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A eeting of the Board of Governors of the Federal Reserve
Syst,
U With the members of the Executive Committee of the Federal Ad-

80!
: *Y Council was held in Washington on Wednesday, June 3, 1942, at
0 Ben

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

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Thurston, Special Assistant to
the Chairman

Mr. Thomas, Assistant Director of the
Division of Research and Statistics

Messrs. Brown, Harrison, Kurtz, Huntington,
and Fleming, members of the Executive
Committee of the Federal Advisory
Council

Mr. Lichtenstein, Secretary of the Federal
Advisory Council

MI"
l Brown stated that it was assumed that the bill which was

0
Ueceq on June
Peder

em °I‘s i

cqm&t ® said that, in the opinion of the members of the Executive

1, 1942 by Mr. Steagall (H.R. 7158) to amend the

Re
Serve Act, was offered at the suggestion of the Board of Gov-

Se s
thr * 8ection 1 of the bill, which changed the grouping of the

RES
l&rs £ °TVe Banks for the purpose of electing representative mem-

0
e

g Federa) Open Market Committee, was an improvement over the
/ g sityg
entatio

0 of
nmtsin the Federal Reserve Bank of New York on the Committee, but

tion in that it solved the problem of the continuous repre-

Ce
&Wmed ‘nder the nevw arrangement Chicago and Cleveland would be
t

Oget " .
her, the difficulties that had been experienced in the
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ast,
Where only two banks were in a group would not be eliminated by

the bily

With respect to the second section of the bill which would

AMmenq

s

ection 19 of the Federal Reserve Act to permit changes in re-
Se

requi % & e
Qlirements for banks in central reserve cities without refer-
e

0
ot Teserve requirements for banks in reserve cities, Mr. Brown
ted tq
13t the suggestion had been made that it would be desirable

o e bill that required reserves for banks in central re-
Tve

Cltj . :
" 1S could not be reduced below those required for banks in

I'Ve TGS

Ccl . - o

" ties or increased, on the basis of percentage points, to more
50

e . : T

Per cent above the requirements for banks in reserve cities.

i
th 1 response to an inquiry from Mr. Ransom as to whether Chicago
0 :

-
anyg ‘Ncluded with New York as a central reserve city, Mr. Brown
eq

b
A by
thy,

‘U the affivmative, steting that the amownt of bank deposits

C .
hicago banks, the amount of financing done by those banks

oughOQt the

OfGo nation west of the Allegheny mountains, and the amount
Ve

hﬂn Nt securities being taken by the banks were ample justifica-
er

t Yo
6 classification of Chicago as a central reserve city.

My,
wmﬁd Ransom stated that in the interest of flexibility, he
Preg
Pogg ®f to have New York banks in one classification for the pur-
of

€sery, . " .
Uﬁ Srve requirements and the Chicago banks in another, and
Co

Tien
b was fol1lowed by a discussion of the reasons why the New

W S
L ould not, be agreeable to such an arrangement, the principal

gt
he fear that if these banks stood alone an attempt might be




1114

8/3/12

-3
de at, Some future time to penalize New York banks through an unjusti-
&d Neregge in required reserves.
¥r. Ransom said that consideration of amendments to the law
W4 oy, be approached in an atmosphere of distrust of the agencies
of g

ovemment without writing into the law every possible restriction,

% —
: that 1t was becoming increasingly evident that a situation would oc

oy
" in Which it

ould be very desirable to change reserve requirements
of ba

Sks in central reserve cities without changing them for banks in
Teg Se
wi Clties op for country banks.

Uz, Ransom also questioned the desirability of attempting to

Chy,

88 the bill at the present time. He stated that while the Board
hag

s dj~Scussed the matter, if Mr. Brown would send the Board a memo-

Setting forth the suggestion, it would be given consideration.

Mr, McKee suggested the advisability of deferring the proposed

i RE WMtil after there has been some experience with the law as
Wo
" be changed by the present bill, and Mr. Brown stated that

the

Te

ity "0 be more likelihood of having the change adopted now as a
Ltaty . .

th ton On the authority of the Board than there would be of imposing
® 15,

" ta‘tion after the power was once granted. He also said that if
Q

- " York banks desired to follow up the matter, he would be glad to
e t
he

At BQ&I‘d a letter regarding it, but that what he was suggesting
thy
8
belie tne Was that if the Board would agree to such a change, it was
the Ney York banks would support it.

