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A Meeting of the Board of Governors of the Federal Reserve
Vstem i+
¥1th the Federal Advisory Council was held in the offices of

the p

0

ard of Governors in Washington on Monday, May 18, 1942, at 10:20
&.m.

PRESENT: Mr. Eccles, Chairman

Mr. Ransom, Vice Chairman
Mr. Szymczak

Mr. McKee

Mr. Draper

Mr. FEvans

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

Mr. Wyatt, General Counsel

Mr. Goldenweiser, Director of the Division
of Research and Statistics

Mr. Smead, Chief of the Division of Bank

Operations

Mr. Parry, Chief of the Division of Security
Loans

Mr. Berntson, Clerk in the Office of the
Secretary

Messrs. Charles E. Spencer, Jr., George L.
Harrison, William F. Kurtz, B. G. Huntington,
Robert V. Fleming, H. Lane Young, Edward E.
Brown, S. E. Ragland, Lyman E. Wakefield,

W. Dale Clark, Nathan Adams, and George M.
Wallace, members of the Federal Advisory
Council representing the respective Federal
Reserve Districts

Mr. Walter Lichtenstein, Secretary, Federal
Advisory Council

Mr,
t%ﬁ Brown stated that the Council met in separate session yes-
¥ and gy
o, > While it had not adopted any formal recommendations
Teso]
utji
of 18 for submission to the Board, it had considered a number

€rs 5
hich it would like to discuss with the Board and on which
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the Council wou1g like to express its views.
Yr. Brown then said that the Council felt very strongly that

mW‘plan of Compul sory savings as a means of financing the war should
eundertaken only as a last resort, and that every effort should first
te fade o obtain the necessary funds by voluntary subscriptions and
trough the use of an organized drive to raise funds on that basis.
oeadded that one of the greatest obstacles to the present effort to

tain Voluntary subscriptions was the reports from Washington to the

effect
that Compulsory savings would be necessary, which was making

Yage
ea
a TMErs and the small-salaried classes unwilling to purchase, on
Volun
% tary basis,

% taye
Qould

the securities that they otherwise would be willing
He said that it was realized that officials in Washington
o .

t commit themselves that compulsory savings would not be neces—

Sary
» by .
. t that if they would withhold comments to the effect that such
Step

W
" uld be necessary the present plan for voluntary subscriptions
Oud ha

v

€ & mych greater chance of success.

o Y. McKee inquired whether the Council had any opinion on the
estio

n "
Whether the present program was adequate or was the best way

Va
PProg

thay ch the matter, and Mr. Wakefield responded with the statement
t

e
v Present program, which involved a plan of personal solicitation,

8
i €tting under way.

M
> Brown commented that the Council felt that additional taxa-

on WOUJ_ 4 b
€ Much more desirable than a forced savings plan.
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In response to an inquiry from Mr. Ransom as to the reasons
o Objecﬁ.ng to a compulsory savings plan, Mr. Brown stated that it
® Impossiby e to eliminate the inequalities and hardships that would
result from Compulsory savings. Mr. Wakefield added that any such plan
wmﬂd’ of Necessity, have to be placed on the same basis as income tex
*Lect;ong because of the many varied situations in which individuals
fmmd themselves, and that it would result in distresses and dislocations
’ Personay affairs as well as enormous expense on the part of the Treas-
:Iy' ¥r. Ransom questioned whether that would be the case, and said
}Mt the Present voluntary basis had such an element of compulsion in
e that, in effect it came out at the same point as an involuntary plan.
] Mr, Viakefield referred to the proposed $2,000,000,000 additional
s::l SeCurity taxes and to the broader application of rationing, and
be :id ?hat &s the latter was applied the need for forced savings would
imlnated because there would be no other place for the people to
et theiy funds,

i M, Ransom recognized the difficulties in putting a forced sav-
88 plan -
blan Nto effect but felt that that was not an adequate reason for
doing So,

in
g Wo
i Temove the need for such a program.

