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A meeting of the Board of Governors of the Federal Reserve Sys-
en v
a5 held in Washington on Tuesday, February 17, 1942, at 10:4C a.m.

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

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

Mr. Thurston, Special Assistant to the
Chairman

Mr. Smead, Chief of the Division of Bank
Operations

Mr, Paulger, Chief of the Division of
Examinations

Mr. Vest, Assistant General Counsel

b Consideration was given to a memorandum submitted to the Board
v
R;&h Goldenweiser under date of February 2, 1942, recommending that
0
Orert E. Menze ve appointed as an economic assistant in the Division
. 9€arch ang Statistics on a temporary basis for a period of six
o

Um’ With o salary at the rate of 2,400 per annum, effective as of
the B

t
© he reports for duty after having passed the necessary physical

elcamj‘n‘?*Jf'ch’rl.

hag

or3 o 3
8 lglnally been suggested to Mr. ienze but that it was no longer
e

The memorandum stated that a salary of §$2,000 per annum

1oy
e ; : ' o : :
h to obtain his services on that basis in view of offers which
®h
ag
Penatared ; q :
t €Ceived from other governmental agencies. The file attached

b o
Oldenweiser's memorandum indicated that Mr. Menze had not

file q

th . :
€ Usual form of application required of applicants for posi-

Y
Ong
Wity
%l 1th the Board and contained a copy of a telegram which Mr.
Q n\., .
ie .
Ser had sent to Mr. Menze on January 30, 1942, stating that
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® Was Prepared to recommend for Board approvel his appointment for

Sixnmnths at $2,400 per ennum and asking that he wire vhether he would

Nwept the position if his eppointment were approved by the Board.
Chairman Eccles stated that Mr. Clayton had advised him that

« i - g s — 3
CKee was not willing to approve the recommendation, although
Y
Ssp
S+ Szymezak znd Draper had indicated a willingness to do so partly

bec&
u .
S¢ it was their feeling that Mr. Goldenweiser had so conducted

€ ne s 3
go't'la’talons with Mr. Menze that a commitment had been made.

Chas
i
Than Eccles seid that he thought that a division head should not
adys
8
® an applicant that he would recommend a salary at a stated figure

ecau
\ € of the misunderstanding and embarrassment that would result if

he p,
8rd did not approve the recommendation.

A discussion ensued from which it appeared that the record was
Not,

Satige .
1S¢actory in this case. Mr. Ransom suggested, however, that the

Cy
58 be ingus . o 3 . s .
quired into further and considered on its merits from the

Sang.
Point of whether the person recommended would make a desirable ad-

“&i
On
to the staff of the Division of Research and Statistics and, if

8o
s at
N vhat salary, and that the Board's Personnel Committee be asked
OQQ
n-
i Slder all the facts and to make 2 recommendation to the Board as
O b

€ acts . .
Ction which it should take in the matter.

It was unznimously agreed that the case
should be referred to the Board's Personnel
Committee for further consideration and the
submission of a recommendation to the Board
as to the action to be taken.
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There was a discussion of = proposal to regroup the Federal
PServe Banks for the purpose of selection of their representetives
&Snmmbers of the Federal Open Market Committee. This would require
“lendment, to section 12A of the Federal Reserve Act which contains
t
hestatutory requirements for the selection of such representatives.
®Ssence of the proposal was that one representztive of the Fed-
ey
&l ReserVe Banks be the president of the New York Bank or that pro-
Visg -
Mon be Mmade whereby one representative of the Federal Reserve Banks

Se]
Scted anmually as a "member at large" who, as a practical matter,

wQul)
d
be the president of the Federal Leserve Bank located in the prin-

cip

al

; TMoney market, which is New York. The remaining four representa-
0 - ] 1 n

5 T the Federal Reserve Banks, who would also be Reserve Bank

| Tegs

‘ 1de

1 Mts, would be elected annually by designated groups of the

ards
°f directors of the eleven Reserve Banks outside of the money

l market‘

i g Ur, McKee stated that, while he was not opposing the proposal,
, 8

ad

S s . . <

l OMe reservations as to the wisdom of endeavoring to obtain
&l

S a .
ot tlon on this subject at present. He said that the sponsorship
8

Such Proposal might place the Board as a whole on record as be-

Saticas
th *sfied to have presidents of the Federal Reserve Banks serve on
e

edep
al Open Market Committee as representatives of the twelve Fed-

Qrﬂl

es .
Yog ®rVe Banks and also in the position of asking for special rep-
ng

Nbas
on for the Federal Reserve Bank of New York.

