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A meeting of the Board of Governors of the Federal Reserve
System with the Executive Committee of the Federal Advisory Council
was held in
the offices of the Board of Governors in Washington on
Thursday,

March 12, 1942, at 10:35 a.m.
PRESENT:

Mr. Ransom, Vice Chairman
Mr. McKee (part of meeting)
Mr. Draper (part of meeting)
Mr. Bethea, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Messrs. Edward E. Brown, William F. Kurtz,
R. V. Fleming, and S. E. Ragland, members
of the Executive Committee of the Federal
Advisory Council
Mr. Walter Lichtenstein, Secretary, Federal
Advisory Council

Mr. Ransom
to

stated that, inasmuch as this is the first meeting

be held
with the Council's Executive Committee in accordance with

the
schedule agreed upon following the last meeting of the Board with

the

Federal Advisory Council, he regretted that it was not possible

for all

members of the Board to be present.

He explained that Messrs.

Eccles, Draper and McKee
were serving on the Executive Committee of
the
Federal Open
Market Committee and that it was necessary for them
to meet
this morning on open market matters prior to conferring this
0
4fter
"n with the Secretary of the Treasury on government financing.
Re said that
Chairman Eccles was therefore unable to be present and
that Messrs. McKee and
Draper were in a position to meet with the mem—
bel
'
s of the Council
for only a short time prior to going to the other
nleeting•

Mr. Ransom also explained that Mr. Szymczak was on the Pacific
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coast on
official business of the Board and that Mr. Evans had not
Yet entered upon
his duties as a member of the Board.
Mr. Brown stated that the topics which his Committee would
like to
discuss with the Board were (1) the questions which Mr. Ransom
had
previously discussed over the telephone with him and other members
of the Council relating to Regulation w, namely, (a) whether open
book or charge accounts should be regulated, (b) what if any regulati°n should be
imposed on ordinary term loans for the purpose of purchasing, or making down payments on, listed articles, and (c) whether
all non-purpose loans could be excluded from the regulation; and (2)

the Progress
made by the Board in conferences with the Treasury looking
t°ward the
formulation of a long range program for financing the war.
Mr- Ransom suggested that in view of the fact that Messrs.
liciCes and Draper would have to leave the meeting shortly, it might
be
Preferable to
discuss the second topic first.
Mr. McKee stated that progress made in the discussions with
the Tr
sasury since the last meeting of the Council had been encouraging and
that he was hopeful that some agreement might be reached on
the B„ ,
-'ru's proposal which had been discussed in a general way during
the
last
meeting with the Council. He expressed the view that it would

be Ile
cessary to make some adjustments with respect to the reserve situa" In the money market and stated that there was a question whether
fUture
market issues of the Treasury would suffer because of the lack
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°r liquidity

in the New York market.

He asked the members of the

C°111101l
what in their opinion could be done to put more money in the
'tstreet" without

reducing reserve requirements.

Mr. Fleming said that of course banks outside of New York City
could keeP more funds on deposit with their New York correspondents
and ease
the situation in that way. Mr. Brown, however, said that he

sawno more
reason vr

correspondent balances should be kept in New

York than
in Chicago, St. Louis or other Reserve Bank cities.

He went

on to say
that the present procedure followed by the Treasury whereby
it °Perates on a
twenty-four hour basis is likely to break down unless
80Itie Program for financing the war is agreed upon and made public.

He

'9.1-d that
insurance companies as well as banks feel that they should be
6111ell some indication of the Treasury's long range policy.
Mr. Kurtz suggested that the Treasury and the Federal Reserve
Stem

should get away from the "New York complex" and recognize the

chan
ges which are taking place.

He said that the gold inflow from

17hich I\Tela York had benefited had practically ceased and that money
inliested in
New York will in future be spent elsewhere to an even
greater degree.
Mr. Brom.). stated that foreign trade had almost disappeared

with the war

and that the stock market was quite inactive. He also

reit that
too much emphasis was being placed on New York as the money
11184Iket and that its importance from that standpoint will
continue to
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In fact, he said, the Treasury has only a few months left
in which to
make preparations for changing its methods of financing
if it is to avoid a collapse of the existing marketing machinery.
Mr. McKee indicated that deposits in New York City banks dur—
ing 1941 had remained almost stationary whereas the deposits in banks
in Chicago
and some of the other Federal Reserve Bank cities had in—
creased substantially.

