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A meeting of the Board of Governors of the Federal Reserve

8Yeltft,
was held in Washington on Friday, October 9, 1942, at 10:30

.m,

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

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Mr. Thurston, Special Assistant to the

Chairman
Mr. Goldenweiser, Director of the Division

of Research and Statistics
Mr. Smead, Chief of the Division of Bank

Operations
Mr. Dreibelbis, General Attorney
Mr. Leonard, Director of the Division of

Personnel Administration
Mr. Vest, Assistant General Attorney
Mr. Wyatt, General Counsel
Mr. Horbett, Assistant Chief of the

Division of Bank Operations

There were presented telegrams to Messrs. Treiber and Hays,

etaries of the Federal Reserve Banks of New and Cleveland,
real, 4..

vee'lVely, Mr. Leach, President of the Federal Reserve Bank of

kto—gator.;
Messrs. Dillard, Stewart, and Woolley, Secretaries of the Fed—

,
naserve Banks of Chicago, St. Louis, and Kansas City, respectively,

kr.. G..,
l'bert, President of the Federal Reserve Bank of Dallas, and Mr.

flikle, 8
ecretary of the Federal Reserve Bank of San Francisco, stating

the Board approves the establishment without change by the Federal
that
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11141erve Bank of San Francisco on October 6, by the Federal Reserve

411k of Kansas City on October 7, and by the Federal Reserve Banks of
New y ,
"4, Cleveland, Richmond, Chicago, St. Louis, and Dallas on Oc-

tober 
8, 1942, of the rates of discount and purchase in their existing

schedules.

Approved unanimously.

Further reference was made to the discussion at the meeting of

theFederal Open Market Committee on September 28, 1942, when the Pres-

agreed to present to their directors the question of a general

N4ction in the discount rate or the establishment of a preferential

Ilte on advances secured by short-term Government obligations when in-

il)1.111ed as to the Board's views on these alternatives. It was agreed

that 
the 

following discussions and actions taken at this meeting on

t114 eubiect should be treated as an informal means of reaching the

°I1Lc1"ions necessary for the purpose of advising the Presidents as

t° the Board's views and not as formal actions on the rates under dis-

c141431.°11 at this time. Mr. Szymczak made the following statement:

As a fundamental element in the policy to be fol-
p°17ed in war financing, it has been the position of the
4!deral Reserve System and the Treasury that as much of
re cost of the war as possible should be met by taxation.
40 this end it would seem that a withholding tax and a
I'efundable tax should be enacted by Congress.
4 It is recognized, however, that even with an adequate

Z :lax program a large part of the cost of the war will have
0 be met by deficit financing. As a further means of

41r0idi1.jg possible inflationary developments, it is the
4nnounced policy of the Federal Reserve System and the
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Treasury to encourage in every way possible the purchase
of Government securities by individuals and corporations
other than banks. Such purchases serve to absorb purchas-
3,:ng power and, to the extent that they make purchases of
y.overnment securities by banks unnecessary, they avoid a
lurther expansion of the deposit structure.

Notwithstanding all of these measures, a very sub-
stantial amount of Government securities will have to be

Flurchased by banks and, in this connection, the Federaleserve System has said that it "is prepared to use its
P?Ivers to assure that an ample supply of funds is avail-
• le at. all times for financing the war effort and to ex-

rt its influence toward maintaining conditions in the
Llnited States Government security market that are satis-f
actory from the standpoint of the Government's require-
ments

, Member banks outside of central reserve cities at
'he present time hold approximately 2,000,000,000 of
? es"c s reserves, and the System has been attempting to
Induce these banks to use these reserves for the purchase
°f Government obligations and thus relieve the pressure

211 central reserve city banks where excess reserves have
ueen declining for several months. To meet this loss of
reserves, the Board reduced reserve requirements of central
r,eserve city banks by 2 per cent on August 20 and another
4 per cent on September 13.

At the meeting of the Board an October 2, in the light
2f the discussion at the meeting of the Federal Open Market
‘Jemmittee on September 28, I moved that reserve requirements
2f central reserve city banks be reduced by an additional
Per cent, effective October 3. This motion was adopted

°,7 the Board and reduced the reserve requirements of central
1:eserve city banks to the level of requirements for banks
111 reserve cities. It is generally agreed by the members
°f the Board and the Presidents of the Federal Reserve Banks

for the reasons that have been discussed on various
'ccasions, there should be no further reduction in reserve
requirements until a need therefor is clearly demonstrated,

tnd that such additional reserves as may be needed by the
.,111c8 should be provided through open market operations in-
e-Luding direct purchases from the Treasury.