]
*r. Ransom reviewed the history of the legislation on this

L FRASER
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Subject, contained in the Banking Act of 1935 and said that as he saw
the Problem there were three parties which had a vital interest in all
0pq1market operations, namely, the Treasgry, the Board, and the Fed-
Sl Nororie Buvile Josated iy the morey mavket, He said Shab whils the
mmmy Market was now in New York it was not inconceiveble that at some

time s
®1n the future it might be in Chicago or some other Reserve Bank

eit,
¥s In other words, he said, it was important to the proper function-

in
§ of the Federal Open Market Committee that the president of the Re-

Serv
® Bank located in the money market serve at all times as a member

of
the Committee.

Ur, Draper suggested that the proposal be cleared with the
PPEsid ent,

He said that on principle he thought the Federal Reserve
Ban

Of New York should be treated on the same basis as any other Fed-
?ﬁl RGSerVe Bank but that, of course, he realized that it was impor-
tm] to have a representative of the Federal Reserve Bank located in
iheﬂbney market on the Open Market Committee. He went on to say that,
a:View of the influence which the New York Bank had brought to bear on
; Hrg of the Federal Reserve System in the past and the shift in re-
chmibility from New York to Washington with the passage of the Banking
i 1935, he would prefer to see the law remain as it stands.

Chairman Eccles said that he did not think the matter was of suf-

fii

c en 3
k Mportance to take up with the President under present conditions.

Mr, Draper was called out of the meeting at this point.

Mr. Ransom said he recognized that the practical application




/1
2 i

of ¢ ,

he ®Xisting statutory requirements had created a situation which
Tade 34 ..

1t difficult for the Federal Reserve Bank of Boston to have its

Pres;
ent serve on the Federal Open larket Committee. He also said

t
hat: while 3 . ‘ ¢ 5 i " . -
it was essential in his opinion to have the president of

® Ney York Bank serve contimiously as o member of the Committee,
eenactment of legislation a2long the lines proposed would be a re-
“*He Solution of Boston's problem.

Chairman Eccles stated that he thought the failure to have

¢p
resy . 5
0 Sldent of the New York Bank serve as a member of the Federal

Den
Market Conmittee in effect would give the Federal Reserve Banks
8

Te
¢ Presentatives on the Committee. He explained that the Treasury
o
Uld inSist
ly

Doyt

an . . : 5 S

i L Operations as its fiscal agent and that any decisions
each

upon consulting the New York Bank in connection with any

&q

& Would be influenced by the president of the New York Bank
& th

oUgh he were not serving as a member of the Iederal Open Mar-

o
ot He suggested that it might be well for him to di
the . € suggestea a 10 mign e we ior 1m TO alscuss

Pro "

i POsal with the Treasury and, if he found the Treasury favorably
Sp

&nd

othe 5

r A 5 - - -

the S Who would be concerned. He also said that, if it appeared
te

O8eq :
towarg it, to obtain the reaction of Congressional leaders

woul g be . ; & . . ] bl
to 4 no objection from these quarters, it might be desirable
e
°f°b the matter up with the Federal Reserve Banks for the purpose
tains
tl‘0(1 "0 their reaction before having the proposed legislation in-
Uy .
B Congress.

Chairman Eccles' suggestions were ap-
Proved unanimously.
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Mr. McKee pointed out that member banks in central reserve
es and in reserve cities in which Reserve Banks or branches were
1°W%ed Computed deficiencies in reserve balances on the basis of

Crage daily net deposit balances covering semiweekly periods, but

Member banks in reserve cities other than those in which a Fed-
ReserVe Bank or branch was located, with few exceptions, were

Tequy
Ted to compute such deficiencies on a weekly basis, while coun-

by
b
ks were permitted to average their reserves over a semimonthly

Pery
0
4 He said that he would favor an amendment to Regulation D

leh o,
Woulq permit member banks in central reserve cities or in other
cit
4]

les 5y 0
10 which a Federal Reserve Bank or branch was located to aver-

e
th
eir Teserves on a weekly basis instead of on a semiweekly basis
SN
W Present. Further discussion disclosed that members of the Board
18} .
0 nanlmously in favor of such a change, and Mr. licKee suggested
t

thy

t
t
he Board send a telegram to all Federal Reserve Banks stating

m%;:he Board was favorable to such a proposal and inviting an ex=—
on of their opinion with respect thereto.
Messrs., Draper and Wyatt entered the meeting at this point.
The Board unanimously approved Mr.
lcKee's suggestion and authorized the