In this connection Mr. Fleming pointed out

that with
the flow of money to interior banks having smaller capital
ratios than those in New York City there is less elasticity in the
event it
becomes necessary to use those deposits.
Mr. Brown said that money and securities are being withdrawn
fr°m New York
City banks partly because of the fear of air bombard—
Met
Mr. Kurtz stated that Treasury sales of defense savings bonds
als° had the effect of withdrawing money from New York City banks.

He

clded that in
his opinion it might be more dangerous than helpful to
earrY larger correspondent balances with New York institutions in view
Of
present trends.
Mr. Ransom said that he thought representatives of the Board
had about reached an agreement with representatives of the Treasury
that
the Treasury
should have a "pattern of rates" but that he recog—
nized the
difficulty of translating this into a precise definition of
jliat what such a
pattern should be.

He said that he felt it was im—

P°1't4nt first to agree on the general principles involved and that
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thereafter the details could be worked out in agreement between those
responsible for carrying out the policy.

He said that, in his judg-

lent, it was not feasible for the Treasury now to fix the rates on all
future issues but he thought it would be helpful if the Treasury could
reach a decision
that it was not going to pay more than 2-1/2 per cent

fOr long-term money during the war and that something in the way of a
Public understanding of this decision would be helpful, that deciding
11P°n 2-1/2 per cent as a rate for the purpose would establish a "bench
mark" and when the maxim= maturity had been decided, all other rates
0°111d be
kept in line in accordance with the investment characteristics
44d maturities
of other market issues.

He said that when such a de-

ci81°11 was reached and there was an agreement upon a pattern of rates
the future,
the Federal Reserve System would of course adapt its
°Perations to such a program and this would enable it to support the
.Y's program more effectively than otherwise might be the case.
Mr. Draper referred to the discussion at the last meeting with
the n
`*°uncil of the proposed amendment to section 7(d) of the Securities
and Exchange Act of 1934 and stated that following receipt of a
e°17Y of Mr. Brown's letter of March 2, 1942, to Congressman Lea, as
Chai
rman of the Committee on Interstate and Foreign Commerce, he had
requested members of the staff in the Board's Division of Security
Loa?, ,
'
TAD review the points made in the letter and prepare a memorandum
Contn4_.
—4-ulng such comments as seemed appropriate. He said that it had
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been his

thought that the substance of the memorandum might be called

to the
attention of the members of the Council's Executive Committee
t this meeting.

However, at Mr. Ransom's suggestion, it was agreed

ilnanimously that copies of the memorandum should be mailed to each
member of the
Committee for his information.
Mr. Brown said that if a member of the Board would indicate

to the
subcommittee having charge of this legislation that the proposal
should be
dropped he thought that would be the most effective thing
that could be done.

Mr. Ransom explained that this could not properly

be done
without a reconsideration of the matter by the Board.

He said

that the
proposal originally had been approved by certain members of

the Board, including himself, and that he had thought at the time that
the

eroposal was in the public interest but felt sure that any arguments

against the
proposal, if brought to the attention of the Board, would
eallse the
proposal to be reconsidered.

He also said that he did not

14tierstand that the proposed legislation was likely to be enacted by
the
Present Congress but that he might be mistaken on this. He suggested, in light of developments, that the Board might want to reconsider
thS
reco
mmendation it had previously made.
Messrs. McKee and Draper were called from the meeting at this
Point.
Mr. Ransom referred to the earlier discussion regarding the
MoneJ market,
saying that he thought the members of the Council should
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give consideration to the fact that the traditional conception of
central banking was inevitably related to "a money market" but that
PcssiblY changing conditions might in the course of time substitute
some other
city for New York as "the money market".

He also referred

t° the fact
that there might be inherent in the original conception of
the Federal Reserve System the idea that there might be in this country
twelve Money markets.
to the
tral

He thought that the relation of this problem

operations of the Federal Reserve System as our agency of cen-

banking could not be overlooked and merited continuing considera-

tiOn by all interested in the System and its role in the national
ec°n°V. He inquired of the members of the Council, in view of the
°PilliOn expressed by some of them this morning that New York, as a
111c)heY market, is becoming less important, what they would suggest as
a substitute, asking whether they thought that a number of money markets might take over the role heretofore performed by New York and
wheth
er they thought that some one city, say Chicago, might be the
slIccessor to New York if they were right in their opinion that New
YOrk
was destined to lose its position as the money market of the
e°1111trY.