“ring the above discussion, Mr. Clayton, Assistant to the
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munm”% Joined the meeting.
Mr, Brown stated that the members of the Executive Committee

we - 3

e in 4greement with the third section of the proposed bill which
o
= ®liminate the requirement of section 19 of the Federal Reserve

c . .
‘tthat N0 bank shall make new loans or pay dividends while its re-

S .
S are deficient.

During & further statement by Mr. Brovn in which he expressed
ﬂm

®Pinion that it was undesirable to group Chicago with one other
Fege
Ta

ReseI‘Ve Bank for the purpose of electing & representative mem-—

" O the Federal Open Market Committee, Mr. Bethea withdrew from

b Ur, Brown then said he understood that the suggestion had
Ing,

% that another section be added to the proposed bill which
d

Provige for the absorption by the Federal Deposit Insurance
Corpq “Tatiq,
thay the

the ® Federay Deposit Insurance Corporation and the Comptroller of

f the cost of one examination each year of insured banks,

1qeczr " were favorable to the proposal, but that the Board had
"t 1t addition to the bill.
byr ) Ransom stated that the matter had been taken up with him
afelzs Matives of the American Bankers Asscciation, but that it
mmmer R 1f this addition were made it woulcd open the bill to a
rﬂi s changes which had been considered but which it was

geM&d "ot be includeq in the bill at this time, that he had sug-
to

N I'epr‘eSenten“,ivo's:s of the American Bankers Association
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that 4, .
this amendment be put in a separate bill, and that Mr. McKee
d 5
U88ested that the amendment be in a form which would require only
°Ile e . .
Unation each year, leaving it to the discretion of the exam-—
i S 8uthorities whether additional examinations would be desirable
0 g
v Particular case.
th Y. Brown said that he understood from the discussion that
® Bog
Td was not opposed to an amendment along the lines suggested,

10t feel it was advisable to incorporate it in the existing

biy

6 e, Brown then referred to recent press statements to the ef-
a

e : Teserve requirements would be reduced and stated that the

Ers o
th T the executive committee were still of the opinion that
el\e W

48 n . .
. © present reason for reducing reserve requirements either
era

13 :
v or in New York, that bankers in New York with whom he had

ed
hag Stated tp o <
&200 at they could get along comfortably on from

)000 O
Nggy 2900 o $250,OOO,OOO of excess reserves and that they could
t

e g% .
&dded Sltuation with excess reserves of only #$100,000,000. He
that

re, T the Board felt that it was necessary to reduce reserve

o
N e:ements ®lther for the country as a whole or in New York, the
of th:r:f He Executive Committee would be glad to hear a discussion
dsons for. that position.
ael've }'sté Ranson stated that the representatives of the Federal Re-
Ragq to ™ had maintained the position that every effort should be
feach 88 many non-bank funds as possible in an effort to avoid
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CrEat- .

ng g Sltuation in which a reduction in reserve requirements
Wght

be calleq for, but that if, after such an effort had been made,
8 change s

8¢ in reserve requirements appeared to be desirable the Board

undoubt
i edly Would make the change. He said substantial progress had

)
Made j s . . -
de in the discussions with the Treasury in working out a pro-

an
: d that these discussions would be continued, but that he knew
0

N0 feays
: ®ling on the part of the Board that action with respect to
SSerye .
. TeQuirements was necessary at this time. He added that per-
Onall
7
he Would feel much easier about the situation if the amendment

. Ng the Board to change reserve requirements in central re-

% it

¥ banks had been adopted so that the Board would have flex-—
e &uthOri &
DEQP t

1,
¥ to relieve the situation in New York if that should ap-

© be desirable,

F 5
the °110W1ng some further discussion of the possible origin of
DresS
Neny statements with respect to a reduction in reserve require-

3
urj .
asq e which it was made clear that the statements were not
Q

On <
bﬁn -any information given out by the Board's offices, Mr. Harrison

d ¢ . .
"ty he OPinion expressed by him at the meeting of the Council
th

& Bo.
4rd on May 18, 1942, that a 3/8 per cent rate on bills or

& hy
Ceng, Sher short-term rate need not affect the rate of 2-1/2 per

lon
g~
3

h°1)l d be

s _ .
the °fe firming of short rates if necessary in order to give

term Government securities. He also felt that there

S a
& OPPortunity to earn a living and thus protect them as
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Ong of
the €ssential defense industries in a period of high taxes and