As a part of this program, the policy should be con-
l• nued of encouraging reserve city and country banks to

Inake use of their present large excess reserves and steps
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should be taken to facilitate temporary adjustments by
11241vidual banks of their reserve positions so that they
wIll be milling to operate with smaller excess reserves.
. This can best be done by a reduction in the rate at

wthlech they may borrow from Federal Reserve Banks. For

his Purpose, I favor a reduction in the general discount
Irz)ate because it would provide an equal opportunity to all
1,ke--not only those holding certain maturities or certain
'Inds of Government securities--and would encourage banks
with excess reserves to use these reserves in the purchase
?f Government securities, and because this instrument is
better adapted to meeting the needs of the individual bank
than any other method.

Since the form in which funds are borrowed from a Fed-
Reserve Bank has no relation to the use to which the

ilunds are put, a reduction in discount rates to encourage
°rrowing, where necessary and consistent with the policy

!utlined above, should be in the form of a reduction of
'he general discount rate rather than the establishment of
a preferential rate.

Therefore, I move that the Board's policy be to en-
age the Federal Reserve Banks to establish, and to ap-

Prove whenever submitted by the Federal Reserve Banks, a
reduction to 1/2 of 1 per cent of the rate on loans and
!Idvances to member banks under the provisions of sections
13 and 13a of the Federal Reserve Act.

That rate is now 1 per cent and, inasmuch as the rate
°n section 10(b) loans is required to be not less than 1/2
Per cent higher than the highest discount rate in effect
Under sections 13 and 13a, a reduction in that rate to 1/2
Per cent would make possible reductions in the rates in ef-
,ect at the Federal Reserve Banks on section 10(b) advances

1 per cent, which reduction should also be encouraged.

During the discussion of Mr. Szymczak's motion, reference was
tade
'0 the following telegram received yesterday from Mr. Peyton, Pres-

i'ent of the Federal Reserve Bank of Minneapolis:

"Executive committee today voted following changes
in -

dlscount rates subject to approval of Board of Governors

Federal Reserve System but expressed view that such ac-

'ion on rates at this time should be uniform in all Federal
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"Reserve Districts and indicated its willingness to await
Your approval until such uniformity has been accomplished:
rate of 1/2 per annum on advances to member banks secured
bY direct obligations of the United States or eligible
guaranteed obligations under paragraph 8 and last paragraph
of section 13. Rate of 1/2 percent to Federal intermediate
edit banks under paragraph 2 of section 13a. Rate of

.4/.2 percent to nonmember banks under last paragraph of sec-

tl°n 13. Rate of 1/2 percent on other advances and redis-
.?ounts to member banks under section 13 and 13a. Rate of
I. Percent on advances to member banks under section 10(b).
Other discount and buying rates to remain unchanged. New
l'ates were voted to remove possible handicaps to uninter-
rUpted financing of war effort."

In connection with the question under discussion, Mr. McKee

atated that, in view of the program of the Government for combating

-0n, there was some question in his mind whether any action

8110104

llors at this time to reduce discount rates. The only reason for such

act4_
"n, he said, would be to make it possible for the banks to buy ad-

-*LI- amounts of Government securities. For that purpose, and as

411e
"might be necessary in financing the war, he favored a prefer-

be taken by the Federal Reserve Banks and the Board of Gover-

tkm,
-4- rate on advances secured by short-term Government obligations.

aid that the reason for this position was that he was satisfied
Re e

that 
411 banks would be in a position to hold a sufficient amount of

104D_,
cerm Governments (when added to loans and investments other than

'Llment securities) to meet their expenses, and that any purchases
Of Go

vernments beyond that amount should be in the form of short-term

eeclar, .
Itles. As a means of encouraging such purchases, he favored giving
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d treatment so far as the discount rate

'vas c
oncerned, such a preferential rate to apply only to advances to

kember banks.

In a further discussion, a majority of the members of the Board

cated a greement that action in some form to provide a lower discount

rate at the Federal Reserve Bank
the

members were equally divided in their preferences for a reduction

1-n th e general discount rate or the establishment of a preferential

should be taken, but it appeared that

rate
) Messrs. Ransom, Szymczak, and Draper favoring the former and

ese,,
's- Eccles, McKee, and Evans favoring the latter. However, Mr.