He said that in his opinion it might be impossible to legis-

late

group of money markets into existence or to substitute one city
rot. ,
clnother in the performance of the role of the money market. He
"ed them of the discussion that had taken place on several occathat all 12 of the Federal Reserve Banks might be put on an
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equal basis, so far as keeping them constantly advised of bids or ofon Government securities in whatever city that was functioning as
the

recognized money market, that the perfection of telegraphic communi-

cation did make it possible to have each of the 12 Federal Reserve
134.1ks maintain a record of immediate changes in the Government bond
markety permitting these banks in turn to inform anyone in their district interested in the matter of such changes, and that this might
have some
advantage in further expanding the usefulness of the System
relation to its obligations in connection with the Government bond

Mr. Brown again stated that he could not see why there should
be onlY one money market when through the use of telephone and telegraph t
ransactions can be handled expeditiously at other points. He
said that
the situation would be even more favorable to banks in Chicago
and other
Federal Reserve Bank cities if the Treasury would authorize
the 100.
-eserve Banks to transfer all government securities by telegraph
43 18 presently done
in the case of Treasury bills. He also said that
he
recognized that it had been the classical view that there should
be 0,1
"-LY one money market but that between 1900 and 1910, for example,
Chic
ag° was quite independent of New York City. He also referred to
the
tact that at
one time Germany, Belgium and certain other European
cenIntries had
several money markets.
Mr. Ransom referred to the questions concerning RegulationW
he had
discussed over the telephone during the last ten days
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with Certain
members of the Council and stated that he and members
Of the
Board's staff had recently had numerous conferences with repre—
sentatives of the trade and members of the staff of the Office of
Price Administration but that the Board desired all the information
which it could
obtain on the subject.
Mr. Brown said that, as he understood the questions, it ap—
Peared that the
Board was committed to the general theory that it
wished to

regulate the purchase of listed articles but it seemed to

hia that
this purpose was being accomplished through priorities and
l'ati°hing•
in

He stated that in his opinion furniture did not conflict

any iTaY with the war effort and that he would like to see it elim—

inated from
the "listed articles". With respect to the proposal to
regkiiatecharge accounts, he said there are many people whose income
18

seasonal
and that the proposed action would cause great dislocation

in the buy
ing habits of people according to the areas in which they
lilted-

He also said that department stores, such as Marshall Field's

Chicago, sell nothing on the instalment plan, whereas many depart—
Stores sell from 90 to 95 per cent of their merchandise on an
instalment basis.

Department stores, generally, he said, show large

it/creases in sales and so far as he could see there had not been any
claraPening effect on
demand by reason of the existence of Regulation W.
141'• Brown went
on to say that merchants like to get good charge accounts
because in this
way they get good customers and that he thought that it
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would be
undesirable to disturb existing merchandising practices merely
for the purpose of preventing evasions to Regulation W.

He said that,

although it is true that there are considerable stocks of certain
Products on hand, the government is regulating the disposition of the
m°re important ones by direct methods as for example
refrigerators
and ice
boXes. He also said that in his opinion the Office of Price
Administration has overemphasized the importance of tightening Regulati°n W because the
restrictions on typical charge accounts at good
"
"°res are greater
than those which would be imposed under Regulation
W. In Chicago,
he said, savings accounts are off about 4.2 per cent
but
department store sales, exclusive of furniture sales which had
not
g°rie UP with the
general swing, are up from 38 per cent to 50 per cent.
Shorta,_
6v Of
wool and other commodities, he stated, stimulates buying
fc)r cash.
Mr. Brown concluded by indicating that he was opposed to
br°adening Regulation VI at this time, thus necessitating the
setting
1113 Of
additional machinery and creating a great deal of antagonism
toward the
Federal Reserve System.
"
14 Fleming stated that merchants have developed a practice
k
-eePtng customers in debt. He said that recently he had been informeci
°n. 3'ood authority
that one effect of the regulation of consumer
Of

credit *n
1 - Canada had been to encourage people to buy a year's supply
at one
time on open book
account and then to take a year in which to
134Y. tr
'le felt that
the inclusion of charge accounts under Regulation
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IN might encourage twelve month open book credit in this country.

