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A Meeting of the Board of Governors of the Federal Reserve
}’Stem .
Was held in Washington on Friday, March 20, 1942, at 3:45 p.m.

PRESENT: Mr. Eccles, Chairmen
Mr. McKee
Mr. Draper
Mr. Evans

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Mr. Wyatt, General Counsel
Mr. Smead, Chief of the Division of Bank
Operations
Mr. Paulger, Chief of the Division of
Examinations
Mr. Vest, Assistant General Counsel
ALSO PRESENT, Mr. Sproul, President of the Federal Reserve
Bank of New York
Major Paul Cleveland, Expert Adviser to the
Secretary of War
Mr. W. John Kenney, Special Assistant to the
Under Secretary of the Navy and Assistant
Chief of the Procurement Legal Division

Tt was stated that this meeting had been called for the purpose
wmu;s::zsing & proposed plan under which the Federal Reserve Banks
aritime Cas fiscal agents for the War and Navy Departments and the
contra OMmission in connection with the financing of war production
Cts,
At the request of the Board, Mr. Vest stated that the proposal

Ontep,
ple
Wh ted that an Executive Order would be issued by the President
1ch Would gyt

Cor. horize (1) the War and Navy Departments and the Maritime
mmlssion

> through the agency of the Federal Reserve Banks, to guarantee

0g;
ns Made by ) )
commercial banks to contractors and subcontractors in
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:onne0ti°n ith war production, (2) the Federal Reserve Banks, under
the Provisions of section 13b of the Federal Reserve Act and subject to
:m limitatiOns of that section, to make loans to contractors and sub-
Ontl""‘0'601'3 for war production purposes with or without a guarantee
tzmnthe Army o Navy Departments or the Maritime Commission, and (3)

= e and Navy Departments and the Maritime Commission to make loans
0

contraCtOPS and subcontractors for war production purposes through

® 8gency of the Federal Reserve Banks. He also said that, as there

Might, 1,
e
i Some doubt as to the authority for the Fxecutive Order, it
ag
Prop .
. Posed, irf possible, to obtain the approval of the Attorney Gen-
ral and the Co
h

ave th
e .
Exacutlve Order and any actions teken thereunder ratified in

mptroller General, and at as early a date as possible to

a
i .
. % which would be included in a deficiency appropriation bill,

he Thi
rd W
War Poviers Bill, or some other appropriate legislation. Mr.

adde
. that, pending the passage of such legislation, if commercial

S w €re xin s
WMwilling to accept the proposed guarantee, the Army and Navy

De
Partme
nt
S and the Maritime Commission would proceed to advance the

S the
. Mselves through the agency of the Federal Reserve Banks. He

de th
e f
of ¢ Urther statement that the order contemplated that the Board

€rn ; ’
. OTS would issue regulations covering the operations of the Fed-
the . Ve Banks and that the Secretary of the Treasury would request
edera
De, 1 Reserve Banks to act as fiscal agents for the War and Navy
Art,

ent,
S and the Maritime Commission.

In
TeSponse to a request for his comments with respect to the
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ack o
round of the proposal, Major Cleveland made a statement substan-

t-
ey ag follows:

gettighe problem of financing subcontractors has been
adequai More and more difficult. They are not getting
smal] s? bank accommodations, either because of their
exbansilze or more frequently because of the tremendous
ihanceog that has been going on. The Reconstruction

S not borporaﬁlon has the power to do the job but just
reStrict'een doing it. It has been putting on too many

ractop lons, and, while it has authorized loans, con-
More i: ¢ould not consent to the restrictions. Further-
cons%ructﬁakes_months to clear the loans through the Re-
e resul%o? Finance Corporation Office in Washinthn.
and cage 1S_that, with the tremendous program facing us
hag to S coming up every day, some method of financing

W € worked out,.