Rana 
°m stated that, while he would prefer action in the form of a re-

ketio-n In the general discount rate and felt that a preferential rate
kta

"mag in principle for the reason, long-established, that the form

i 10,4
'-Lch funds were borrowed from a Federal Reserve Bank had no relation
to th

e use to which the proceeds of the loan might be put, he would pre-

ter t he adoption of a preferential rate to no action at all since it

ellid at least be a substantial step toward lower discount rates which
he A

Mr. Draper stated that he opposed the adoption of a preferential

0Unt rate. In explaining his position, he enumerated again BOMB of

"guments in favor of a general discount rate and asked permission

eh 17as granted) to include a statement on the same general subject

in 1923 by Governor Strong of the Federal Reserve Bank of New York.
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(Seepages 148-149 of the proceedings of the Conference with the Federal

see Board of Governors and Chairmen and Federal Reserve Agents of the

Pede
raJ- Reserve Banks on November 12-15, 1923.) Governor Strong stated:

"In all consideratioa of special discount rates under
section 13 for special collateral, like Treasury certifi-
cates and bills, it must always be borne in mind that such
rate simply induces our members to use the kind of paper

for which the lowest rate is charged. Line-of-credit paper
.11°111d disappear from our portfolios in favor of Treasury ob-

tlgations if the rate were dearer. Nothing whatever beyond
,hat Would be accomplished, except possibly to put some small
'remiu71 in value upon the paper to which we extended the

Preferential rate. Our effective rate, that is, the one
1°)Illich the members would use, would always be the lowest one.
eur1/1,3 the war or later, at one time over 80 per cent of our
'1̀ rli-r1,7 assets was war paper, solely because of the rate
Preference. When that preference was ended, the other kinds
o'
,
 Paper reached us, because of the convenience and smaller

risk and expense of handling by mail, etc. . . . There is
e°Riethins. sacred in a uniform rate, however, because it
Places our resources at the command of all of our members,
at the same rate to each, whether the member offers a Treas-
7 obligation, or a banker's bill, or a merchant's note.

is as it should be under section 13, where we lend to
a member on the member's obligation and credit."

(See page 152 of the Conference proceedings.)
"It boils down to a suggestion to advance discount

1: ates only on business paper, and let present, or lower,
hn'es apply to Treasury certificates and bills. We _shou14
L.Qajder_such  a course for one mQment. Whatever the '

a'gllment may now be, the result is the same, 1919 all over
gain, the Reserve Banks carrying all the Treasury certifi-

cates at profitable rates for member banks. We had our les-
8°r1 once and I am amazed that the proposal should be seriously
dvanced again. . . . We know from past experience that once
these preferential rates are established, the large city
(especially New York City) banks, are the only ones which
icoan promptly and fully avail themselves of them. The country
,ank is neither a holder nor dealer in those luxuries that
PaY only (Sic!) 4 per cent, or even less. . . . Our safe
course will be to observe the real intent and spirit of the
act, and furnish credit to all our members at the same rate

our respective districts, no matter what the collateral,
r., ot the size, strength, or location of the bank, so long as
°le member simply borrows for a fixed term under section 13."
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The members of the Board who favored a preferential rate felt

that 41

"tpUld be a definite encouragement to member banks to invest their

eXces
3 reserves in short-term Government securities, that such a rate

11°111d be

and that

ed

had

easier to explain as a part of an anti-inflationary program,

it would be easier to eliminate the preferential rate when the

passed than it would be to increase the general discount rate.

The

After a discussion of the question
whether a preferential rate would be a

discrimination against smaller member
banks which might not hold Treasury bills
or notes, and of the question whether the
preferential rate or a lower general dis-
count rate would be more in harmony with
the anti-inflationary program, Mr. McKee
moved that Mr. Szymczak's motion be amended
to provide that the Federal Reserve Banks
be advised informally that, if established
by the respective boards of directors, the
Board of Governors would approve for the

Federal Reserve Banks a preferential rate
of 1/2 per cent on advances to member banks
under section 13 of the Federal Reserve Act,
secured by direct or guaranteed obligations
which had one year or less to run to call
date or to maturity if no call date.

Mr. McKee's motion to amend Mr.
Szymczak's motion was put by the chair
and carried, Messrs. Eccles, Ransom,
McKee, and Evans voting "aye" and Messrs.
Szymczak and Draper voting "no".

The amended motion was then put by
the chair and carried unanimously.

This action was taken (1) with the
hope that the preferential rate of 1/2
per cent would be established by all the
Federal Reserve Banks and (2) with the un-
derstanding that action on the rates submit-
ted by the Federal Reserve Bank of Minneap-
olis would be deferred.

suggestion was offered that the Federal Reserve Banks
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shoilld also be advised of the attitude of the Board with respect to
the 

rates in effect at the Federal Reserve Banks on advances under sec-

1°(b) of the Federal Reserve Act.

Mr. Szymczak moved that the Board
take the position that the differential
between the rate in effect at a Reserve
Bank on advances to member banks under
section 10(b) of the Federal Reserve Act
and the highest rate in effect on loans
and advances under sections 13 and 13a of
the Federal Reserve Act should not be
greater than the minimum required by law,
and that, therefore, the Federal Reserve
Banks should be advised informally that,
if established by the boards of directors,
the Board would approve a reduction to
1-1/2 per cent in the rate on section
10(b) advances for any Federal Reserve
Bank that had a higher rate in effect at
the present time.

