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A meeting of the Board of Governors of the Federal Rescrve
Systen with members of the executive committee of the Federal Advi-

S0ry Council was held in Washington on Wednesday, August 5, 1942,
® 10:30 a.m.

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

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Thurston, Special Assistant to Chairman

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

Mr. Lichtenstein, Secretary of the Federal
Advisory Council

Question was raised with respect to the problem of admin-

Stration and expense that would be placed on banks by the current
“Venue act, in the form in which it passed the House, which provides
N R Withholding tax at the source on wages, dividends, and coupon

nterest including coupons on taxable United States issues.

In this connection, Mr. Szymczak read a copy of a report

:?lch he hed received under date of July 28, 1942, from Mr. Sihler,
e President of the Federal Reserve Bank of Chicago, of a meeting

held
& the Treasury on July 27, which was also attended by Mr.

v is’ Assistant Vice President of the Federal Reserve Bank of New
ka .
* 3 which procedure under the proposed act was discussed.
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lir. Ransom stated that the Board as such had not consid-
°red thig problem but that copies of a memorandum prepared under
date of July 27, 1942, by Mr. ¥Mylander, Chairman of the Committee
°n Texation of the American Bankers Association, on the subject had
been Teceived, snd thet he had suggested to Mr. Neecham, Genersal
Coungey for the American Bankers Association, in a discussion of the
Tatter that, inasmuch as there was generel sympathy with the with-
holding tax, the effective way of meeting the procedure proposed in
the Pending legislation would be to suggest a substitute which would
® more Practicable from en operating standpoint.

Mr. Brown expressed the opinion that the bill as passed
by the House would place a burden of administration and expense on
™9 banks ynich 1t would be difficult if mot impossible for thom to

Qarry

Mr. Fleming felt that the problem went beyond the question
ok expense, that it appeared that the banking system would be loaded
wlthmore and nore work at the time they were losing necessary per-
s°nnel for war service, and that unless there was some way of meeting

% Situation the banking system would breek down.
i Mr. Huntington was concerned with the reaction of the pub-
o %o the withholding of small amounts in connection with the pay-

nlen.t
= Coupons on Government securities and thought that the law es

oy,
Proposed would heve a definitely adverse effect on sales of such

S8y,
QuI'lties.
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During a genersl discussion of the pending bill and the
difficulties that would be encountered by the commerciszl banks and
the Federal Reserve Banks thereunder, Mr. Ransom read portions of
U, ¥ylander's memorandum.

Chairman Fecles raised the question as to what, if any-
thingz Liight be done by the Board in the matter, and in the discus-
Slog Of this question there was unanimous agreement that, although
the Withholding tax might be applied in certain fields as was being

One jp Englend, the proposed legislation, at least in so far as it
Telateq to the epplication of a withholding tax to interest on bonds,
Youlg Taise serious administration and expense difficulties for the
b&nking System, including the Federal Reserve Banks, and that in

Sse Circumstances the Board would be justified in expressing its
POsition %o the Treasury and to Congress on the matter.

. Cﬁairman Eccles said that it would be his suggestion that
te Boarg address a letter to the Chairman of the Senate Finance Com-
. Foe Setting forth in simple laymen's language the important objec-
tong to the present legislation and the reasons it was felt the
:rocedure outlined therein would not be practicable, it being under-
t:°0d that g copy of the letter would be sent to the Treasury so that

: TreaSUry would know what the Board was doi and what its views
Wepg, ng

E Other members of the Board indicated agreement with Chairman
lee
gt

Suggestion.
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Mr. Brown stated that, on the basis of the information
available, the members of the executive comnmittee of the Federal Ad-
viSOrY Council felt very strongly that no change should be made at
the Present time in reserve requirements of member banks.

Mr. McKee stated that he was not in agreement with this

POSition.