Dot

and he expressed doubt that a broader application of ration-

tay Ve, Fleming stated he thought that with the application of higher
es it

the ould be necessary to give some recognition, in determining
tax
tht 45¢, to the payment of debts, and that he had a memorandum on
Q

Sub
Jeet whiop he would turn over to the Board.
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¥r. Brown stated that the point the Council wanted to make was
that, Ereater efforts could be made to make the voluntary program suc-
iessful &d that the comments coming from Washington operated as a
errific damper op any efforts to make it effective.

1 Chairman Eccles said that so far as he knew there had been
ittle
> AL anything, said in Washington on that point since the de-

Qisi()n
Y88 reached to adopt the voluntary program, and that the ar—
Cles .
. Which had appeared in the press on that subject were largely
Nspip
e
4 by the press and the financial writers.

Chai rman Eccles then stated that a special committee appointed

the pra.s
Tesident, consisting of Vice President Viallace, Director of the

et §ps
Tith, Secretary of Agriculture Wickard, Secretary of the Treas-

Yor
genthau, Price Administrator Henderson, and himself, had had a

a!‘ge
Ste
e 41f at work studying the whole question of inflation, that it

een -
m50 ®stimated that by September the war expenditure would reach

th

,000

2000 a day ang by the end of the year $200,000,000 a day, that
e avas

allability of consumers'

dy, goods would continue to decline rapidly
e o
the 1ack of raw material

of a
Tapig increa
of

s, labor, and facilities during a period

Se in the supply of funds available for the purchase
By goods, ang that the excess of such funds over the anticipated sup-
of o
ns

agy Umer goods would be between $10,000,000,000 and $15,000,000,000
e ayy
™ Wance had been made for increased taxation, contraction of

0
Tan kinds,

L an increase of $2,000,000,C00 in social security pay-
8

s ang ;
thay S&vings of about $10,000,000,000 a year. He also stated

. {
*hderson was of the opinion that it would be impossible to
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Tol prices or effectively ration commodities if the inflationary
§3p
"®Te not closed, that the German and British Governments had found

i ne
Cessary to resort to forced savings, and that it was the feeling

°f the .
Special committee, after giving several weeks to the study of
the
r
Problen, that the adoption of a forced savings program in the

Niteq
States was inevitable. The Chairman made the further comment

at an .
V effective anti-inflation progrem would have to cover all

Pha
°¢ of the problem,

the including wages and agricultural prices, and
t

Y 8 Would have to be placed on an involuntary basis as had been
e;:;izethe drafting of manpower for the armed services. The special
- . € felt very strongly, Chairman Eccles said, that a program

be adopted in which income tax exemptions would be reduced and

"thho gs
the lding tay applied in an amount of at least 10 per cent, and

in Vi
n ddition there should be compulsory saving of at least another
be

T cen s
¥ of income. This program was believed to be essential to

fin
ance t
he Tequirements of the Government, and it had been suggested

TeCO N 4

. fition of the fact that it would not be possible to obtain a
gl‘aln Which P
aqde

g

Pr

. ntemplated a 20 per cent tax on income. The Chairman

. that ®Ven with this program it might be necessary to increase the
b ot taxes and forced savings and apply some form of sales tax.

N eemenfr- Wakefield stated that he did not believe there was any dis-

byt 0 the part of the Council with what Chairman Fceles had said

that

t : ;

he dlscu851on of the Council yesterday was in the light of a
Which h

should

Man
&d been instituted on a voluntary basis, and that that policy

not,
be réversed until the voluntary program had been tried.
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Chairman Fecles stated that he was in full agreement with that
positim, that at the moment he would not consider any other course,

a
g that, eVeI'ything possible should be done to make the voluntary pro-

Stan 5 Success,

¥r. Kurtg suggested that, if the program were to be placed on
. involuntar"f basis as was the case with the selective service, there
Howg be Tecognition of the fact that an individuel might have financial
SConomi disabilities which would exempt him from the financial ob-
ligati°ns of the program in the same menner as physical disabilities
Yoy

. SXempt him from the draft. He also expressed the opinion that,
i

fa
he&"y sales tax

were applied to sales of other than subsistence
te

"8 1t Would be an extremely helpful step in the solution of the
p!'oblem.