Subgtgn s s
Mally increased expenses.
In connection with Mr. Harrison's statement, Mr. Fleming ex-
DresSe
q
the strong opinion that unless legislation were passed it would

ESSe
atial fop the bank supervisory agencies to come to the aid of

b&m
S, whi
y hich Were not classed as essential industries, in order to pre-

ent th

e .
. depletlon of their staffs for war work and military service.
T that
4 Connection he added it should be recognized that the banks
0

No &
t Continue to carry on their essential functions of handling

® denn. .
Po
S1ts of the nation if they were to be denied the necessary man-

to o
Service these deposits.

ik During the discussion of this point, members of the Board pointed
that . .

e Neither of the bank supervisory agencies, nor the Treasury,

e
clas S pe

Sified as essential activities and, therefore, were also faced

s
S of personnel.

T, :
Brown then requested Mr. Kurtz to comment on the operation

of Rema

ton w
M lon W ag changed by amendment No. 4. Mr. Kurtz stated that,
on

Qrthe opzh? ®Xperience of his bank with the revised regulation, he was
U&I@guazlon that there was no adequate reason for the inclusion in
I%seof Pu ten of cash loans up to %$1,500 except when made for the pur-
P%wl corchasing listed articles. He said the regulation was ex-
1tfor "licated and that while his bank had undertaken to digest

5
Mformation of the personnel at the branches, the latter
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hi elt
t
hat, they could not avoid violating the regulation without alien-

ation ‘
of their customers. With reference to the provision of Section

8(k)

T 3
elatlng to insurance policy loans, he said he did not see how it
h
. ®lp the economy or aid credit control to put the holder of an
suran .
°¢ policy in a position where he could borrow from the insurance

S0y
W on his policy on any terms but could borrow from a bank on

the
Sec .
Wity of the policy only on condition that the loan be repaid

Withs
hln tWelVe months
LI
X borroy
Welve
my .
Onths Without the sale of the underlying collateral. All of

. He added that in the case of collateral loans

er could not liquidate a loan of as much as $1,500 in

thes

e
ea
the tures of the regulation, he said, were inconsequential from

ang Point of credit control but were causing great inconvenience

irpg
tation on the part of the small borrower.

Ur, Ry :
of “ansom discussed the background of the present objectives
e

Slation w
th, *on W ang why it was believed to be necessary to include in
e Pegulati

g {ng
the .

ot the present provision with respect to cash instalment

ur )
SHee Policy loans. He said that ample provision was made in

lat;

dy ion for necessitous or emergency cases and that the Board
ot _

€e
ty, how, 1n view of the objective of the regulation of substan-
I‘edu . :
Stayy, ®ng outstanding consumer debt, it could eliminate cash in-
en

ty
0a; . )
fw\w NS as this would make it possible for a person to borrow

) 0
my
My ght

. @ppear to be a purpose entirely consistent with the
ert ang

use other funds already available to him to buy goods
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s umreby add to the inflationary pressure on prices.

Mr. Brovm expressed the opinion that the regulation was not
Tteriauy effective in reducing consumer debt and was causing more
B::Zh::nt than the Board realized. Mr. Ransom responded that the
. d receiveq numerous complaints with respect to the regulation,
o Which passed over his desk so that he was thoroughly familiar
be;Z: difficulties that were being caused on the part of the small
ety 0; and that the regulation was not directed toward measures of
“chn Preventing the use of credit by spendthrifts but to the re-

°f all kinds of consumer debt.

At this point Chairman Eccles entered the room.
ot e, Fleming referred to the discussion at the last meeting
deﬁq:b:iéeral Advisory Council with the Board with respect to the
te 1y of including in the Treasury financing program a short-

* Non., .
“mt Market issue and to the subsequent advice given to the Board

a
g Separate meeting of the Council a position had been taken
ppositi°n %

tey O such an issue. Mr. Fleming stated that he had not

msfei:ezint during the discussion of the matter by the Council, that
g t "ould be desirable to give it some further consideration,
the N he Would like to ask for a memorandwm from the Board as to

tay, e for Such an issue and an estimate of the amount of funds

Wgh
t be Taised thereby.

