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A Meeting of the Board of Governors of the Federal Reserve
System witp the Executive Committee of the Federal Advisory Council
Was helq in the offices of the Board of Governors in VWashington on
Thursday, Mapen 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. Brovn, 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 stated that, inasmuch as this is the first meeting
to ” held witn the Council's Executive Committee in accordance with
i Schedule agreed upon following the last meeting of the Board with
. ¢ Feder‘al Advisory Council, he regretted that it was not possible
Eor all members of the Board to be present. He explained that Messrs.
ccles, Draper ang McKee were serving on the IExecutive Committee of
. ® Federa) Open Market Committee and that it was necessary for them
© meet, this morning on open market matters prior to conferring this
®Tnoon With the Secretary of the Treasury on government financing.
t:aiéid that Chairman Eccles was therefore unable to be present and
“eSsrs. McKee and Draper were in a position to meet with the mem-
s of the Council for only a short time prior to going to the other

IIIEQt-
ing,
§+ Mr. Ransom also explained that Mr. Szymczak was on the Pacific
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¢oast on official business of the Board and that Mr. Evans had not
yet entereq upon his duties as a member of the Board.
Mr. Browvn stated that the topics which his Committee would
Like ¢, discuss with the Board were (1) the questions which Mr. Ransom
haq Previously discussed over the telephone with him and other mem-
bers of the Council relating to Regulation W, namely, (a) whether open
°%% or charge accounts should be regulated, (b) what if any regula-
Lon Should be imposed on ordinary term loans for the purpose of pur-
chasing, Or making dovm payments on, listed articles, and (c¢) whether
L fO0-purpose loans could be excluded from the regulation; and (2)
the Progress made by the Board in conferences with the Treasury looking
fovarg the formilation of a long range program for financing the war.
Mr. Ransom suggested that in view of the fact that Messrs.
®Kee ang Draper would have to leave the meeting shortly, it might
© Preferable t, discuss the second topic first.
Mr. McKee stated that progress made in the discussions with
¢ TreaSUry since the last meeting of the Council had been encourag-
Ing ang that he was hopeful that some agreement might be reached on
the Board's pProposal which had been discussed in a general way during
L last Meeting with the Council. He expressed the view that it would
s neCessary to make some adjustments with respect to the reserve situa-
lon in the money market and stated that there was a guestion whether

Ky
“hure Market issues of the Treasury would suffer because of the lack
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of 1iquidity in the New York market. He asked the members of the
Couneyy what in their opinion could be done to put more money in the
‘%treeﬂ'without reducing reserve requirements.
Mr, Fleming said that of course banks outside of New York City
Coulq keep more funds on deposit with their New York correspondents
ad egge the situation in that way. Mr. Brown, however, said that he
S8 no flore reason why correspondent balances should be kept in New
York than in Chicago, St. Louis or other Reserve Bank cities. He went
M to say tpat the present procedure followed by the Treasury whereby
e °Perates on a twenty-four hour basis is likely to break down unless
Some Program for financing the war is agreed upon and made pakiis. e
Said that, insurance companies as well as banks feel that they should be
8lven Some indication of the Treasury's long range policy.

Mr. Kurtz suggested that the Treasury and the Federal Reserve
Ysten should get, away from the "New York complex" and recognize the
changes Vhich are taking place. He said that the gold inflow from
Vhich New Yorik had benefited had practically ceased and that money

in
Vested ip New York will in future be spent elsewhere to an even

greater- degree i

Mr. Brown stated that foreign trade had almost disappeared
Wi 5 :
*H the vy and that the stock market was quite inactive. He also
Te
t that too much emphasis was being pleced on New York as the money

Tig o o .
Thet 8d 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 o make preparations for changing its methods of financing
if 4¢ is to avoid a collapse of the existing marketing machinery.

Yr. McKee indicated that deposits in New York City banks dur-
Ing 19,1 had remained almost stationary whereas the deposits in banks
= Chicago and some of the other Federal Reserve Bank cities had in-
Sreaseq Substantially. In this connection Mr. Fleming pointed out
that, With the flow of money to interior banks having smaller capital
"495 than those 1n New York City there is less elasticity in the
Svent it becomes necessary to use those deposits.