At this point, Mr. Goldenweiser withdrew from the meeting.

& FOHOWing & discussion of the effectiveness of a sales tax,
r
. B. = .

Trison inquired
tuz.e ) . ‘ .
N X Instead of an income tax. In connection with a discussion of

s'point, MI‘.
Britain —

% Al amplified in this country under which each individual would
8

whether any thought had been given to an expendi-
Ransom outlined a suggestion which had been made in

Peppms e s
mltted to Purchase without tax a stated amount, say 25 shillings,
of st&fﬂps

he L Tequiring, if he desired to spend additional amounts, that
Pay

®ach week which could be used for such purchases as he might

¢ p I'oé‘f‘eSSivel;)r greater amount for each additional 25 shillings.
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¥r. Adams stated that the present plan for the distribution of

TMiment, Securities, under which the Series E bonds were handled by

the Ty,
®48Ury and the distribution of other issues was handled by the

Comuy 4,
tees being set up in the Federal Reserve districts, was not an
efy

ectj
. Ve way to handle the job, and that it would be his suggestion
at ¢ S
he dlstrlbution of all Government securities be placed in the

Ndg
o the Federal Reserve System.
Mr

» YcKee stated that he had made some informal investigations
%m:::ious Parts of the country in which pay rolls resulting from war
" it Were heaviest, that it was his conclusion that individuals
e Areas were not purchasing Government securities to the ex-

Snt th

at
b they should, and thet some means would have to be found to
ring

bout oy

o ¢ effective participation. He felt, however, that be-
Te

an 3§
lnvoluntary program was adopted every effort should be made to

® the
v
luntary program a success.

MI‘.
bhay Brown then stated that it was the feeling of the Council
No

New
g " forms of redeemable bonds should be issued by the Treasury,
hat
while 3
LN i » While i was believed desirable to raise the present invest-
imit, :
by °h Series F and G bonds to $100,000, there was danger in ex-

€ thi
® form of security because of the possibility of increased
ul‘e
fo T Tedemption,
o g he POssibility of selling $10,000,000,000 to $12,000,000,000
Pies R
s F

Dress

& The Council was also of the opinion, he said,

> 8nd G bonds there would be sufficient redeemable bonds
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goine 3

€ Into the hands of the public to secure the necessary funds from
that,

Source, and that, by issuing different maturities of non-redeemable

Onds Corporate f . i —
unds could be reached as well as with redeemable se

Chairman Eccles pointed out that the Federal Reserve System

d tay
0 the position that a short-term tap issue redeemable after

Six
months upOn 60 days'

notice would be a desirable part of the fi-
Nap

cin
§ Progran as a means of attracting short-term corporate funds,

ang th
at
this matter had been discussed with members of the Council

On s
. e said that, if these funds were left with

Day,
San .
4 investeq by them, the effect would be an inflationary in-

¢ eaSe in b
&nk deposits,

Co
I'DOI‘atiOHS £ . .
b or the purchase of Government securities there would

whereas if the funds were used directly by

0 ine :
Tease in bank deposits and the need for recourse to the banks

Woul d
be 3. .
tmm dlmlnlshed, and that in order to reduce to a minimum the ex-

\
1" ne .
oty eds it woulg be necessary to attract all possible funds from
er SOUrcGS

ank investment would have to be resorted to for financing

n :
Whay ®Xplanation of his earlier statement, Mr. Brown said that

® Counej .
Prep "Cil had in mind was that the average corporation would
er

0 j X
bungy 'IVest its funds in marketable securities with definite ma-
leg

a
o > %4 that more funds could be attracted in this manner than

eat
tracteq by the type of short-term issue that had been
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Pro
POsed tq the Treasury by the Federal Reserve System.
Mr. McKee stated that he could not see how any harm could re-
Sult ¢ .
Ton having sych a short-term issue available as a means of effect-

ing the +
€ Investment of such amounts of corporate funds as could be at-

trac
bed by such an issue.