Secretary to send the following telegram
to the presidents of all Federal Reserve

Banks:
tene "Board is favorably considering amending first two sen-
eguistof paragraph (1) of subsection (a) of section 3 of
e

ion D to read substantially as follows:




o
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"1Deficiencies in reserve balances of member
barks in central reserve cities and in reserve
cities shall be computed on the basis of average
. daily net deposit balances covering weekly periods.'
Minor changes in wording of certain other provisions of reg-
ation in order to conform to this amendment would, of course,
§ Necessary. The Board will appreciate your comments on this
Proposal by wire."

The Board also agreed that, in the
event the reaction of the Federal Reserve
Banks was favorable, the staff should pre-
pare an appropriate amendment to Regulation
D, together with a press release covering
the substance thereof, and circulate them
to the Board for approval.

Hr. McKee referred to the Act of Congress approved by the Presi-
dept
0 January 30, 1942 (Public Law 42L4--77th Congress) to amend section

3 op
the Subsistence Expense Act of 1926, as amended, to read as follows:

e, "Sec. 3. Civilian officers and employees of the depart-
§ and establishments, while traveling on official business
aWay from their designated posts of duty, shall be allowed,

op Leu of their actual expenses for subsistence and all fees

Pre lp§ to porters and stewards, a per diem allowance to be

OnSCrlbed by the heads of the departments and establishments
0n§?rned at a rate not to exceed $6 within the limits of the

% inental United States, and not to exceed an average of §7

yond the limits of the continental United States."

: %alq that

c

s Since the field force of the Division of Fxaminations was

Ost "
Contlnuously in a travel status, he had discussed the matter with

' Pa
i Weer and had concluded that it would be desirable for the Board
Chanee <

fge its own travel regulations so that the Board's employees now

Yo *3 per diem when traveling on official business of the Board,
® allowed #6 per diem.

Upon motion by Mr. lcKee, and by
unanimous vote, the Board amended, ef-
fective March 1, 1942, paragraph 3 of

o’
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its travel regulations dated December
15, 1937, to read as follows:

!
'3. A1l other persons traveling on official business of the

03rd pursuant to proper authorizations shall be allowed ac-

%%él_nﬁcessary transvortation expenses and a per diem in lieu
Subsistence not to exceed £6."

Mr. McKee presented a letter addressed to the board of directors

°f the (s
he Uanersity State Bank, Houston, Texas, stating that, subject to

Qondi ‘
tions or membership numbered 1 to 3 in the Board's Regulation H,

the
oard approved the bank's application for membership in the Federal

Re
Serye o
© System and for the appropriate amount of stock in the Federal

eser
Ve Bank of Dallas. He explained that the applicant bank would

hav
€ a .
Capital of only $100,000 whereas a bank in Houston, Texas, would

0rds
1naps .
Tily be required to have a capital of not less than {200,000 in
Order
; to be eligible for membership inasmuch as the city had a popula-
log &
R .
N excess of 50,000. However he said that the location of the ap-

My,
an
¥ bank yas to be approximately six miles from the heart of down-

to
M
X OustOD, apparently at the corporate limits of the city, and that
]
8
located in outlying districts of a city were eligible for member-

Sy

P vy .
. th o capital of $100,000. Mr. Y¥cKee said that it was his recom-
e&htiom i
Sa

at the bank be granted permission to maintain the same re-

8
agai x : :
" 8ainst deposits as were required of banks not in reserve or
Oty
A reg .
ity Teserve cities, but that, since the statute required the affirm-
1ve

g
ey PProval of five members of the Board in taking such action, he
teq

to bring the metter specifically to the attention of the other

ep
S of the Board.
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Upon motion by Mr. licKee the Board
unanimously approved the letter referred
to above, together with a letter to Mr.
Gilbert, President of the Federal Reserve
Bank of Dallas, reading as follows:

"The Board of Governors of the Federal Reserve System
approves the application of the 'University State Bank',
HOuston, Texas, for membership in the Federal Reserve Sys-
tem, subject to the conditions prescribed in the enclosed
D?tter which you are requested to forward to the Board of

irectors of the institution. Two copies of such letter

&re also enclosed, one of which is for your files and the
°§her of which you are requested to forward to the Commis-
:;zger of Banking for the State of Texas for his informa-

"Pursuant to the provisions of Section 19 of the Fed-

Eral Reserve Act, the Board of Governors grants permission
© the subject banik to maintain the same reserves against
I‘:IDOSitS as are required to be maintained by banks not in
‘€Serve or central reserve cities. This permission is sub-
Ject to revocation at any time by the Board of Governors.
ba "It is understood that present plans are to open the
can about April 1, the exact date being contingent upon
%mpletion of the banking house now under construction.
tE View of the circumstances, instead of the usual 30 days
€ bank is being given 90 days within which membership
M8y be accomplished."

Mr, Szymczak withdrew from the meeting at this point.

; Reference was made to Mr. VWyatt's memorandum addressed to the
%Rrq
Wder date of February 11, 1942, submitting a letter addressed to

hin
1 b
V Mr, Oscar Cox on behalf of the War Legislation Committee, copies

of
w )

: hlch were furnished to members of the Board prior to this meeting,

SQuest +

% Stlng information as to any additional legislation which the Board
o

b teht Necessary for the war effort. It was pointed out that there

q

Ce . .
N some unfavorable reaction in Congress to the procedure whereby

Yoy,
¥ wrelated proposals were included in the so-called Var Powers

or FRASER
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*ts ang that it might be preferable in the event additional legislation
i desireq to have it cleared with the Bureau of the Budget and intro-
teed in Congress in the usual way. Following a discussion of the legis-
Hive Situation, Chairman Eccles suggested that the Board authorize iir.
¥ 4 advice Mo, Cox thet ab this time 1t hed no addftional legis-
#lon related to the war effort which it desired included in another

i
™ Povers Act.

The Board unanimously approved
Chairman Eccles!' suggestion, and Mr.
Wyatt was requested to proceed ac-
cordingly.

Chairman Eccles reported for the information of the other members
0
" the Board that he had written & letter to Mr. Donald Nelson, Chairman
YQi roduction Board, with a brief covering letter to Sidney
’ Wberg in Mr. Nelson's office, regarding the proposed legislation with
8
ot to the establishment of a Federal Industrial Credit Corporation.

Chas
alr "
"an Eccles read the letters which he had sent and explained that he

aves; E )
" Olded committing the Board inasmuch as time did not permit a full
SCuges
g Slon of the course which he felt it was desirable to pursue. He
g _
t
m hat, both the War and Navy Departments were very much in favor of

&
Pro ) - .
8 Posal pug that, since YMr. Nelson had been given full charge with
Esp
Sct,
N to Army and Navy procurement, it seemed unnecessary to ask for
fo
by
L €Xpress

6 ion of the views of those departments until he had re-
Sy
&

S - . - . 5 - . . e
°meth1ng in writing from lr. Nelson which would confirm statements

Pfhich -

a A L 5 :
d been made informally last month. However, Chairman Eccles said

th
a, h
e o -
hag sent copies of the letter which he had written to lr. Nelson

or FRASER
isfed.org/
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tounder Secretary of War Patterson and Under Secretary of the Navy
forresta) for their information.
In this connection, Mr. Ransom stated that a routine request
% been received from Senator Wagner for a report on Senate Bill 2250,
hmr°¢u03d on February 5, 1942, by Senator Murray on behalf of the Senate
Cmmuttee on Small Business, "To mobilize the productive facilities of
al) business in the interests of successful prosecution of the war,
i for other purposes." He said that he thought consideration should
begiven to whether a report should not be made on this bill. He added
umt Ur, Vest was preparing a draft of such a report and that he assumed,
the €vent it was decided to submit it to the Senate Banking and Currency
cqmuttee it would have to be cleared with the Bureau of the Budget be-
"use it was contemplated that the report would propose the substitution
Orthe Chairman's proposal for that contained in the Murray bill.
At this point, Messrs. Thurston, Wyatt, Smead, Paulger, and
est]£ft the meeting, and the action stated with respect to each of
8 Tatters hereinafter referred to was then taken by the Board:
The minutes of the meeting of the Board of Governors of the Fed-
4 Reserve System held on February 16, 1942, were approved unanimously.
The minutes of the meeting of the Board of Governors of the Fed-

Sy
Reserve System with the Federal Advisory Council held on February

K
; 1942a were approved unanimously.