Mr. Szymczak's motion was put by the
chair and carried unanimously.

Attention was directed to the fact that the rates at the Federal

11e8"/Te Banks on advances to individuals, partnerships, and corporations

(()ther than banks) secured by direct obligations of the United States un-

the last paragraph of section 13 of the Federal Reserve Act ranged

tr'clli 2-1/2 to4 per cent. Mr. Goldenweiser said that no advances were

lliik):Inade by the Reserve Banks under this authority at the present time

44(1 that he would like to have the privilege of eliminating the schedule

Ibl‘'31 the Federal Reserve Bulletin.

In the discussion of this suggestion, it was stated that possibly
the

incipal reason for the existing rates was that the Federal Reserve

3 did not want to establish rates which would compete with those for
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14.48 of the same kind by member banks. There was agreement, however,

that in the present circumstances, particularly when the System had
8
tl'°11glY advocated a policy as far as practicable of placing Government

°I)ligations outside the banking system, it would be more consistent if

'al Reserve Bank rates on loans to individuals, partnerships, and

N)ra4ions (other than banks) on the security of Government obliga-
tions

Were not established in excess of 2 per cent.

Thereupon, Mr. Ransom moved that
the Federal Reserve Banks be advised in-
formally that, if established by the re-
spective boards of directors, the Board
of Governors would approve for each Bank
a rate of 2 per cent on advances to indi-
viduals, partnerships, or corporations
(other than banks) secured by direct obli-
gations of the United States.

This motion was put by the chair and
carried unanimously, with the understanding
that, if a Federal Reserve Bank did not see
fit to adopt the suggested rate of 2 per
cent, action on other rates fixed by the
Bank in accordance with the other motions
adopted by the Board at this meeting would
not be deferred pending a decision on the
rate proposed by the Bank on advances to in-
dividuals, partnerships, or corporations
(other than banks).

It was also understood that the changes
in rates suggested by the Board's actions
at this meeting were not intended to affect
other rates of the Federal Reserve Banks on
loans and advances under sections 13 and 13a
and that Mr. Morrill should call the Presi-
dents of the Reserve Banks on the telephone
and inform them of the Board's conclusions.

Before this meeting the members of the Board had seen a memo-

dated October 1, 1942, prepared by Mr. Dreibelbis in accordance
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with the action taken at the meeting of the Board on September 15, 1942,

When the Legal Division was requested to prepare a memorandum setting

f°rth the steps which it would recommend for consideration by the Board
to

tleet the problem of the absorption by member banks of exchange and

collection charges. The memorandum submitted a recommendation which

l'48 Predicated upon the Board electing now to follow the matter through
to

a conclusion which might result in the use of extraordinary powers

bYthe
Board or a full report to the Congress, or both. The steps pro-

11-c1eA
-Ln the recommended procedure were:

1. Approval of a reply, to be addressed to the
ComPtroller of the Currency in the form attached to the
Memorandum, to the letter received from Deputy Comptroller
of the Currency Upham under date of July 31, 1942.

2. If the suggestion contained in the draft of let-
ter were accepted that representatives of the Board, the
Pederal Deposit Insurance Corporation, and the Comptroller
°f the Currency explore the entire question in the light
,?.f reports furnished the Board by the office of the Comp-
roller and and any supplemental information which future de-

Itelopments might indicate to be desirable, a determined
effort should be made to bring the three supervisory
agencies into agreement as to the action to be taken.

3. If the effort to obtain a general agreement
/lculd fail, it would become necessary to review the sit-

and perhaps revise the procedure, the decisicn

jth respect to the course to be pursued to be made in

he light of the situation existing at that time.

Mr. Ransom moved that the letter
submitted with Mr. Dreibelbis' memorandum
be approved. This motion was put by the

chair and carried unanimously, with the
understanding that such editorial changes

would be made in the letter as were ap-
proved by Mr. Ransom, after which it would
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be sent, and that a copy would also be
sent to Mr. Crawley, Chairman of the Fed-
eral Deposit Insurance Corporation, with
a letter of transmittal reading as follows:

"I enclose copies of correspondence between the of-
fice of the Comptroller of the Currency and the Board, the
contents of which are self-explanatory.

"It has been several years since the subject of this

ecrrespondence has been jointly reviewed. Recent develop-
ments increase the Board's concern with respect to the

Practice of certain banks and changing conditions may, in
t'lls Board's opinion, give impetus to the adoption of the

Practice by still more. The Board believes that the suc-
cess or failure of any action to control the situation will
dePend, to a large extent, on the uniformity of support any
slIch action receives from all agencies involved. In these

-1'cumstances, the Board would like to suggest the advisa-
°11ity of joint review of the matter by the three agencies

at this time. If the Corporation agrees and will so advise
the Board, it will be glad to initiate a discussion between
such members of the respective staffs as may be selected
for as early a date as can be conveniently arranged."