Chairman Eccles discussed briefly the terms of the short-term

&p iSs s
N U Which had been proposed to the Treasury and the reasons why
haq
: €N suggested as a part of a program to tap all sources of ex-
stin
gt
, wnds othep than bank funds. He referred to the fact that the
Vsten haq beep
th

&

Pro g

thy &ran which hag been recommended wes for the purpose of avoiding
t

under pressure to reduce reserve requirements and that

acti
ton as long as possible.

Mr, : .
the Fleming expressed the opinion that, with the dislocation
t W&s

Semuity :Ound to take place in bank deposits and as the Government-
lcre&sed Pldings of banks became larger and larger, there would be
Pressure for the protection of those portfolios.
hlthe fchairman Fccles responded that such protection already existed

0
mhan ™ of ap announced policy on the part of the System to make
CeS

t
Q&i ° Member and nonmember banks on the security of Government
§atyq,

ns
3% par, the policy of the System of supporting the Gov-

Secyns
Stan ity market, and the policy of the Federal Reserve Banks
g

e
Cong, ady to Purchase all bills offered them at & rate of 3/8 per
whic

h e
nableq member banks to adjust their reserve positions
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Quicky, ,
vV and in such a manner as to make the most effective use of the

Sxisty
g volume of reserves.

Chairman Eccles then outlined briefly the organizations which
Werg bes
e

g set up in each Federal Reserve district for the purpose of

Astps
Tibyty

ting Government securities other than Series E war savings bonds,
and

’ Stated tnat, the existence of a short-term tap issue would give the

;muttees Something they could use to attract the funds of corporations

re;:ifch they had no immediate use. He said he felt such an issue would
the amount, of open market securities that banks would be called

“Don t
0t
ake, ang that, if the volume of bank financing of Government

need
S ass
ned large proportions, it would be necessary to reduce reserve

Tequy
Tement, .
S> which would result in large excess reserves and a very

Ow
5
hort~term rate,

to He added that it was hoped it would be possible

0lqg o
ang PN market financing to not to exceed $1,000,000,000 a month

0 raj )
if1nm °¢ an additional $1,000,000,000 through tap issues, and that
T

Were . . )
b Possible it was likely that a change in reserve requirements ¢
e avoi
ided for a considerable period of time.

Cha'
Regg *'man Fecles also stated that the Presidents of the Federal
Tve

Ban
ity ks were calling attention of banks throughout the country

Ofth Teserves to the availability of Treasury bills, and some
e

Memh
hﬁino °rS of the Advisory Council stated that the smaller banks

bee .
Neogg " Interested in bills in the past and that it would be
Sa

Y to
do & considerable amount of educational work to bring the
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Tatte ’
T effectively to their attention.
On the question of member bank reserves, Mr. Brown stated that

e Counns )
i Wil was in complete agreement with what it understood to be
he 3
03, s
rd's Position, that for the present at least the problem of bank

SServeg should .
. be treated as a single problem for the country as a
W] ole

t
b > that the volume of excess reserves was sufficient for the time-
eing
a,
> 8nd that, no effort should be made to force balances into the

w YO
rk
: Market or action taken looking toward an over-all reduction

reServ
€S. He said that, while the Council realized it might be

ceSSa
the T to reduce reserve requirements fairly soon, it was felt
: existing reser

mArket

; > and that, 3¢ was necessary that the Treasury obtain its funds
0
" the sectione
Tong

Ve H
b ® added that the Council was opposed to the discontinuance

ves could be mobilized through the use of the bill
of the country where the Government was spending