Mr. Brown said that money and securities are being withdrawn
Tom New York City banks partly because of the fear of air bombard-
Dent,,

¥r. Kurtz stated that Treasury sales of defense savings bonds
alsg had the effect of withdrawing money from New York City banks. He
e thay 4p his opinion it might be more dangerous than helpful to
sarry larger correspondent balances with New York institutions in view
°f present, trends.

Mr. Ransom said that he thought representatives of the Board

? &bout, reached an agreement with representatives of the Treasury

that the Treasury should have a "pattern of rates" but that he recog-
t2eq the difficulty of translating this into a precise definition of
Juag What such a pattern should be. He said that he felt it was im-

po . .
Ttant first to agree on the general principles involved and that
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thereater the details could be worked out in agreement between those
Tesponsible fop carrying out the policy. He said that, in his judg-
"ent, 1% was not feasible for the Treasury now to fix the rates on all
Tuture issues but he thought it would be helpful if the Treasury could
"®2ch 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
Upon 2-1/2 per cent as a rate for the purpose would establish a "bench
"ark" ang when the maximum maturity had been decided, all other rates
*ould be kept, in line in accordance with the investment characteristics
fnd Daturities of other market issues. He said that when such a de-
“lsion was reached and there was an agreement upon a pattern of rates
°F the future, the Federal Reserve System would of course adapt its
operations to such a program and this would enable it to support the
Treasul‘Y'S Program more effectively than otherwise might be the case.
Mr, Draper referred to the discussion at the last meeting with
the Counciy of the proposed amendment to section 7(d) of the Securi-
Hes ang Exchange Act of 1934 and stated that following receipt of a
Py of Mr. Brown's letter of March 2, 1942, to Congressman Lea, as
h&iman of the Committee on Interstate and Foreign Commerce, he had
Testeq members of the staff in the Board's Division of Security
Loay

S %o review the points made in the letter and prepare a memorandum

c .
ontaining Such comments as seemed appropriate. He said that it had
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been hig thought that the substance of the memorandum might be called
to the attention of the members of the Council's Executive Committee
8% this meeting. However, at Mr. Ransom's suggestion, it was agreed
un&nimusly that copies of the memorandum should be mailed to each
fetber of the Committee for his information.

Mr. Brown said that if a member of the Board would indicate
0 the Subcommittee having charge of this legislation that the proposal
Shoulq be dropped he thought that would be the most effective thing
that, ¢ould be done. Mr. Ransom explained that this could not properly
® done without, a reconsideration of the matter by the Board. He said
that, the Proposal originally had been approved by certain members of
She Boarq, including himself, and that he had thought at the time that
e Proposa) was in the public interest but felt sure that any arguments
3ainst, the proposal, if brought to the attention of the Board, would
fause the Proposal to be reconsidered. He also said that he did not
understand that the proposed legislation was likely to be enacted by

® Present Congress but that he might be mistaken on this. He sug-
gested, in light of developments, that the Board might want to reconsider
¢ Fecomendation it had previously made.
Yessrs. McKee and Draper were called from the meeting at this

Poing,

Mr. Ransom referred to the earlier discussion regarding the

money Tarket, saying that he thought the members of the Council should

SER
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give Consideration to the fact that the traditional conception of
Centra) banking was inevitably related to "a money market" but that
POssibly changing conditions might in the course of time substitute
Some other city for New York as "the money market". He also referred §
to the fact that there might be inherent in the original conception of
the Federa) Reserve System the idea that there might be in this country
frelve Money markets. He thought that the relation of this problem
° the Operations of the Federal Reserve System as our agency of cen-
W banking could not be overlooked and merited continuing considera-
lon by a11 interested in the System and its role in the national
Seonony,  yq inquired of the members of the Council, in view of the
®Pinion €Xpressed by some of them this morning that New York, as a
"oNey maret, 14 becoming less important, what they would suggest as
N substitute, asking whether they thought that a number of money mar- f
Sts Might take over the role heretofore performed by New York and
Whethe, they thought that some one city, say Chicago, might be the
successor to New York if they were right in their opinion that New

Tk was destined to lose its position as the money market of the
“Otry,

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

® @ group of money markets into existence or to substitute one city
0 v

" nothep in the performance of the role of the money market. He
Pen 4
“Mndeq them of the discussion that had taken place on several occa-