Att
hie Tequest of Chairman Eccles, Mr. Thomas outlined the
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Casg :
NS why, with a possible $35,000,000,000 available for savings

in the o
€ fiscal year 193, as compared with $12,000,000,C00 last year,

it g
ght, be Possible, by tapping non-bank funds, to reduce the financ-

: § throygh the banks to a point as low as $10,000,000,000 during the

:$ca1 7ear 1943, He said that if that could be done the question of

;ie:: Teserves would be much less important than would otherwise be
¢, and that in his opinion the problem was whether the policy

aq

inopted "8 one of doing everything to tap non-bank funds or continu-

eg to try to sell securities to the banks in the larger centers on

se:js Whicp appeal primarily to them. He felt that a reduction in re-
"*Mirements at this time might actually lower short-term rates

Post,
N Pone the time when it would be possible to attract short-term

-
WNto the market,.

0 s ¢ s s :
llowlng some discussion of the desirability of doing as

much TrEaSu . .
thay TY financing as possible outside the banks, it was stated
in g,
" Cordance with M. Fleming's request a memorandum with respect

e
t eH:::ns e short-term, non-market issue would be sent to all of
°TS of the Federal Advisory Council.
Lsgys 5 Harrison suggested that it might be advisable, instead of
sb&ﬂmg s five,year security redeemable on 60 days' notice, to issue
Certificates and one, two, three, four and five-year notes,

OPQEr

avoj 5
4 V0id reluctance on the part of some corporations to pur-

ive~ . 3
year obligation because of the possible feeling that
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Teden .

PHon within that period might be unpatriotic. Chairman Fccles!
I‘espo

"8€ Was that one of the jobs of the Victory Fund Committees would

be
0 g
#plain to investors why that would not be the case.

Y, Brown stated that, so far as he could observe, the resistance

of
br
imary Contractors to financing war contracts under the provisions
of
e s
¥ Cutive Order 1o. G112 and the Board's Regulation V, as compared
t
R the Methods
thay

of advances from the services, was stronger today

it
¥as a month ago.

t Comnent s viere made by Messrs. McKee and Draper to the effect
at as

. the borrowers became familiar with the procedure under Regula-
on

t " ; ; . :
Chyy Hey Viould be more willing to do financing in that manner.
lan '
eeles pointed out that it was not anticipated that borrow-
¥ indey
Sube

iy
€gulation V would be preferred by prime contractors but by

0
Tac

He tors who could not get credit without some form of guvarantee.
|

dded
th that, none of the services preferred to make advences because

n
oy °% have adequate facilities to supervise them in unlimited
= ' ang gy
de irl

thEy &

> while it was realized that they would have to be

Some - X .
Cases in order to prevent & slowing up of production,
oul,

d
Not be made as liberally as in the past.

h“
Draper stated that approximately #140,000,000 of loans

ma ]

8 de since Regulation V was adopted on April 6, between 75
Der

amhii °ent of which was to subcontractors, and that a number of

1
%ans were in process.
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Mr, Harrison said that he had just been advised over the tele-
Phone
that o hurried survey had been made of the New York banks with
Tespec
t to Bill H.R. 7156 to which reference was made earlier in the

Meeti

n .

€ and that on the whole the banks felt that the bill was a good
One

Th

& € banks definitely favored the first and third sections of
® biyy .

> he sald, and felt that the flexibility with respect to changes

tn Tese
I've . s . . .
Fequirements as provided in section 2 was desirable, but

that
unl
®SS a formula could be adopted limiting changes in reserve re-

Mre
Mentg s
" S 1n central reserve cities in relation to requirements in
Serye ..
c .
- ties, it would be better to have the authority vested in the
eral 0
i Pen Market, Committee, not because of any distrust of the pres-
Qard

Do of Governors but because of the possibility that in another
Logd
ang

ey Mder different conditions reserves might be increased in

ork an :
St d Chicago and lowered in the rest of the country for purposes
T th
an
i Monetary control, It was also felt, Mr. Harrison said, that

Tght,
be g3 pes
vy ® difficult to devise such a formila and question had been

. OTporation assessment, provision for only one examination a
n SXemption of Government deposits from reserve requirements.
bVMr Chairman Eccles stated that all of the amendments referred to
gy "rison pag been considered when the bill was being drafted,

Scayg . .
€ of theip possible controversial character it was
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1a.
felt
that they should not be included in the present bill, the three

Secti

on . . .

S of which related to matters which were not of & controversial
Ch&rac tep .

Thereupon the meeting adjourned.

/ﬁssistant«éecretary.