W YOP
the K angd Chicago as central reserve cities for the reason that

Orres

0 : :

the Pondent bank balances and corporate accounts in banks in
Se Cltieg -

Papy r'e more liable to fluctuations than deposits in other
8

Chaj
fop iruen Fecles referred to the proposal that had been made
an

amen
dment 4 the law which would authorize the Board of Gover-

S to
Chan
sﬁve €€ reserve requirements in central reserve cities or re-
cities
Yo > and expressed the opinion that it would be desirable to

8 a
to Uthority for the reason that it might be found necessary

Nge
Tese . . . i .
¥ equirements in central reserve cities without
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aking o5
S Slmilar action with respect to reserve city banks.
In the ensuing discussion, Mr. McKee suggested that the amend-

nent, e
Tght be placed in such form as would insure the maintenance of
Someyt,

a .
b higher reserve requirements in New York and Chicago in recog-
Ation

of the central reserve characteristics of those cities and still

Demit
: Tore elasticity in action by the Board with respect to changes
requirements o

There Was a discussion of the alternatives that might be avail-

e ¢,
ot
he Boarq of Governors in the absence of the suggested amend-

leny,
g the Teasons v

-

N why the law was written in its present form. Mr.
$ X‘rj_s on
Teferred to the special report which was submitted to Congress
the
Boarq of Governors,

& Federal Advy
Illend

the Presidents of the Reserve Banks, and

th
Sory Council on December 31, 1940, and to the recom-
ats
thn coﬂtained th . . .
bep erein that the authority over reserve requirements
aced in the Fed . .
umpi eral Open Market Committee and the Committee au-

Zed t
) . :
or change reserve requirements for central reserve city banks
e

the

Serve a3
€1ty banks or for country banks, or for any combination of

e
Classes. He expressed the opinion that, while from an

GCQnOmic i
% 4 financial standpoint it would be well to amend the law
8

Oper q
nbee Mt a change in reserve requirements of any one of the

Cla
SSQS of banks,

uﬁﬁor it would remove much of the fear of improper

at pow ¢
ey PoWer if it were placed in the hands of the Federal Open
Commy 4o

"
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¥r. McKee stated that in his opinion a more important amendment
"oulq be one to which he had previously referred in discussions with
Wers o the Council which would amend section 19 of the Federal Re-
e At to eliminate the provision that no bank shall meke new loans
" pay dvidends while its reserves are deficient, that in view of the
*dsion T®ached in the case of Michelsen et al. v. Penney et al., 41
“Pp. 603, the directors of banks were fearful of making loans when
T Teserves were near legal requirements, and that in this situation
® Tecent amendment to the Board's Regulation D to permit the computa-

tion

U of
. Teserves on a weekly basis had been of little help in the situa-
on,

Vr, Brovm stated that it was the feeling of banks throughout the
‘lntry that the p
Chay

Qmon
€ the
iy amendments that, had been proposed by the Board, that the Board

enney case would be reversed in the higher courts, and

lrman
Eceles saiq that the amendment referred to by Mr. McKee was

Ot wa
i nt to Suggest the amendment as separate legislation, but that,

I‘e Wi
er - < . . .
€ to be legislation to permit a change in reserve require-
ment p =
8

fe
entral reserve city banks, this point should be covered.