Meag bi have been giving strong backing, first to the
COrporaty and later to the proposed Federal industrisl
Mr, pgy ion bill, At a conference held last Sunday in

it vould ;so?'s Office, the conclusion was reached that
ion Srar € lmpossible to get the industrial loan corpora-
° six - Jones' objection within anywhere from three
Mr, estonths‘ For this reason, the plan referred to by
Dartmentswas Proposed. In essence, the Army and Navy De-
by EXecut'and the Maritime Commission would be given power
Anteeg o 1ve Order to guarantee or participate in guar-
StitUtion gans mgde by a bank or any other financing in-

e guara:tlHCludlng the Reconstruction Finance Corporation.
Bany as o ee.would be given through a Federal Reserve
local bagﬁr fiscal agent to the extent desired by the
the Recon " Th? proposed order permits us to guarantee
only the Struction Finance Corporation but provides that

he wederal Reserve Banks shall act as our agents.
Departme &r Department (I am now speaking only for that
to 3 nt) would guarantee the local bank in part or up
wou). ger cent on the basis of two reports, one of which
Coulg maka Production and price report--vhetherthe man
to ty . Money on his contracts. He would furnish that
sty . 150N officer of the Army in the Federal Reserve
"hich you On the basis of that report and a second report
?e an integrity and management and financial
Bany ’thurn}s?ed as at present by the Federal Reserve

© liaison officer, in the case of guarantees on
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Loans yp 44 $100,000, would give the guarantee immediately
124 the loan could be made. On the larger loans, the local

1aison officer would be allowed, if speed were necessary,

© 3pprove a commitment for a two weeks' period probably

0 t?e extent of #50,000. The final approval of the whole
%omm?tmEHt would be handled by an operations section in
i?s?lngton on the basis of the reports furnished by the

~&1son officer and by the Federal Reserve Banks. Reports

loans guaranteed in the field would be furnished to the
oard of Governors and also to the advance payment and

%3 section of the Office of the Under Secretary of War.

1 € working of the system from the point of view of
zoticy Wwould be from the top. The Board of Governors.would
re general regulations with regard to standard security
ge » standard or flexible interest rates, and
tege?al matters of policy. These policies would be deT
themined in consultation with a policy comuittee on which
Bog rmy, Navy, Maritime Commission, and the Var Production

rd would be represented.
There aye several advantages to the plan from the
of view of expediting our production, one of which
n o ?0 be that tax amortization certificates will be
the easl?r to obtain by a manufacturer where a pa?t.o?
The toan 18 used for the purpose of additional facilities.
fice ix amortization section of the Under Secretaryts-Of—
offie A8 agreed that the reports furnish§d by t?e liaison
if4 °r will be a sufficient basis on which to issue cer-
lcat?s of necessity.
fap aThls type of financing is intended to apply mainly, so
Sub- S the Army is concerned, to the small subcontractor or
Who Subcontractor and to the medium-size or large contractor
Not, °8 8 large number of orders and needs help. It would
of © extended, at least at the present time, to the case
stanc: Manufacturer whose whole plant is engaged, for in-
tinge 4 1n making gun carriages. In that case we would con-
We an O use our advance payment method for the reason that
advane ghly decentralized and have fognd that.the use of
Wbrk‘ce Payments is a very useful tool in speeding up the

Point,

&nd tghere are many subcontractors producing for the Army
Thepe 5 Navy or for the Navy and the Maritime Commission.
Marit'ls very little overlapping between the Army and the
Vi ;me Comnission. In these cases, the arm of the ser-
bein Or which a majority of the subcontractor's work was
§ done woylg be expected, if necessary, to guarantee
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atl Loans made to the subcontractor. Ve hope it will not
I‘esf‘:écessary to pay out any cash, but we will put aside a
Outsive of approximately 20 per cent of the aggregate of
Conteandlng contracts. On the question of volume, we t
& Oogplate that during the coming year approximately
g 6000,000 will be required for anywhere from 10,000
Wil g 00 contractors. That is a rough estimate. There
of i $18,000,000,000 of subcontracts and about half
€M will need money from other than the usual sources.