Chairmen Eccles said that it would be helpful to the Board
e, ¥hen the Gouncil or its executive committee had recommendations
°f thig character to submit to the Board, it would submit them in
WTiting with a statement of the reasons therefor.
lir. Brown referred to the previous discussions of the ques-
ton Whether the Council should prepare written recommendations before
iseusSing them with the Board, snd Chairman Eccles said that his sug-
gesti°n did not contemplate formsl resolutions which the Council nec-
essarily Would expect to have published but rather written statements
: the Counciiryg position on matters which it had discussed for pres-
entﬂtion and discussion with the Board, after which determination
“g e mage by the Council whether the recommendations should be
S 1n the form of formal resolutions which might be published. The
rPOSe of his suggestion, Chairman Eccles said, was to avoid general
! SeussiOHS at the monthly meetings with the executive committee which
i\
M not be productive of effective results.

Mr. Brown referred to the provisions of section 12 of the

sqer
)
1 Reserve Aet which authorize the Federal Advisory Council to
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¢all for information and to make recommendations with respect to éer—
tain matters, and stated that without such information it was diffi-
Cult for the Council to know what the Board was thinking, particularly
during the war period when conditions were changing very rapidly,

*d that the idea of the Council was that the Board wanted its ad-
Vice With respect to matters affecting the banking system.

Chairman Eccles said that the Board was glad to get that
&dviCe, and that it would be helpful in the discussions of the Board
"h the executive committee if it would furnish the Board with an
“genda of the matters to be discussed, so that the Board would be ad-
Viseq in advance what subjects were to be considered and be prepared
to discysg them.

Mr. Browvn referred to the fact it had been the practice of
the Counciy before each of its regular meetings to ask the Board if
** hag any topics that it would like to have the Council discuss, and
salq that for two years or more the Board's response had been that it
hag M0thing to suggest. He said that there must be a number of mat-
terg continually before the Board which are of vital interest to the
banking System, and that it would seem that the members of the Council
Should be advised in advance of what the Board was considering.
be . Chairman Eccles' response was that in his opinion it would

Mstake for the Board, in advance of formal action, to advise

the
C .
Ouneil of actions that were under consideration. He added that

t h
& s
4 been his experience in the past when that was done, and the
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COUneil was not in fevor of the action contemplated, the members
brought influence to bear indirectly to block action. He felt it
Y88 entirely in order for the Board to have the advice of the Coun-
¢l g0 that in reaching its decisions it could be fully informed as
%o the Dosition of representatives of the banks on matters affecting
then, but that it would not be practicable for the Board to discuss
"th the Council, prior to action, open market policy, changes in
Teserye requirements, and other important matters.

Mr. Ransom suggested that the Council was authorized to
oall for information but that there was no requirement in the law
thy in furnishing such information the members of the Board should
Xresg their own views, and that if, for instance, the Board were
contemplating imnediate action on a change in the discount rates it
should Tefrain in any discussion of that matter with the Council from
oy ®XIression of the Board's conclusions. He also suggested that a
Yorkable arrangement would be for the Board to give the Council such

ni‘ol'ma‘cion &s it might ask for and to have a full discussion with
. ° COuncil on pending matters, with the understanding, however, that
:Sre W88 a definite responsibility on the part of the Board not to
*lose what its conclusions might be.
Mr. Brown expressed the opinion that if the Council were

Boing
Yo be apie to give the Board any advice that was worth while it
Wo

d p
e Decessary for it to have an expression of the Board's views,
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Yogether ity reasons that would be taken into consideration in reach-
Ing o decision, which would not need to include a stetement of the
Board's conclusions. He said that to be called to Washington and to
heay Tread for the first time some regulation that had obviously been
Uder discussion for a long time meant that the Council would have no

iy :

unctlon to perform, and that, inasmuch as it was a statutory body,
i .

k Should be in a position to express opinions with respect to matters
®Tore the Board, and should be informed as to what those matters were