Co
mmt Tents made by members of the Council at this point indicated
h

Y w
gy °uld favor such an amendment, and Mr. Brown stated that the
erw
oulq y

thyg be considered further in the separate session of the Council
aftePnoon

Mr, .
Whad Browm then said that, while Amendment No. %4 to Regulation

Sen §
0 effect only a short time and it was not yet possible to
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detemine‘What the effect of the amended regulation would be, it was
fel, that, tpe inclusion in the regulation of nonpurpose loans up to
%1, 500 Was 1ot tues s i
Justified by the results that would be obtained, and
?mt 1n the smaller banks particularly it would result in a disturbance
“‘public relations. He also said that it was the feeling of the
it that considerable pressure had been brought by the personal
fomlCOmpanies to have such loans included in the regulation in the
te:rczhat.otherwiSe they would suffer loss of business. He added that
itsneUHCIl Would prefer to discuss the entire matter at the time of
. xt Meeting with the Board when there will have been an opportunity
%bserve the operation of the amended regulation.
hmlatioMr. Ransom stated that the reference in the President's anti-
WQSth N Program to the desirability of the payment of personal debt
hout limit op qualification as to amount, that the problem fac-
leist:: Boarg Was whether it should regulate all consumer loans regard—
Re@u_ ‘amount’ that the alternative was to limit the application of
*Hon i to such loans up to $1,500 and leave other similar debts
layp ° 7
o 8er 4Mounts to be handled in a much more flexible manner which

d
Per
b Mt banks and the supervisory authorities to undertake to

™V out
mw the Purpose of the President's program, and that it would
e
€en

by @

b%& ds of Consumer debt and not include similar loans made by
s.

®Mtirely inconsistent to undertake to apply the regulation

He
Made the further statement that he would like to correct
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Sy impression that might exist that the form of the amendment was in
Sy Sense the result of pressure on the Board from any outside source,
at‘ld that, j¢ on the basis of experience it was found that any provi-
ilon °f the regulation was not practicable or worked undue hardship,
b wag hopeq that the banks and others would bring the matter promptly

0 th
= attention of the Board.

There ensued a discussion of the provisions of the regulation
Wi

thy

itg

Te .
°Peet to insurance policy loans, and Mr. Brown stated that
S Wa
S a mattep the Council might wish to discuss at the time of

nex .
t Meeting with the Board.

% M, Brown stateq that an important matter which had arisen in

Ma:::zoz With loans and guarantees by the armed services and the
ang the . ‘Mmission under the provisions of Executive Order No. 9112
b&flks o °8rd's Regulation V was the question of the authority of
tats make loans ang comnitments in amounts in excess of the limi-

im
gy P0sed by section 5200 of the Revised Statutes on the amount
¢

& natj
Coun tionay bank might lend to any one borrower. He said the
el

Officelozai familiar with the letter received by the Board from the

he hag .. ® Comptroller of the Currency on this subject, but that
Whop fel:;s:USsed the matter with a number of bank attorneys, all of
“-'ould hat notwithstanding the Comptroller's letter national banks
the armeg ® Protected if the loans made by them and guaranteed by
S*TVices exceeded the legal limit.

MeSs
T'S. Fecles apq McKee stated that Mr. Wyatt had received
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* Letter from Representative Sumer, written at the request of the
Ouse Banking and Currency Committee, asking that Mr. Vyatt draft an
“endnent to the Murray Bill which would exempt from the limitations
**#ton 5200 1oans made by national banks to the extent that the
805 wepe guaranteed by the Federal Government, and that a letter

1 .
; U8 alternative drafts of such an amendment had been prepared
OF M,
Wyatt' g signature which would go forward today.
Mr, McKee inquired whether it might be desirable to have repre-

Sentg
ANy , mmi
©8 of the War and Navy Departments and the Maritime Commission

Steng
a .
b Meeting of the Board and the Council this afternoon for the
TDoge
of g3 -
3 f dlscu351ng some of the problems that had arisen in connec-

N with
huw Operations under Executive Order No. 9112. It was agreed,
QV‘el,.

ity > that thege matters should first be discussed by the Board
th

e C .
Vi °Wneil, following which a determination could be reached

er it
"ould be helpful to have a discussion with representatives

of g
. Services.

Th
iy, €reupon, the meeting recessed and reconvened at 2:45 p.m.
the

s
ol 8Me attendance as at the morning session except that Messrs.
en

eise .
T and Fleming were not present and Mr. Vest, Assistant

Gen
era
1 COUIlsel and M s e + .
ngy ’ r. Cravens, Administrator for the War Loans Com-

» We :
Te in attendance.