Ab
eg;: half of these will need it very badly. This is in
amOuntOf working-capital loans primarily and a certain

Peop]. of conversion. I am suggesting to the budget
$508 g in the VWar Department that a reserve fund of
»900,000 be set up originally out of general appro-

Priationg. - ‘
sa tons; of course, that could be increased if neces-
. §

a FOllowing references to various details of the proposed plan
O:d to discussions of the plan which had been had with representatives
.tinterested Government agencies, it was stated that a letter trans-
Sig:::irthe Executive Order to the President had been drafted for the

e . i . .
°f Wap andof the Chairman of the War Production Board, the Secretaries
Ponge . Navy, and the Chairman of the Maritime Commission. In re-
° 0 inquiry from Mr. McKee, Major Cleveland said that it was

{ ekpect
a ed
§ " that the Executive Order would be signed by the President

the Wa

March 23, that the funds would be made available by
rD
®Partment, by March 25, and that the matter would be presented

Q the
At
t tOrney General tomorrow. He also stated that there were cer-

aj
- urgent ca

way Ses that should be taken care of promptly, that without

tin
g f
or the adoption of formal regulations the War Department could

» and that, if the guarantees were not acceptable to

> the Department could advance funds directly through
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th
e Federal Reserve Banks.

Mr. Sproul suggested that it would be more satisfactory in

Such ¢
S¢S to make direct loans without waiting for the negotiation

of guarantees.

The Procedure that might be followed in such cases was dis-

cussed’ ang }

lajor Cleveland emphasized that it was hoped that the
¢ omme rej
1al banks woulg advance the needed funds on the basis of a
©€ and that it would not be necessary for the services to ad- |

v
Ance Ny appreciable amount of funds.
e In Tesponse to an inquiry from Mr. Eccles, the other members
o Boarg indicated that they saw no objection to the proposed
serzea:d that they would favor making the services of the Federal Re-
SOKE available fn s manmers Sndlosted,
. Sproul inquired whether, if pursuant to the proposed Ix-

Ve O
tder the Secretary of the Treasury requested the Federal Re-

Ser.v
€ Bankg to act ) . |
g as fiscal agents for the Var and Navy Departments
he Mgy
th Tltime Commission, there would be any legal question as to
e

QUthops
Tty of the Federal Reserve Banks to act in that capacity.

o8t pg s
Sor ®plied that there would be no such doubt, whereupon Mr.
oul

Staq
% ted that thepe would be no question about the ability of

g
edepy
- Reserve Banks to do the work as outlined in the plan. i
Chaj ;
byth 4lrman Eeeles stated that steps should be taken promptly
€S

yst ;i
by M to set up the necessary procedure to handle its respon-
1ty

€s
Under the program in the event it was adopted, and he
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u
88ested that arrangements be made to have representatives of the

Fed

°ral Reserve Banks come to Washington for a meeting at which the
Play .
2:4rafis of pagmlations %o be Yssued by the Board, and instruc-

on
S to the Federal Reserve Banks could be discussed.

Yr, McKee suggested that Mr. Rounds, First Vice President of

e F
edera] Reserve Bank of New York, and Mr. Newell, of Counsel for
e F
derg] Reserve Bank of Cleveland, be asked to come to Washington

e

dlately for discussions of the matter with members of the Board's
Stagp
This Suggestion was concurred in unanimously by the members of f
the Boarg,

; At thig point, Messrs. Wyatt, Smead, Paulger, Vest, Sproul,
enl'ley '
\ y

and Clevelang left the meeting, and the action stated with re-
Spect

© each of the matters hereinafter referred to was then taken
the Boarq.

The Minutes of the meeting of the Board of Governors of the
e
depg al ReSerVe "

- vstem held on March 19, 1942, were approved unani-
usly.