Secretary's Note: The letter as approved

by Mr. Ransom and sent to the Comptroller
of the Currency under date of October 14,
1942, with a copy to Mr. Crowley, was in
the following form:

1942. The Board has now reviewed the entire matter of ab-

sorption of exchange charges in its relations to the Board's

Regulation Q in the light of all of the correspondence to

nich the letter refers as well as the fundamental issues
v.i/bich appear to the Board also to be a part of this prob-
l.eni,

"This is in response to Mr. Upham's letter of July 31,

"The Board does not believe that the problem of exchange
absorption can be considered alone. It is only a part of

the whole question of par clearance with its many involved

related questions. It raises serious problems for the

oYstem with respect to membership and these are accentuated
to the extent that different classes of banks are subject to
different Federal supervisory rules and policies. Responsible
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"authorities question the merits of prohibiting the pay-
ment of 'interest' on demand deposits in the first in-
stance, and this question has always arisen in past dis-
cussions. In these circumstances, the Board is convinced
that any solution of the problem must take all of these
factors into account and it is persuaded by its experience
that any administrative solution under existing legislation,
!!nless uniformly supported and administered by the responsible
rederal supervisory agencies, is doomed to failure.

"The complexity of the problem was recognized by the
Board when, on December 28, 1935, and from time to time
thereafter, it deferred the effective date of the defini-

ti°n of 'interest' in its Regulation. This definition
8Pecifically included the absorption of exchange. It was
ree ognized by Chairman Steagall of the House Banking and

CUrrency Committee and Chairman Wagner of the Senate Bank-
ing and Currency Committee when, on January 30, 1937, they
Jointly requested the Board of Governors to postpone again
the effective date of the definition. This was done. It
!fas recognized in the joint statement of the Federal Deposit
Insurance Corporation and the Board of February 12, 1937,

?announcing the bringing of their respective Regulations
-Lilt° uniformity.

"At that time there were differences of opinion be-
?Teen the Federal Deposit Insurance Corporation and theB
oard arising out of differences in the respective legisla-
tion under which each was acting and also out of differences
concerning the application of principles of general law

143 given facts. The law under which the Board acts provides

'hat: 'No member bank shall, directly or indirectly, by
anY device whatsoever, pay any interest on any deposit
Which is payable on demand ***', and further that the
80ard is authorized 'to determine what shall be deemed to
be a payment of interest, and to prescribe such rules and
regulations as it may deem necessary to effectuate the pur-
Poses of this section and prevent evasions thereof'. The
law under which the Federal Deposit Insuration Corporation

acts provides: 'The board of directors shall by regulation

Prohibit the payment of interest on demand deposits in in-
sured nonmember banks and for such purpose it may define
he term "demand deposits" * * *1. The Federal Deposit

tnsurance Corporation pointed out that its powers did not

Include the power which the Board had 'to determine what

shall be deemed to be a payment of interest', and it ques-

tioned whether the practices prohibited in the Board's
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proposed definition of 'interest' constituted 'interest'
as a matter of general law.

"The differences in the wording of the two Regula-
ons were resolved by eliminating the definition of

'Interest' from both Regulations and by inserting in
each Regulation the folloNing:

'Within this regulation, any payment to or
for the account of any depositor as compensa-
tion for the use of funds constituting a deposit

shall be considered interest'.
As announced at the time, the effect of these amendments
'as merely to restate general principles of law long an-
11?unced in the decided cases. The question of the applica-
I'lon of such general principles to given cases was left
open.

"It is a fact, of course, that the answer to whether
certain given facts would constitute the payment of 'in-
,t,:erest' under general principles of law is one which could
r given finally only by the court of last resort which
"ad the matter before it. Furthermore, as long as the

5efin1ti0n of 'interest' had not been expanded or limited
°Y" regulation and the answer continued to be governed by

Itphegeneral law, obviously the answer would not differ as
etween national, state member and nonmember insured banks,
nd the court, while it might be persuaded, would not be

.?ound by administrative interpretations of the general law.
In these circumstances, the Board has doubted if the public

r1terest would be served by dogmatic interpretations apply-ng principles of general law to given facts so long as
clifferences of opinion continued to exist between the
agencies as to the application of such principles to such
facts.

