together with
a letter to Mr. Schaller, President of
the Federal Reserve Bank of Chicago, read-
ing as follows:

"The Board of Governors of the Federal Reserve Sys-
tem approves the application of 'The Etna Bank', Etna
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"Green, Indiana, for membership in the Federal Reserve

System, subject to the conditions prescribed in the en-
closed letter which you are requested to forward to the
Board of Directors of the institution. Two copies of
such letter are also enclosed, one of which is for your
files and the other of which you are requested to for-
ward to the Director, Department of Financial Institu-
tions for the State of Indiana, for his information.

"Since it is understood that in the State of Indiana
trust funds deposited in the banking department of a bank
are preferred claims in the event of liquidation of the
bank, you are authorized in accordance with the general
authorization previously granted by the Board, with which
you are familiar, to waive compliance with condition of
membership numbered 6 until further notice."

Letter to the board of directors of the "Bank of Greene, In-

corporated", Stanardsville, Virginia, stating that, subject to con-

ditions of membership numbered 1 to 3 contained in the Board's Regu-

lation H, the Board approves the bank's application for membership

the Federal Reserve System and for the appropriate amount of stock

iti the Federal Reserve Bank of Richmond.

The letter also contained the follow-
ing special comment:

"It appears that the bank possesses certain powers
Which are not being exercised and which are not neces-
sarily required in the conduct of a banking business,
such as the power to guarantee the payment of bonds.
Attention is invited to the fact that if the bank de-
sires to exercise any powers not actually exercised at
the time of admission to membership, it will be necessary
under condition of membership numbered 1 to obtain the
Permission of the Board of Governors before exercising
them. In this connection, the Board understands that
there has been no change in the scope of the corporate
Powers exercised by the bank since the date of its ap-
plication for membership."
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Approved unanimously, together with
a letter to Mr. Leach, President of the
Federal Reserve Bank of Richmond, read-
ing as follows:

"The Board of Governors of the Federal Reserve Sys-
tem approves the application of the 'Bank of Greene,In-
corporated', Stanardsville, Virginia, for membership in
the Federal Reserve System, subject to the conditions
prescribed in the enclosed letter which you are requested
to forward to the Board of Directors of the institution.
Two copies of such letter are also enclosed, one of which
is for your files and the other of which you are requested
to forward to the Commissioner of Banking for the Common-
wealth of Virginia for his information.

"In accordance with the recommendation made in this
case, the usual condition of membership regarding the
elimination of estimated losses has not been prescribed.
It is understood, however, that the Reserve Bank will
see to it that the reserve of $6,500 established by the
bank against depreciation in securities is treated as a
valuation reserve in reports of condition and published
statements, unless applied, of course, and that provi-
sion is made for the relatively small balance of the
amount classified. It is assumed in this connection
that the bank now understands the manner in which the
reserve should be treated and that you have, or will
obtain, assurances that the reserve will not be in-
cluded in the capital account in reports of condition
and published statements."

Letter to the board of directors of the "Citizens State Bank",

Ilarshall, Indiana, stating that, subject to conditions of membership

nUmbered 1 to 3 contained in the Board's Regulation H, the Board ap-

Proves the bank's application for membership in the Federal Reserve

8Ystem and for the appropriate amount of stock in the Federal Reserve

411k of Chicago.

Approved unanimously for transmis-
sion through the Federal Reserve Bank
of Chicago.
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Memorandum dated dated October 10, 1940, from Mr. Wingfield, Assist-

ant General Counsel, and Mr. Leonard, Assistant Chief of the Division

Of Examinations, recommending that, for the reasons stated in the mem-

orandum, Mr. Paulger, Chief of the Division of Examinations, be au-

thorized to contact the Presidents of five or six of the Federal Re-

serve Banks and arrange with them for operating men selected by him

to cone to Washington at an appropriate date to consult with Messrs.

Vingfield and Leonard regarding certain questions in connection with

Federal banking laws which would be raised in answering questions in

the Wagner Questionnaire.

Approved unanimously.

Thereupon the meeting adjourned.

Chairman.
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