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A meeting of the Board of Governors of the Federal Reserve

SYstem was held in Washington on Tuesday, April 22, 1941, at 10:40

a..ra,

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

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

Mr. Thurston, Special Assistant to the

Chairman
Mr. Wyatt, General Counsel
Mr. Smead, Chief of the Division of Bank

Operations

Chairman Eccles referred to the discussion at the meeting of

the 
Board on April 17, 1941 with respect to whether the exterior of

the
Proposed addition to the Board's building should be marble or

limestone, and stated that he had received a letter dated April 20

fr°111 Mr. Delano, Chairman of the National Capital Parks and Planning

C°Inzission, to the effect that it appeared from a conversation with

Cha'irman Clarke of the Fine Arts Commission that his Commission was

e°Ininitted to the use of Bedford limestone.

In connection with this matter, reference was made to the

Pl'eliminary drawings in the portfolio dated April 15, 1941, submitted

11'7 the architect and there was a discussion particularly of the ques-

tic),
a whether the hallway on the fifth floor at the east end of the

bu •
ildlng should be eliminated so as to permit a proposed Board room

°11 that floor to be made wider and to have windows on both sides.
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At the conclusion of the discussion
Mr. Draper moved that the Board approve
the preliminary drawings for the building
subject to such changes in details as the
building committee (Messrs. Szymczak and
McKee) might deem necessary and advisable.

Mr. Draper's motion was put by the
Chair and carried unanimously.
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At this point Mr. Goldenweiser joined the meeting.

In connection with a memorandum prepared by Mr. Kennedy, Tech-

Assistant in the Division of Bank Operations, with respect to

the reserve position of member banks during the week ended January 15,

1941/ and a supplemental memorandum prepared by him at the request of

G°7ernor McKee under date of March 25, 1941, Chairman Eccles raised for

discussion the question whether the Board should exercise its remaining

aUthority to increase reserve requirements of member banks by 25 per

cent of the statutory requirements. This question was discussed briefly,

to 
with the ceiling reserve plan proposed in a memorandum pre-

Pared by Mr. Goldenweiser under date of April 8, 1941. The suggestion

118 made that the Board set aside a time for further consideration of

the ceiling reserve plan, including the changes in the plan which had

bee,
" Proposed by Mr. Goldenweiser since his memorandum of April 8 was

Pl'epared, but no action was taken.

There were presented letters dated April 14 and 18, 1941, from

•
Lichtenstein, Secretary of the Federal Advisory Council, requesting

st of the topics which the Board desired the Council to discuss at

itS
meeting in Washington on May 18-20, and stating that one of the
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members of the Council had suggested that it might be interesting if

at the next meeting of the Council as full information as possible were

Obtained from the Board or from other Washington agencies as to the

Nrpose back of the suggestion that legislation be passed placing con-

of installment financing in the Federal Reserve Board in somewhat

the same manner as it now controls loans for the purpose of purchasing

cl" carrying securities.

The Secretary was requested to
advise Mr. Lichtenstein that the Board
had no topics to suggest for considera-
tion by the Council but that the Board
would be glad to discuss with the Coun-
cil at the time of its meeting the cir-
cumstances surrounding the proposal that
authority with respect to installment
credit controls be placed in the Board.

During the discussion of the above matter, Chairman Eccles stated

that, in accordance with the action taken at the meeting of the Board on

APril 11/ 1941, he had conferred with Mr. Henderson, Administrator of

the n
vffice of Price Administration and Civilian Supply, with respect to

in8ta11ment credit controls, and that the latter felt that indirect

methods for controlling consumer demand and prices were not as effective

48 direct controls, and that there was no way of estimating what the

Itettlal effects of the indirect methods would be. It appeared, Chairman

Eccles said, that the executive order giving Mr. Henderson power to

e°11trol prices enabled him to exercise those controls through almost

allY. means he saw fit, and that he was not inclined to favor giving to
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4RY other agency authority to control prices through means that were

indirect and the effects of which he felt were uncertain. Chairman

Eccles added that he discussed with Mr. Henderson the function that

it was anticipated installment credit controls would perform and that

he was
inclined to be more favorable to their use when he understood

that they would not compete with direct price controls but would sup-

Plement them. The Chairman added that since this conversation Mr.

lienclerson's office had called to say that members of his staff would

be available to discuss the matter further with members of the Board's

ataff on Friday of this week. Chairman Eccles made the further state-

Merit that he understood that Mr. Knudsen was in substantial agreement

with Mr. Henderson's views and would prefer to deal directly with the

l'estriction of production for consumption rather than through the un-

certain method of credit controls.

At this point Mr. Goldenweiser left the meeting.

Mr. Szymczak stated that at the meeting with the Chairmen of

the Federal Reserve Banks at White Sulphur Springs, at which the

881derston report on official salaries at Federal Reserve Banks would

be 
discussed, question undoubtedly would be raised with respect to (a)

the procedure to be followed in the future in the fixing and approval

f °facial salaries at Federal Reserve Banks, and (b) whether the di-

l'eet°rs other than Chairmen of the Federal Reserve Banks should be

&'ilien an opportunity to consider and approve the Balderston report,

8.4d that the Board should determine what its position would be with
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In the discussion which ensued there
was unanimous agreement that, so far as
the Board was concerned, there was no
necessity for a change in the procedure
being followed at the present time with

respect to the fixing and approval of

official salaries at the Federal Reserve

Banks.