Memorandum dated February 10, 1942, from Mr. Goldenweiser, Di-
Peq

’ T of the Division of Research and Statistics, recommending that
hy

I‘ 3
Les R. Harley be appointed on a permanent basis as an economic
Y PP

g FRASER
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8sists

i 0
nt in that Division, with no change in his present salary at’
therate of $2,600 per annum, effective as of the expiration of his
t%morary appointment at the close of business on March 17, 1942, and
that he become a member of the retirement system on March 16, 1942.
Approved unanimously.

Memorandun dated February 16, 1942, from lir. Goldenweiser, Di-
r
.eCtor of the Division of Research and Statistics, submitting the res-
1 s
@Etlon of Mrs. Melva Lischinsky as a clerk-stenographer in that
DlVisiOH’

Eil

Fad

to become effective as of the close of business on January

> L ; . ’ ; ;
9A2, and recommending thet the resignation be accepted as of that
dat,
€,

The resignation was accepted.

Letter to Mr. Mulroney, Vice President of the Federal Reserve

S
of Chicago, reading as follows:

"In accordance with the request contained in your let-
of g I February 10, 1942, the Board approves the designations
¢ ?hn L. Hart and Elihu B. Yashburne as special assistant
Xamlners_n

ter 4

Approved unanimously.

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

| Wy
| ) s
1 Polis, reading as follows:

6 "Referring to your letters of January 26 and February
3 19h2, the Board of Governors approves payment of salaries
A € following officers of the Bank for the period Feb- &
Boaif,{ 1, 1942, to May 31, 1943, inclusive, as fixed by your
of Directors, at the rates indicated:

or FRASER
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Annual
Name Title Salary
AW, s Cashier and Secretary £7,000
H. C. Core Personnel Officer 6,750
0. R, Preston Assistant Vice President 7,000
g‘ G. McConnell Assistant Vice President 6,000
W B. Larson Assistant Cashier 4,500
o 3o Turner Assistant Cashier 4,700
ﬁ' f- Lysen Operating Research Officer 5,000
* %. Ohnstad LAuditor 1,000

n . . M . .
The salaries fixed by your Directors for the remain-

3“8 officers of the Bank for the period June 1, 1942, to
103 31, 1943, inclusive, are approved by the Board as fol-
FiSs
Annual
Name Title Salary
g' N. Peyton President $25,000
* S. Powell First Vice President
T and Secretary 15,000
H‘ 'i. S‘-J-anson ViCe PI"eSident lO’OOO
A %- Ziemer Vice President 9,000
W' . Larson Assistant Cashier 5,500
7 E. Peterson Assistant Cashier 5,500
» H, Hodgson Assistant Counsel 5,500
elens Branen
: Annual
Name Title Salary
| y %- Towle Managing Director 48,000
| o o+ Johnson Assistant Manager 4,120
‘ * Y. Larson Assistant lanager L4250

' -
i 'zhe Loard of Governors approves payment of a retain-
OunLee at the rate of £9,000 per annum to Sigurd Ueland,
Sel, for the period January 1, 1942, to May 31, 1943."

Approved unanimously.

Letter to Mr. Powell, First Vice President of the Federal Re-

Seb
Ve )
ank

of Minneapolis, reading as follows:

g FRASER
isfed.org/
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"In view of the circumstances set forth in your
letter or February 10, 1942, the Board of Governors
approves the payment of a salary at the rate of $3,600
Per annum, effective November 1, 1941, to Mr. John

ohnson, Alternate Assistant Federal Reserve Agent.

"With reference to Mr. Earl B. Larson, the Board
°f Governors approves the payment of a salary to him
85 Alternate Assistant Federal Reserve Agent at the
iat@ of £,,120 per annum for the period November 1,

LY to January 31, 1942. You will be advised in a
eparate communication regarding the payment of salary

© Mr. Larson as Assistant Cashier."
Approved unanimously.
Thereupon the meeting adjourned.
_@&m_ﬁﬂow
! Secretary.
&
7
pr°Ved{\\ e ’
/‘v ; / J /f //
\{;/.’\-/ A v A (L\) z
- Chairman.
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