"So far as is known to the Board, no one was satis-
fied with the joint action and statement of February 1937
as representing a final disposition of the problem. This
Ivas made known by the Board in its Annual Report to the
Congress for the year 1938. Later, the problems figured

erominently in the questions propounded in the Wagner Ques-

qcunaire issued under the authority of Senate Resolution
25. With action under this resolution impending, the

c)ard, until the advent of the present emergency, looked
lorward to an early consideration of all of these problems
bY the Congress. Since its advent these particular problems

have become insignificant in comparison to the ones with
Which the country now must deal.
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"Nevertheless, the Board recognizes that recent de-

yelopments make the situation increasingly unsatisfactory.
1.1oreover, it may be that the reports of your examiners in
he cases to which the correspondence refers afford an
oPportunity for the supervisory agencies to review the
Problem in the light of a given case. Your office is in-
terested, not only generally, but directly, because of the
Pestions which may arise as to choice of remedies to be
?nvoked in a case in which a national bank may appear to
nave violated the Regulation. Accordingly, the Board sug-
gests that representatives of your office, of the Federal

Deposit Insurance Corporation, and of the Board explore

entire question in the light of the reports which have

kTen furnished the Board and any supplemental information
wnleh future developments may indicate to be desirable.
The Board would hope that out of such study would come

TItual agreement with respect to the future course of ac-
610n of the respective agencies.

"The Board is making the same suggestion to the Fed-
1 Deposit Insurance Corporation. A copy of its letter

0 Chairman Crowley is enclosed and copies of your letter

July 31, 1942, and of this letter have been furnished

Mr. McKee stated that he had been advised informally that,

tL1110
116 consultation with the Board or the Federal Deposit Insurance

oration, the office of the Comptroller of the Currency had abandoned
Corp

the
Pr°vision in the bank examination procedure agreed upon in 1938

h&c
" Provided, among other things, that Group 2 securities held by a

ber- or insured bank would be valued at the time of examination at

the n-
-verage market price for 18 months preceding the examination and

that —
DU per cent of the net depreciation would be deducted in comput-

net sound capital.

After a brief discussion, it was

understood that Mr. McKee would have pre-

pared and submitted to the Board for
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consideration a draft of letter or
letters setting forth the position that
the Board might take in the matter.

1992

At this point, Messrs. Carpenter, Thurston, Goldenweiser,

Srllead, 
Dreibelbis, Leonard, Vest, Wyatt, and Horbett withdrew from

the meeting.

1.

2.

3.

Upon recommendation of the Per-
sonnel Committee, the following actions
were taken:

Simeon E. Leland, a Class C director of the Federal
Reserve Bank of Chicago, was designated Chairman and
Federal Reserve Agent at the Chicago Bank for the re-
mainder of the year 1942, and his compensation as
Chairman and Federal Reserve Agent fixed on the uni-
form basis fixed for the same position at all Federal
Reserve Banks, i.e., the same amount as the aggregate
of the fees payable during the same period to any other
director for attendance corresponding to his at meet-
ings of the board of directors, executive committee,
and other committees of the board of directors.

IL W. Naymack, a Class C director of the Federal Re-
serve Bank of Chicago, was appointed Deputy Chairman
of the Bank for the remainder of the current year to
succeed Mr. Leland.

The Personnel Committee was authorized to continue its
investigation of the following individuals and, if

satisfactory results were obtained, to tender to them
through the Chairmen of the respective Federal Reserve
Banks appointments to the positions shown, each for
the unexpired portion of the term ending December 31,
1942:

NADIC Position

James J. Love
Livestock and tobacco
raiser, Quincy, Florida

Director, Jacksonville Branch
of the Federal Reserve Bank
of Atlanta
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144,2 (Continued)

R. B. Richardson
President, Western
Insurance Company,
Montana
Harry R. Wellman
Director, Giannini Foun-
dation of Agricultural
Economics, University
Of California

William H. Steen
Milton, Oregon

etter

Life
Helena,

-17-

Position

Director, Helena Branch
of the Federal Reserve
Bank of Minneapolis

Class C director of the
Federal Reserve Bank of
San Francisco

Director, Portland Branch
of the Federal Reserve
Bank of San Francisco

1993

The action stated with respect to each of the matters herein-

referred to was then taken by the Board:

The minutes of the meeting of the Board of Governors of the

oral Reserve System held on October 8, 1942, were approved unani-

Memorandum dated October

tro,
with the concurrence of Mr.

t141aferred from the Secretary's

411(1 that her salary be increased

4.'e as of October 16, 1942.

Approved unanimously.

Memorandum dated October 5, 1942, from Mrs. Margery Maize, a

6, 1942, from Mr. Draper, recommend-

Morrill, that Miss Betty Bartelt be

Office to his office as a stenographer

from $1,440 to $1,620 per annum, effec-

clerk in the Secretary's Office, submitted to the Board with Mr.

recommendation for approval, requesting that she be granted,
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addittan to her accumulated and accrued annual leave, leave of

absence 
without pay from 11:45 a.m. on November 2 through the close

"usiness December 31, 1942, to enable her to be with her husband,

*1°18 in the Army Air Corps, while he is still stationed in South

earalina. The memorandum stated that Mrs. Maize will continue her

e°11tributions to the retirement system if the Board approves contin-

Iling its contributions during the period of her leave.