In connection with a discussion of the Balderston report it-

861f, there was a general consensus that the Board should not approve

the
report but should accept and file it as information which could

be used in connection with the consideration of official salaries in

the future. It was also felt that there would be no objection to the

Chairl'nen submitting the report to the other directors at any time they

Illight wish to do so.

It was stated that if the Board was
not willing to approve the Balderston re—
port, the question would be asked by the
Chairmen at to what would be the basis to
be used in the future in fixing official
salaries at the Banks, and it was agreed
unanimously that they should be advised
that the Board would consider the matter
further with the Executive Committee of
the Chairmen's Conference in the light of
the discussion at White Sulphur Springs
and the considerations which must govern
the Board in approving salaries, after
which the Board would advise the Chairman
of each Bank as to the salaries which the
Board would be willing to approve for his

Bank.

Reference was then made to a memorandum dated April 16, 1941

III% Draper recommending that the Federal Reserve Banks obtain a
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report on defense loans and commitments as of April 30, 1941 from each

of the 388 weekly reporting member banks. The memorandum submitted

4 proposed letter to the Reserve Banks with a draft of form of report

and memorandum of instructions, and stated that the recommendation

that the report be obtained grew partly out of a proposal of the Office

Of Production Management to collect such data directly from the 500

largest banks in the country, that the proposal had been brought in-

f°rmallY to the attention of the Board, and that the collection of

the
Proposed data by the System would serve the purposes of the Office

Of Production Management and would be useful to the Board. Before

this meeting Mr. McKee had questioned the desirability of collecting

information with respect to certain of the items included in the report

and the matter was placed on the docket for consideration at this

After a brief discussion Mr. Draper,
moved that the recommendation be referred
to him and Mr. McKee with power to act
after further consultation with represent-
atives of the Financial Section of the
Office of Production Management.

Mr. Draper's motion was put by the
Chair and carried unanimously.

At this point Messrs. Bethea, Carpenter, Thurston, Wyatt, and

8111ead left the room.

Mr. Ransom referred to the report of the Committee on Adminis-

tl'ative Procedure appointed by the Attorney General at the request of

the President to investigate the need for procedural reform in various
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administrative tribunals and to suggest improvements therein, and stated

that Mr. Vest had prepared excerpts from the report containing the prin-

cipal recommendations of the Committee relating to the procedures of the

board, a summary of general recommendations in the report which may also

aPPIY to the Board as well as to other agencies, and a memorandum show-

ing how the procedures of the Board now in effect with respect to rulings,

l'egulations, etc., might be affected by pending bills S. 674, S. 675,

arld S. 918 relating to administrative procedure. Mr. Ransom said that

there were a number of respects in which the pending bills might affect

8°111e of the operations of the Board and of the Federal Open Market Com-

mittee. He added he would arrange to have copies of the material pre-

pared by Mr. Vest sent to each member of the Board, and suggested that

the 
members study the material very carefully for the purpose of inform,

themselves on the questions raised. He made the further statement

that he had circulated a memorandum to the members of the Board stating

that if during his absence it should be thought desirable to have some-

°Ile from the Board's organization appear at the hearings now being held

by the subcommittee of the Senate Committee on the Judiciary on the bills

above 
referred to, he would like to have the Board approve the appearance

or 
Wyatt for that purpose.

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

after referred to was then taken by the Board:

The minutes of the meeting of the Board of Governors of the
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Federal Reserve Reserve System held on April 21, 1941, were approved unani-

mously..

Memorandum from Mr. Carpenter, Assistant Secretary, submitting

the resignation of Ernest F. Kausch, Jr., as a clerk in the Secretary's

°face, effective as of the close of business on May 14, 1941, and

recommending that the resignation be accepted as of that date.

The resignation was accepted.

Letter to Mr. Peyton, President of the Federal Reserve Bank

of Minneapolis, reading as follows:

"In accordance with the request contained in your
letter of April 15, the Board approves the appointment,
effective May 1, 1941, of Clarence W. Groth as an assist-
ant examiner for the Federal Reserve Bank of Minneapolis.

"The information regarding the indebtedness of the
proposed appointee did not give the name of the holder
of the insured mortgage on his home, and advice on that
Point will be appreciated. In this connection, if the
holder of the mortgage is a member bank in the district
it is assumed that arrangements can be made to transfer
the indebtedness elsewhere to bring the matter into con-
formity with the Board's policy on this subject as out-
lined in its letter X-7638, dated October 14, 1933 (Loose-
Leaf Service #9180)."

Approved unanimously.

Letter to Mr. Gidney, Vice President of the Federal Reserve Bank

°f Mew York, reading as follows:

"Reference is made to the report of examination of
the South Orange Trust Company, South Orange, New Jersey,
as of February 27, 1941.