Phy Telegram to Mr. Post, Secretary of the Federal Reserve Bank of
ladelphla

dey. > Stating that the Board of Governors approves for the Phila-

e

Phig
Benk, effective March 21, 1942, the rates established by the

Qar d
)
£ 5 dlreCtOPS of the Bank of 1 per cent on rediscounts and advances
E

Temp
i ®r bankg under Sections 13 and 13a of the Federal Reserve Act
1

Pe
T cent op advances to nonmember banks under the last paragraph
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of Sects
tion 13 of the Federal Reserve Act,and the re-establishment by

the g3
ir :
ectors without change of the other rates of discount and purchase
in the
Bank! g existing schedule.

Approved unanimously.
e Telegram to . Bowman, Assistant Vice President of the Fed-
aP&l Reserye Bank of Atlanta, stating that the Board of Governors
PProves for the Atlanta Bank, effective March 21, 1942, the rates

establ.

1sh

\ ®d by the board of directors of the Bank of 1 per cent on i
Other"

redi ; '
®discounts and advances for member banks under Sections 13

d 135
°f the Federal Reserve Act, 1-1/2 to 6 per cent on industrial

va-nCes
g hade direct to industrial or commercial organizations under
Setion
1
3b, anq g special commitment rate of 1/4 to 1/2 per cent

Cover
ng
tnused pPortions of lines of credit granted to industrial or

Co
mMercial organizats ) .
b zations under Section 13b, and the re-establishment

7 the g5
dir .
. ®ctors without change of the other rates of discount and

urcha
se j .
0 the Bank's existing schedule.
Approved unanimously.

Te
Legram to Mr. Gilbert, President of the Federal Reserve

nkof
Da,
Dayy Uas, stating that the Board of Governors approves for the
a5 Ban
lish s effective March 21, 1942, the rate of 1 per cent estab-
eqd b
v t

ey, he boarq of directors of the Bank on loans and advances for
®F ban)

a“d'u1 S under Sections 13 and 13a of the Federal Reserve Act,

e~ .
establlshment by the directors without change of the other
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rateg 5
°f discount and purchase in the Bank's existing schedule.
Approved unanimously.

Telegrams to ur. Young, President of the Federal Reserve Bank

of Bost,
on, Messrs, Sanford and Dillard, Secretaries of the Federal Re-

Serve Banks of New York and Chicago, respectively, and Mr. West, Vice
tZESident of the Federal Reserve Bank of San Francisco, stating that
€ Boapq approves the establishment without change by the Federal

B::;:ve Benk of San Francisco on March 17, by the Federal Reserve
of New York and Chicago on March 19, 1942, and by the Federal

Rege

rve

) Bank of Boston today, of the rates of discount and purchase
1

N they
T oexiats
SXisting schedules. The telegram to Mr. West contained a

Wrth
er statement as follows:

n
cal], fghanges recommended in your March 19 wire, which

Cureq br 19Wer rate on member bank 15 day advances se-
-SCOUn{ direct obligations of U. S. and on 90 day re-
on 16 4 § and advances secured by eligible paper than
GOVernm: 90 day member bank advances secured by U. S.
n°nmembent direct obligations and 90 day advances to
erati, ﬁ banks similarly secured, are receiving consid-

Approved unanimously.

L
Stter to the board of directors of the "Bank of Neosho",

Ne
0s
3

Ny, stating that, subject to conditions of membership

Proy, Lto 3 contained in the Board's Regulation H, the Board ap-
s th

Vst ® bankts application for membership in the Federal Reserve
Sl and for %

Bange

he appropriate amount of stock in the Federal Reserve

of Kansas City.
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Approved unanimously, for transmis-
sion through the Federal Reserve Bank of
Kansas City.