81 .
0 that a11 10 of the Federal Reserve Banks might be put on an

Q RASER
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€qua) basis, so far as keeping them constantly advised of bids or of-
Ters on Government securities in whatever city that was functioning as
the Tecognized money market, that the perfection of telegraphic communi-
®ation qiq make it possible to have each of the 12 Federal Reserve

Banks Maintain a record of immediate changes in the Government bond
Market,, Permitting these banks in turn to inform anyone in their dis-
*1et interosted in the matter of such changes, and hat this might

have Some advantage in further expanding the usefulness of the System

in Telation to its obligations in connection with the Government bond
Market,

Mr. Brown again stated that he could not see why there should
bs °nly one money market when through the use of telephone and tele-
Saph transactions can be handled expeditiously at other points. He
"4d that the situation would be even more favorable to banks in Chicago
14 other Federal Reserve Bank cities if the Treasury would authorize

® Reserve Banks to transfer all government securities by telegraph
33 ig Presently done in the case of Treasury bills. He also said that
© Tecognizeq that it had been the classical view that there should
be Ly one money market but that between 1900 and 1910, for example,
Chieago Was quite independent of New York City. He also referred to
the fact that at one time Germeny, Belgium and certain other European
°°untries had several money markets.

Mr. Ransom referred to the questions concerning Regulation W

W]
¢
B he had discussed over the telephone during the last ten days
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"ith ¢ertain members of the Council and stated that he and members
°f the Board's staff had recently had numerous conferences with repre-
**itatives of the trade and members of the staff of the Office of
Price Administration but that the Board desired all the information
"™ieh 1t could obtain on the subject.

Mr. Brown said that, as he understood the questions, it ap-
Psareq that the Board was committed to the general theory that it
"isheq to regulate the purchase of listed articles but it seemed to
hin that this purpose was being accomplished through priorities and
SHailng.  He atwted that dn his opimion famiture &id nob eanfliet
1 Y way with the war effort and that he would like to see it elim—
inated from the "isted articles". With respect to the proposal to
Tegulate charge accounts, he said there are many people whose income
® Seasona] and that the proposed action would cause great dislocation
! the buying habits of people according to the areas in which they

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

In Chicago, sell nothing on the instalment plan, whereas many depart-
lent, Stores sell from 90 to 95 per cent of their merchandise on an

instalment basis. Department stores, generally, he said, show large
increases in sales and so far as he could see there had not been any

Pening effect on demand by reason of the existence of Regulation W.

i
* Brown went on to say that merchants like to get good charge accounts

e
‘duse in this way they get good customers and that he thought that it
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"ould be undesirable to disturb existing merchandising practices merely
for the Purpose of preventing evasions to Regulatioﬁ W. He said that,
3lth0ugh it is true that there are considerable stocks of certain
Productg on hand, the government is regulating the disposition of the

e imp°rtant ones by direct methods as for example refrigerators

d ice boxes. He also said that in his opinion the Office of Price

Administration has overemphasized the importance of tightening Regu-
lation y because the restrictions on typical charge accounts at good

Stores 4re greater than those which would be imposed under Regulation
W,

In Chicago, nhe said, savings accounts are off about 4.2 per cent
o departnent, store sales, exclusive of furniture sales which had not
Sone UP with the general swing, are up from 38 per cent to 50 per cent.
Shoptage °f wool and other commodities, he stated, stimulates buying
°F cash, Mr. Brown concluded by indicating that he was opposed to

r 3 L3 :
Oadening Regulation W at this time, thus necessitating the setting

u .
P of 3dditiong] machinery and creating a great deal of antagonism

Oy,
Td the Federal Reserve System.

Mr. Fleming stated that merchants have developed a practice
of .
keeping Customers in debt. He said that recently he had been in-
fo .
ed on §00d authority that one effect of the regulation of consumer

Creqis .
At 1 Canada haq been to encourage people to buy a year's supply
at,

0 3 . »
" time On open book account and then to take a year in which to
p&y.