"The report continues to reflect an unsatisfactory
”set condition, inadequate capital, with now a slight
Impairment of the common stock, poor earning power with
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no dividends paid on common stock since organization
of the bank in 1925, and a management which needs strength-
ening. In this connection the examiner rates the man-
agement as 'safe with considerable reservations'. He
comments favorably upon President Steyert, the former na-
tional bank examiner who came into the bank in 1938 fol-
lowing the disclosure of defalcations in substantial amounts
by former officers of the bank, but the detailed comments
in the confidential section regarding the other officers
and directors clearly indicate the need for changes to
eliminate the weaknesses reported and to provide capable
and cooperative associates to work with President Steyert
in his efforts to improve the bank's condition.

"The confidential section of the report of examina-
tion as of February 3, 1940, contained the following state-
ment:

.No definite plan is under way for strength-
ening the capital structure, but President Steyert
stated that Director Kinkead feels that, if neces-
sary, he can secure additional funds from a pri-
vate source within a reasonable time.'

In the confidential section of the report of the recent ex-
amination the examiner states that when the matter of low
capital ratio was mentioned, Director Kinkead said that he
Still feels that he can secure from private sources addi-
tional capital 'if we have to'.

"While analysis Form 212 with your recommendations re-
specting the situation has not been received as yet, it is
Clearly evident that prompt and effective steps should be
taken to remedy the situation. In view of all of the circum-
stances, it will be appreciated if you will request the bank
to formulate and submit promptly to you a definite plan for
strengthening its capital, improving the unsatisfactory
Character of its assets, and for making provision for suit-
able directors and for officers who will capably support the
president of the bank. In the event that such a plan is not
?ubmitted or should a plan be submitted which in your opin-
ion is not adequate to correct the situation or appears im-
practicable of consummation, it will be appreciated if you
will advise the Board within sixty days from the date of
this letter whether you feel the bank is complying with the
Provisions of condition of membership numbered 2, which pro-
vides that it shall at all times conduct its business and
exercise its powers with due regard for the safety of its
depositors, and make a recommendation as to the action
Ithach you think should be taken by the Board in the cir-
cumstances."

Approved unanimously.
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Letter to Honorable Leo T. Crowley, Chairman of the Federal De-

Posit Insurance Corporation, reading as follows:

"The Merchants Bank of Winona, Winona, Minnesota,
was admitted to membership November 23, 1940. In reply
to the Federal Reserve Bank's usual inquiry with respect
to unfulfilled requirements or pending corrective program,
Mr. Bishop, your supervising examiner for that district,

advised the Reserve Bank in a letter dated October 9,
1940, that in connection with the approval by the Corpora-
tion in December 1939 of the retirement of A25,000 of the
capital debentures outstanding, the bank had agreed that

surplus would be increased by the amount of the retirement
and that when a subsequent retirement of A25,000 was made
a dividend of A50,000 payable in common stock would be de-

clared.
"In advising the Reserve Bank of the approval of the

application, the Board referred to this understanding and
stated that it was expected that the Reserve Bank would see
to it that the agreement which the Merchants Bank had en-
tered into with the Federal Deposit Insurance Corporation
as a nonmember bank would be carried out after admission
to membership.
. "Sometime after admission to membership the bank de-
sired to retire an additional amount of debentures without,
however, declaring the common stock dividend. The bank
stated that it was perfectly willing to increase the sur-
plus account but did not wish to declare a dividend in com-
mon stock inasmuch as Minnesota is one of the few States
Where double liability on bank stock still exists. The
Reserve Bank, however, in accordance with the suggestion
contained in the Board's letter referred to above, took
the position that the bank's agreement with the Federal
Deposit Insurance Corporation under which the A25,000 had
Previously been retired was still effective and could only
be canceled by the Federal Deposit Insurance Corporation.
. "Mr. McGrath, Chief Examiner of the Reconstruction
Finance Corporation, subsequently inquired of the Board's
staff as to why the Reserve Bank would not permit the re-
tirements of debentures without requiring that the bank's
common capital be increased A50,000 through declaration of
a stock dividend. He was told that the position was based
Upon the agreement entered into by the bank with the Federal
Deposit Insurance Corporation. Mr. McGrath has since in-
formed us that he has discussed the situation with you and
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"that upon his presentation of the situation you agreed to

release the bank from its agreement and to interpose no ob-

jection to retirement of debentures without the increase in

capital stock previously agreed upon. Mr. McGrath also
told us that the Merchants Bank had informed him that it
had been advised by your Mr. Bishop in a telephone converga-
tion that the Federal Deposit Insurance Corporation would
not object to the retirement of P100,000 of debentures.

"Since the Merchants Bank and the Reconstruction Fi-

nance Corporation are eager to proceed promptly with the

retirement of the debentures, your prompt confirmation to
US of the understanding which has been reached with respect
to the matter will be appreciated."

APProved:

Approved unanimously.

Thereupon the meeting adjourned.

Chairman.

Secretary.
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