Letter to the Comptroller of the Currency, reading as follows:

."This refers to your letter of March 18, 1942, en-
leSlng Proposed letters to Bank of America N. T..& S. A,
74 the National Bank of Washington, Tacoma, Washlngton?
oo Tespect to waiving the submission of reports covering
f0samerica Corporation as a holding company affiliate

€ respective banks.

te ?e Board approves the transmission of ?he§e l§t7
i "% with the understanding, which it feels is implicit
3 letters, that the waiver of the reports involved
aﬁgs not affect in any way the position of.your.offlce
exi, that of the Board that affiliate relationships do

of = ?tween the Transamerica Corporation and the Bank

was with the further understandigg that any future

insz?r 0? affiliate report requirements involving these

i “Ltutions wily depend upon all circumstances and con-
1ons whicp may be then existing. )

the ®n the proposed letters go out, please advise

%ard so that we can furnish copies to the Federal

Ve Bank of San Francisco in order that Transamerica

Tation may be informed as to the action taken.!

€ser
Orpo

Approved unanimously, with the
understanding that when a reply was
Teceived to the above letter the fol-
lowing letter would be sent to Mr.

lerk, First Vice President of the
Federal Reserve Bank of San Francisco:

"There are enclosed for your information copies of
of ty Pondence, with enclosures, between the_Comptroller
N urrency and the Board of Governors with re§pect
. I' of submission of reports by Bank of America
Waghg S. A. and the National Bank of Washington, Tacoma,
ing cngton, covering Transamerica Corporation as a hold-

) gmpany affiliate of these banks. ‘
Doratiogu are requested to fully advise Transamerica Cor-

of the action taken, specifically pointing out

0 waiye
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‘that the action covered by such correspondence does not
N Ay way affect the Board's or the Comptroller's views
¥th respect, to the holding company affiliate relation-
Ships between Transamerica Corporation and Bank of America
© %+ & 8. A and the National Bank of Washington. .
T "It is assumed that the banks mentioned will acquaint
Tansameri oq Corporation with the decisions reached and
Ziy furnish it copies of the Comptroller's lettgrs. .You
c°e authorizeq to furnish Transamerica Corporation with a
t PY of the enclosed letter from the Board to the Comp- .
roller of the Currency, which indicates the interpretation
ins Boarq Places on the Comptroller's letters to the banks
&y Olveq, You are authorized also to furnish a copy of
ch lette

r to the Chief National Bank Examiner of your
lstrict. n

Telegram to the Presidents of all Federal Reserve Banks, read-
¢ as follows:

ulati"BecauSe of the adoption of Amendment No. 3 to Reg-
Ment, O W, the 1ist of articles on the ba9k of the State-
ginq'o Borrower (Form F.R. 564) will be 1ncomplete‘?e—
Dre;lng March 23, 1942. In view of the parggréph which
sar,eies the 1ist of articles on the form, it is not neces-
Whigh hat registrants discontinue the use of the forms
the - Yhey have on hand, but it would be desirable that
I'ﬁglstra.nts add the new items to the list.
Sugge ccordingly, it would be appreciated if you would
in yOst t? the registrants and other interested persons
that tr district, by whatever means you deem appropriate,
Stio he following be added to the form by rubber stamp,
ST or other convenient means: 'Articles Added March
BiCYCles, Lawvn Mowers, Silverware, Vatches and
“Notographic Equipment, Floor Coverings.' Of
mage 12 +U 1S also desirable that this same addition be
© the form when new supplies are prepared.”

Approved unanimously.

3 Telegran to Mr. Vioolley, Vice President of the Federal Reserve
ank

. 0 K
a s .
Nsas City, reading as follows:
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Your "Your %etter March 17 to Parry. No obje?tion ?o
atereleaslng information developed from Reglstrat19n
orma??nts under Regulation W, or such part of this in-

lon as you deem to be of interest, provided you

cle N . Y . .
o 8rly indicate figures are only preliminary and subject
¢orrection or revision."

Approved unanimously, with the un-
derstanding that copies of the telegram
Wwould be sent to the Presidents of all
Federal Reserve Banks.

Thereupon the meeting adjourned.

Secretary.

Y /

/

LA GIIL L

Chairman.

/