~hoy Decessarily what the Board's opinions were or what their ‘conclu-

Hlong Night be,

Mr. McKee said that he was of the opinion that reserve re-

Qui .
TeWents of member banks in central reserve cities should be reduced

at

bhis tine for the reason that a substential part of existing excess
res

STves Of banks outside of New York and Chicago would continue to be

814
ldle irrespective of action by the Board on reserve requirements
Use (1) vanxs with low capital ratios would continue to maintain a
ar
8 cagp position, and (2) many benks were maintaining abnormal bal-

oo "I¥h correspondent banks in order to take care of collection
¢

lh&rges. He felt that if these two conditions could be corrected a
marge “mount of bank funds would be released for investment in Govern-
:n‘c *%Uritics and the necessity for a change in reserve requirements
g be delayeq,

Mr. Fleming suggested that two things could be done to
b e
I‘Qaden

the distribution of Treasury bills, (1) an increase in the
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bi1y Tate to 1/2 per cent, and (2) a progrem under which the members
Of the Victory Fund Committees would underteke to educate member
ks on the advantages of holding bills which under present condi-
tlong are the equivalent of cash.

In connection with the point made by kir. McKee with respect
to inVeStments in Government securities by banks with low capital
rati°S, Chairman Eccles suggested that the difficulty could be met
v instI‘uctions from the Federal bank supervisory agencies to their
GI&miners to regard Treasury bills and certificates as equivalent to
Cash,

In response to an inquiry from Mr. Szymczak for the reasons

? lemberg of the executive committee of the Federal Advisory Coun-
ei felt that there should be no change in reserve requirements at
thisiuMG,th Brown said that, on the basis of information available,
Dresent ®Xcess reserves were sufficient to meet the existing situation
4 couyg Pe still further reduced without affecting the success of

Vey
Umen; Tinancing, end that only when it became necessary for the

SyStem to puren

a ase a large amount of securities, probably as much as

ﬁr‘l,QOO
’000:000, would he feel the time had come to reduce reserve re-
il‘ements .
. Mr, Fleming expressed the opinion that before reducing re-
ey

T
*Wirements a very strong effort should be made to broaden the

Strgy,
Ution of securities outside of banks in New York and Chicago
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ad to nonbank holders. He feared that if requirements were reduced
o this time it would result in a reduction in the short-term rate
84 woulg delay the time when the rate might be increased to 1/2 per
Cent,

Chairmsn Eccles discussed some of the reasons why the bill
Tate haq not been increased to 1/2 per cent, and Mr. Fleming reviewed
briefly the reasons for his position that such en increase would be
Belpryy in effecting a wider distribution of bills.

In a further discussion, Chairman Eccles suggested that,
Teteaq of an arrangement under which the executive committee of the
Federal Advisory Council would meet each month, meetings might be
8lq Vhenever matters requiring its consideration came up.

lr. Brown's response was that that arrangement hed been in
*tect Previously but had not worked satisfactorily, end added that
. ¢ council would give consideration at its next meeting to Chairman
vceles' Suggestions for meking the meetings of the executive committee
;
1h the Board productive of better results.
. Mr, Fleming asked whether the Board had taken any position
;;fhe SUggestion that credit be allowed, for income tex purposes,
waslmyments on existing debts and life insurance premiums, &nd he

"Tormed that the Board had not considered the matter.

Mr. Ransom inguired whether the members of the executive

Co
ittee had S Le . . 4
any information as to whether, in response to the joint
) P

8
Q
t ement Qi‘ th _ b _ 1 -
e Board, the Comptroller of the Currency, and the
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Federal Deposit Insurance Corporation with respect to the curtailment
o S8ingle-payment loans in excess of #1,500 whick were not subject

ki Regulation 1, there was any disposition on the part of banks, su-
Pervisory authorities, or borrowers to reduce the outstanding volume
o sucn indebtedness. The members of the executive committee were
noyg

able to say what the response to the statement had been and, after

a ge -y
€energ] discussion of the general downward trend in outstanding con-

Sum R

T debu, lr. Ransom stated that it would be very helpful if the
menl & Fel

bers o the Council would be prepared at the time of their next
Meetin., .

‘% with the Board to give it such information as they could ob-

Ain .
I'elﬁtlngg; to the extent to which single-payment loans in excess

of &
$1 . . ;
2500 ang real estate loans were being curtailed,

Thereupon the meeting adjourned.
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Chairman.