Mr.
Couy, Brown stated that it had come to the attention of the
11

thy "
t the Wap and Navy Departments were now deleting the
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zOunter-cla,im clause in Government contracts for war materials before
hey Woulq recognize an assignment of claims arising under the contract,
:nd that i Was felt that if this practice were persisted in it would
°t as & major deterrent to the financing of the war effort.

Chairman Eccles suggested that the Council present the matter

to th

e
. Boarq formally with the request that it take it up with the
I‘IHEd SeI’Vices

¢ > and Mr. Brown stated that the Council would be glad
0 do 4
o,

C .
5 halrman Eccles referred to the discussion at the morning ses-
N with
" Tespect to the position taken by the System in connection

e .
to H8a of Tregistered securities in the war financing program and

() ind-
‘ation during the discussion that the Council as such had

ot .
ven A .

ot g onsideration to that matter. He said that, as one member
€ Boa

the ™, he would like very much to have the Council give some

0,
h%mi::nzo that phase of the problem as it was felt that it had a very
bearing on the whole financing program.
long‘tef. Brom inquired whether it was still proposed to issue the
Tre "t issue which was mentioned in the program submitted to the

aSury

on

Regy January 2g s 1942, and Chairman Fccles replied that the im-
late nEEd £

18%8 Or such a security had been met by the 2 per cent tap

Te
cently offered.,

ail'ma Mr. Brown stated that, in accordance with
n Eccles|

esil‘ab- request, the Council would be glad to consider the
:Llity of g

short-term tap issue and advise the Board of its

083 44 :
lon in the !natter ’
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Mr. Brown then stated that in the opinion of the members of the
Counc.
L the Principal obstacle to the effective participation of banks

in WQr . .
flnanclng under Executive Order No. 9112 and the Board's Regula-
%

ion y

"3s the reluctance of prime and subcontractors to place them-
SEIVes .
& position where, if the war should terminate and the con-

rﬂcts
. "ere Partially finished, the contractors would find themselves
the '

Position of having large amounts of partially finished material,

large e)Cp .
®nditures for plant conversion, commitments to buy, obliga-

Yoy

S in

. Many cases many times their net worth or capitalization only
aArt, of .

th "ich might be guaranteed by the Government, so that even if

e
guara .
- Nteed portions were taken up by the Government contractors
d

sti :
1 be in a position where they would not be able to reconvert

pl
Snts to Peace-time operations for a considerable period of

Durlng & discussion of this and other related points, Mr. Brown

tha
Dapy, © the Council felt that there had been some indication on the
)

f th
® Board that banks had not cooperated in the financing of war
cts

t
h&t there

as effectively as they could have done. It was made clear

W&S no such feeling on the part of the members of the Board.
e, GoldenWeiser entered the meeting at this point.

beﬁﬁe ‘u; Cravens discussed the provisions of sections 5 and 6 of a

bmkw form o of guarantee agreement which had been designed to

Some .
of the difficulties in the event of cancellation of a contract.
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% Sald that, the present draft of agreement had now been agreed upon

% the War ang Navy Departments, the Maritime Commission, and the Var

roductiOH Board, and incorporated practically every suggestion that

a‘ibeen received for the protection of the financing institutions

;f "ould maye financing operations infinitely easier than had been

® case under the first draft of the agreement.

" Chairman Eecles stated that it was felt that practically every-

€ haq been done that could be done for the protection of the banks

1 g
X
. N2 loans to finance the war effort, and that it was his personal
ow g,

a
o € the banks would be much better off if they made these loans

thig 1.

) asis than they would be if the Government were made to feel

1t w,
uld have to do the financing of war contracts itself.