He felt that the inclusion of charge accounts under Regulation
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¥ Might encourage twelve month open book credit in this country. He
S8d that, in his judgment the Office of Price Administration should
dis°°ntinue the practice of announcing in advance those commodities
T Which shortages were expected because such announcements have the
8ffect op accelerating buying. He thought that the Office of Price
Administration should be advised informally to discontinue the practice.
s, Fleming also thought that the inclusion of charge accounts under
Reg“lation W would cause endless mechanical difficulties of administra-
ton 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 "listeq articles" and that a penalty interest rate be required on all
:ec°“nt8 not paid within a specified period. He said, however, that
te "ould prefep to see consideration of the proposal deferred until af-
er the tax program has been determined by Congress.
Mr. Kurtz stated that he was also of the opinion that the

anadian System of regulating consumer credit encouraged the spreading
: ebt ang tpat the inclusion of charge accounts under Regulation W
oulq Stimilate buying and slow down payments. He also thought that

® Proposal would cause a great deal of ill will toward the Federal
Sserve System. He indicated, however, that if the Board should decide

to tak
€ action along those lines, he would prefer to forego requiring

SER
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°ash down Payments and to confine the restrictions to freezing charge
4ccounts pot paid in sixty days.

¥r. Ransom stated that the Regulation is experimental and that
the 134 of articles has become less realistic than it was in the be-
8inning. He said that originally the Board could have taken a negative
“PProach the problem of regulating consumer credit and proceeded
Slong the lines followed by Canada, i.e., regulating credit for the
Pirchage of almost all commodities except food, clothing, fuel, drugs,
Ste., byt since the Board had not done so it might be better to go for-
" on gy basis of broadening the scope of the Regulation and adding
0 the list of articles. He said that he felt there was a definite
%8 for Perfecting the machinery which would enable the Board to ad-
ln'“lister the Regulation effectively even though the list of articles
"3 not changed until the government wants to cut down drastically the
demand for given articles. He said that the Board could regulate charge
8ecountg °n listed articles in two ways, namely, (1) require identical
om Payments o charge accounts as is done on instalment accounts,
nd (2) freeze charge accounts which are not paid within a specified
Mimbe °f days, Mr. Ransom went on to say that in the event it should
S decided to include charge accounts under Regulation W, the number
! Pegistl‘ants would be increased from approximately 160,000 to 300,000
! that this number would be doubled if the Regulation were applied

0 eve
I'ything but bare necessities. He said it was his view that as

SER
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Hne goes on Regulation W will either be abandoned or the coverage
broadened very materially.

In response to a question by Mr. Brown as to the source of
the Pressure for further modification of Regulation W at this time, Mr.
Ranson stated that it came primarily from the Office of Price Adminis-
*ration and the War Production Board. He said it was the feeling of
the Office of Price Administration, for example, that action by the
Board g, tightening Regulation W would be very helpful in relieving
that Office of the necessity for rationing certain commodities. Mr.
Ranson Stated he thought that before this country wins the war, credit
"L be drastically curtailed and the standard of living will be very
fuch lower than at present. It is therefore important, he said, to
S8% RegU1ation W in working order to meet any contingency. He recog-
Mzeq that Regulation W would have loopholes regardless of what was
done, but said that this was also true of rationing.

In response to a further inquiry by Mr. Brown as to whether
°Te was any possibility that furniture would be eliminated from
ong the "listed articles" in the Regulation, Mr. Ransom said that

e Ud not think so.
Mr. Lichtenstein reported that following the last meeting of
® Board with the Federal Advisory Council it had been determined

that, the Executive Committee of the Council would meet with the Board

N the Second Thursday of each month (with the possible exception of
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e or two symmer months) in which the regular statutory meetings of
the Council were not held, but that subsequently one of the members

°f the Council found that the day agreed upon would not be satisfactory
to him and it was now proposed that such interim meetings he held here-
8ter on the third Wednesday of each month. He indicated that it was
bds “nderstanding that this was satisfactory to those members of the
Executive Committee who were present at this meeting and that as soon
% he hag had an opportunity to clear the matter with Messrs. Harrison
il Huntington he would advise Mr. Morrill finally whether the new

Neet,
Ing day would be agreeable.

Thereupon the meeting adjourned.

-
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Assistant Secretary.
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X "\ Vice Chairman.