Approved unanimously.

Letter to Mr. McLarin, President of the Federal Reserve Bank

°rAt t.,,=L reading as follows:

"In accordance with the request contained in your

letter of October 1, 1942, the Board approves the ap-

PoIntment, effective November 1, 1942, of W. A. Dance as
an examiner for the Federal Reserve Bank of Atlanta.

"It is noted that the proposed appointee owes $1,500

I0 the State nonmember bank of which he is now cashier and
000 to a national bank. It is also noted that he owes ap-

Proximately $4,000 on his home under an F.H.A. loan, but

1-aformation was not furnished as to whom the indebtedness
18 due. It is assumed that this indebtedness is not due

to a member bank, but it will be appreciated if you will

"ise us in this regard. It is understood that Mr. Dance

will offer his home for sale if appointed to your examining
Staff and that the proceeds of any such sale will be used
Lo satisfy his indebtedness."

Approved unanimously.

Letter to the board of directors of "The Ladoga State Bank",

ta,do
gay Indiana, stating that, subject to conditions of membership

411nlbered 1 to 3 contained in the Board's Regulation H, the Board
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aPProves the bank's application for membership in the Federal Reserve

8Y'ftem and for the appropriate amount of stock in the Federal Reserve

of Chicago.

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

Chicago.

Letter to the board of directors of the "Farmers State Bank of

Ellffalm/
/ Buffalo, Illinois, stating that, subject to conditions of

el'"1  numbered 1 to 3 contained in the Board's Regulation H, the

approves the bank's application for membership in the Federal

/leen,
-"re System and for the appropriate amount of stock in the Federal

ileeerlre Bank of Chicago.

Approved unanimously, together with
a letter to Mr. Young, President of the

Federal Reserve Bank of Chicago, reading
as follows:

"The Board of Governors of the Federal Reserve Sys-
ii approves the application of the 'Farmers State Bank

(L.)! Buffalo', Buffalo, Illinois, for membership in the
'edsral Reserve System, subject to the conditions pre-

in the enclosed letter which you are requested
o forward to the Board of Directors of the institution.

41w° copies of such letter are also enclosed, one of which

t8 for your files and the other of which you are requested
'0 forward to the Auditor of Public Accounts for the State

Illinois for his information.
"The application was accompanied by a certified copy

of the certificate of proceedings in connection with the
consolidation which took place in 1923. However, the ap-

V-ication was not accompanied by a copy of the certificate
ued by the State authorities authorizing the consolidated

bank to begin business and it will be appreciated if you
will forward a copy of this certificate in order to com-
Plete the Board's records."
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Letter to Mr. West, Vice President of the Federal Reserve

?sal* of San Francisco, reading as follows:

"This refers further to your letter of August 20,
1942, acknowledged by our letter of September 10, 1942,
relating to request of Mr. Benjamin N. Phillips, Vice
President, Union Bond & Mortgage Company, Port Angeles,
Washington, that the Board determine that his company is
!lot engaged, directly or indirectly, as a business in

114/1ding the stock of, or managing or controlling, banks,
uanking associations, savings banks, or trust companies,
within the meaning of Section 2(c) of the Banking Act

of 1933.
"While in Washington a few days ago, Mr. Phillips

'uaoussed this matter with Governor McKee and members
of the Board's staff, advancing the argument that the
determination should be made on the grounds that his comr-

retlY controls only one bank. Upon inquiry as to whether
wished to submit any further information before the

Tatter was acted upon, he stated that he desired that
Board proceed on the basis of the information now

uefore it.
"In its application for a voting permit, filed in

1933, Union Bond & Mortgage Company stated that 'the prin-
ctPal business of the applicant is that of a holding com-

13anY of bank stock'. Since then there has been no change
411 the facts which would indicate that the holding of bank
stocks is not still a major business of the company. In

fact, it has increased its holdings of stock of one of the
4wo banks in which it was then interested and has partici-
?ated in the organization of a new bank, acquiring part of
lts stock. The Board's information is that the company

11.°11 owns 60.9% of the stock of First National Bank in Port

Zugeles, Port Angeles, Washington, 31.8% of the stock of

The First American National Bank of Port Townsend, Port
lownsend, Washington, and 25% of the stock of Bank of

Sequim, Sequim, Washington. These bank stocks constitute

Trer 70% of the company's assets on the basis of carrying

values on the company's books and, while the company has
other investments and conducts an insurance agency business,
the bank stocks are the largest one source of income, ac-
°01Inting for over 40% of the company's income for 1940
and 1941.
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"A considerable portion of the company's capital is
represented by preferred stock sold to the public but ex-

ellIstve voting rights (except in the event of default in
PiaYillent of dividends on the preferred stock) are vested
n the holders of the common stock of 'which 82.3% is ownedb
IBenjamin Phillips and the balance is owned by 7
's ner shareholders. Mr. Phillips and others of this 'man-

genie nt group' have significant holdings of stock of the
ereJIKS in which the company is interested and serve as offi-

and directors thereof, as shown below:

holders

3 t.