< r. Bromn stated that the point the Council wished to make
S tha

t
" the arrangement would not work unless contractors, whether

e
We .
e pr]me or s b et LR . .
i ubcontractors, were willing to finance their opera-
t1 ’ g

8
Unde
an T the arrangement, and that as long as they felt there was

p°88ib' .
ity of having the financing done by advances from the Gov-
ent ra
g ther than by loans they would hold out for that type of fi-
ting,
“°t11 He Sald that until that problem was solved the banks would
a.V'e

ek OPportunity to do much of the financing.
Chaj pp.
gﬁ;c rnan Eecles questioned whether it would be possible to
ompletely away fro

m advances as a means of financing war orders
St&ted that

Qnd

> although it was hoped that the granting of loans
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SUarantees under Executive Order No. 9112 would work toward a re-

JMtion in the number of advances, and the services would endeavor to
tht advanceg wherever possible, they would not refuse to make an ad-
e 1 they could not keep production going in any other wey.
N FOllowing a discussion of individual cases referred to by
s:mmrs °f the Council of applications for loans, Chairman Eccles

Seq that the Board was not critical of the effort of the banks

In gy
s s
fleld, that the whole idea had been to decentralize the pro-

amas
. Much as possible and utilize the banking facilities of the
Oun

Ty .
e > and that it wasg hoped by this procedure to save the Govern-
nt

consi
" NSlderable amount of money and assist the banks throughout
€ oo

unt .
i Y by affording them an opportunity to mske war loans. He
So

e)(“pr
€8s $o. 8 s 3 i me.
ed the oplnion that in cases where applications were made

Indiyy
d
Yals or concerns without experience, capitel, or integrity

the
¥
should be turned down n

oa o matter what the terms of the proposed
Tght be,
Mr,
Cravens stated that the sections of the War and Navy De-

Pa
"ents ang the

mon Maritime Commission having responsibility for opera-
s

Wndep .
OPoars Executive Order No. 9112 were new and in the stage of
garllzatio

h&ib 0, but that they had shown a most cooperative attitude and

een
entir £ 2 1 1k va
ely v1lling in all cases to reconsider any conditions

Taetie
able ang should be adjusted.

e, p :
Town 1nquired as to the reason for the policy requiring
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that,
a . .
subc°ntractor borrow to finance his requirements when the prime

°0ntra
etor, who had obtained an advance from the Government but was in

& poad
Posi t3
1on to borrow wvithout obtaining a guarantee, was willing to ad-
VanCe £
Mds to the subcontractor. Mr. Cravens stated that he had heard

0
no j .
t Nstance in which there had been objection to such advances by

€ prin
© contractor but that, since the services were under obligation
O see 4
e &dvances by the Government were used for proper purposes,
&Y ms
ui s
ght object to advances to the subcontractor in cases where there

S Ome 3
l 2 3 -
nherent, weakness in the corporation itself.

F .
°llowlng a4 discussion of the volume of loans that had been

® sine
. ® the adoption of the Executive Order and Regulation V, Mr.
O
ty

on
th whs
ﬂmul "hich the moral and financial risk was such that the banks
d

Stat
®d that there were certain applications for loans in connec-

not,
Ca make the loans, and Messrs. Eccles and McKee stated that
Ses of this

ﬁon kind should go to the Reconstruction Finance Corpora-

In
ices response to an inquiry, Mr. Cravens stated that the serv-
ha,

d ma
Uwp de one or two direct 100 per cent loans in cases in which
ew&

S n +

®®c © basis fop bank participation but that these were being
Ourg

5ed 28 mych as possible.

The Q4+
i““hi dlscussion was concluded by a statement by Chairman Eccles
ch

he
CXpressed the opinion that it was important that the banks

Papg .
rtlcipate in

T 3 . 3 .
Making war loans under the provisions of the Executive
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...
rdep end the Board!'s regulation and that they give their best efforts
i aIlattempt to make the program succeed. Mr. Brown replied thet the
ks ywepg anxious to have it succeed and were doing all they could in

t :
h&t dlreCtiOn .

There was unanimous agreement that it
would not be necessary at this time to have
& meeting of the Board and the Council with
representatives of the services.

Thereupon the meeting adjourned.

Secretary.

Chairman.