He

eaid that in his
judgment the Office of Price Administration should
discontinue the practice of announcing in advance those commodities
in which

shortages were expected because such announcements have the

effect of
accelerating buying. He thought that the Office of Price
A
•
("ministration should be advised informally to discontinue the practice.

Mr. Ple2ing also thought that the inclusion of charge accounts under
Regulation W would cause endless mechanical difficulties of administrati°n and enforcement and would impose a tremendous amount of additional
clerical work upon a class of retailers which has never been subject to
regulations heretofore.

He suggested that, if the Board decides to in-

clude charge accounts under the Regulation, it be made applicable only
to
nlisted articles" and that a penalty interest rate be required on all
"counts not paid within a specified period. He said, however, that

he w°41d prefer to see consideration of the proposal deferred until after tt.,_
Lie tax program has been determined by Congress.
Mr. Kurtz stated that he was also of the opinion that the
Can"iala

system of regulating consumer credit encouraged the spreading

Of debt
and that the inclusion of charge accounts under Regulation VI
wculd
stimulate buying and slow down payments. He also thought that
the Proposal
would cause a great deal of ill will toward the Federal
ileeerve System. He
indicated, however, that if the Board should decide
to
take action
along those lines, he would prefer to forego requiring
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cash down payments and to confine the restrictions to freezing charge
accounts not paid in sixty days.
Mr. Ransom stated that the Regulation is experimental and that
the list
of articles has become less realistic than it was in the beginnin8
He said that originally the Board could have taken a negative
approach to the problem of regulating consumer credit and proceeded
al°11g the lines followed by Canada, i.e., regulating credit for the
Purchase of almost
all commodities except food, clothing, fuel, drugs,
etc', but since the
Board had not done so it might be better to go for'wall on the basis of broadening the scope of the Regulation and adding
to the list of
articles. He said that he felt there was a definite
need for
perfecting the machinery which would enable the Board to adntinister the Regulation effectively even though the list of articles
was not
changed until the government wants to cut down drastically the
der/land for given articles.

He said that the Board could regulate charge

accounts on
listed articles in two ways, namely, (1) require identical
d°1113 PaYments on charge accounts as is done on instalment accounts,
4nd (2) freeze charge accounts which are not paid within a specified
ntirliber of days. Mr. Ransom went on to say that in the event it should
be d .
eelded to include charge accounts under Regulation VI, the number
csfIlegistrants would be increased from approximately 160,000 to 300,000
and that this
number would be doubled if the Regulation were applied
to slr
erything but bare necessities. He said it was his view
that as
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time goes on Regulation

will either be abandoned or the coverage

br
oadened very materially.
In response to a question by Mr. Brown as to the source of
the pressure for further modification of Regulation Tiat this time, Mr.
Ransom stated that it came primarily from the Office of Price Administration and the War Production Board.

He said it was the feeling of

the Office of Price Administration, for example, that action by the
Board in tightening Regulation Viwould be very helpful in relieving
that Office of the necessity for rationing certain commodities.

Mr.

Ransom stated he thought that before this country wins the war, credit
will be
drastically curtailed and the standard of living will be very
Illuch lower than at present. It is therefore important, he said, to
get Regulation Vi in working order to meet any contingency.

He recog-

nized that Regulation Viwould have loopholes regardless of what was
clone, but said that this was also true of rationing.
In response to a further inquiry by Mr. Brown as to whether
the

was any possibility that furniture would be eliminated from

41°rig the "listed articles" in the Regulation, Mr. Ransom said that
he did not think
so.
Mr. Lichtenstein reported that following the last meeting of
the
Board

that

with the Federal Advisory Council it had been determined

the Executive Committee of the Council would meet with the Board

°I1 the second Thursday of each month (with the possible exception of
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°Ile or two
summer months) in which the regular statutory meetings of
the Council were
not held, but that subsequently one of the members
of the
Council found that the day agreed upon would not be satisfactory
tO 114,-

and it was now proposed that such interim meetings he held hereafter on
the third 'Wednesday of each month. He indicated that it was
hie un
derstanding that this was satisfactory to those members of the
4ecutive Committee who were present at this meeting and that as soon
as he had
had an opportunity to clear the matter with Messrs. Harrison
and Huntington he would advise Mr. Morrill finally whether the new
Ineeting day
would

be agreeable.

Thereupon the meeting adjourned.

Assistant Secretary.

APPIvved:
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Vice Chairman.