1:40

313 ts

tkiairray.

A
be

le Lee

:Union Bond & Mort-
:gage Company (Com-

mon Stock)
:(5 Directors)

: First Nation- :
: al Bank in :
: Port Angeles :
: (9 Directors) :

•
:

Bank of :
Sequim :

:
(5 Di- :
rectors :

: (5 DirectorsL: '.'.

The First :
American Na- :
tional Bank :
of Port :
Townsend :

: V.P. : Pres. :
020 .19/25 & D1_12_  _ & D. : $0

A.Sec.: A.C. :

20  &D.: 10 &D,:,: 
: 248 133/150 D.: 14 V.P. :

;

V.P. : V.P.
:32/4, & D.

: 1 
:29 D. •

2Q0
: 133 33/100 Pres.:

14
17 (D)

:  
: 26

•

e
:1000  :1000

.--._._: 6093  181/300. -. 41..••••MI.....• 
:500 —:

IIThus, while Union Bond & Mortgage Company owns a ma-

th -.Y of the stock of only one bank, it is apparent that

1.,

e#

 company is used to centralize control of the three banks

which it owls stock and, in this connection, it is note-

pp°,rtaltY that, except for a small bank in Port Angeles or-
'-Zed in 1941, these banks have had a monopoly of local

131 Wioo

6!50210.41Qa
1 Sec.-Tr.: 10 V.P. : 10 D. : 10 D. :

:  6093 181/300 75 : 90

•

:403
 AmIONME,

:_1093 181/300 : 681.i 44,,•••••:". 214.19. 65 

: 316  :251 :3L7 • —
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facilities in Jefferson and Clallum Counties
(an area of 3473 square miles) since 1933.

"In view of the foregoing, the Board is of the opin-
ion that the determination requested by Mr. Phillips is
not warranted. A new request for such a determination,
Of course, may be submitted whenever there has been a
material change in the facts. Please advise Mr. Phillips
in accordance with this letter."

Approved unanimously.

Letter to the Presidents of all the Federal Reserve Banks, read-

ae follows:

"In order to comply with a request from Mr. W. B.
riffith, Assistant to Director of Finance, United States

aaritime Commission, it will be appreciated if hereafter
Your Bank will use Form No. 1 (Treasury Department form
for deposits not subject to check) in depositing guarantee
fees due the Maritime Commission from Regulation V loans,
instead of Form CD 6599 as requested in our wire of July
20, 1942."

Approved unanimously.

Letter to Mr. Dillard, Vice President of the Federal Reserve Bank

of Chicago, reading as follows:

. "Thank you for your letter of September 29, 1942
1,11th reference to the Defense Housing exemption under
section 8(e) of Regulation W.

"We agree that the situation as it now exists is un-
satisfactory in that it is difficult to determine in some
,cases whether or not Administrator's Order No. 8 of the
National Housing Administration has been properly inter-
preted.

"The National Housing Administration has been endeavor-

for some time to find a way in which greater precision
c!.n be introduced in this procedure and has reported that
lulthin a few days it will have a proposal to submit to
us. We recognize that the problem is a difficult one be-
cause the question of whether or not the given repair is
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"really needed is a matter of judgment on which several

persons, even if reasonably qualified, might have differ-
ing opinions."

Approved unanimously.

Letter prepared for the signature of Chairman Eccles to Mr.

P. J. 
Bailey, Assistant Director of Legislative Reference, Bureau of

the 
c 
11„
udget, reading as follows:

"Receipt is acknowledged of your letter of October
7, 1942, requesting comments on the enrolled enactment,

11•14-. 7121 - To amend an Act entitled 'An Act to establish

uniform system of bankruptcy throughout the United
tatest, approved July 1, 1898, and Acts amendatory there-
of and supplementary thereto.
. "It would appear that there is nothing in this bill

which is of especial interest to, or which affects, the

Federal Reserve System.
. "I regret that I am not in a position to make any es-
t?-mate as to the probable cost of the enactment of this
bill. I do not know of any objection to its approval by
the President."

Approved unanimously.

Memorandum dated October 6, 1942, from Mr. Cravens, Adminis-

t4%o.
'°r for the War Loans Committee, recommending, for the reasons stated

&tithe memorandum, that $500 be added to the item of telephone and tele-

and $45 to the item of stationery and supplies in the 1942 non-

el‘6c)nal budget of the office of the Administrator for the War Loans

flitLtee.

Approved unanimously.
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Thereupon the meeting adjourned.
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