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A meeting of the Board of Governors of the Federal Reserve Sys-

held in Washington on Thursday, February 11, 1943, .at 10:30 a.m.

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

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

Mr. Thurston, Special Assistant to the

Chairman
Mr. Dreibelbis, General Attorney

Mr. Wyatt, General Counsel
Mr. Smead, Chief of the Division of Bank

Operations
Mr. Leonard, Director of the Division of

Personnel Administration

Mr. Evans stated that the Personnel Committee had been informed

that*. Fleming, President of the Federal Reserve Bank of Cleveland,

114 Planning to retire around the middle of next year, that Mr. Zur-

lirid.„
'111 First Vice President, was in poor health and therefore would

retire in the near future, and that Mr. Fleming had suggested that Mr.

44Y82 Vice President, be made First Vice President with a view to be-

coming 
President when Mr. Fleming would retire. Mr. Evans also said

that a 
committee of directors of the Bank desired to meet with the

BQkrici of Governors for a discussion of the matter and that a conclu-
sto

rl should be reached by the Board as to what its position would be

with respect to the proposed elevation of Mr. Hays.

Mr. Szymczak said that Mr. Brainard, Chairman of the Cleveland

hM ad been in his office earlier in the week in connection with a
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Proposed meeting of the executive committee of the Chairmen's Conference

6illa had stated that a committee of directors of the Cleveland Bank, con-

"dng of Messrs. Brainard, Klages, lailsop, and McDowell, would like

to meet with the Board of Governors on February 22, 1943, at 9:30 a.m.

fPr the purpose of discussing the Question of official personnel at the

s'Ia.1- Reserve Bank of Cleveland. In addition to the problem of a

Pre„,
'1(tent and First Vice President of the Bank, Mr. Szymczak said, the

ec)nlmittee felt that the Bank was in need of an additional Vice President

Who
w°111d be paid a salary at the rate of $12,000 per annum, and the di-

rectors
would like to know whether the Board would look with favor upon

811chan appointment and whether, if the appointment were made, the Board

71°111d be willing to grant Mr. Hays a salary increase in an amount which

17°41d raise his present salary of 611,000 per annum to somewhat above

the salarY of the new Vice President.

There ensued a general discussion of the official personnel

13110b1era at the Cleveland Bank and of men who might be considered for
the 

Position of President and First Vice President.

There was general agreement that at
the meeting on February 22, 1943, the com-
mittee of directors should be advised sub-
stantially as set forth below. Mr. McKee
felt that it would be preferable to avoid
any commitment with respect to the First
Vice President of the Bank so that the
new President would have an opportunity
to make a recommendation.

m The Board would not be willing to approve the appoint-
ent of Mr. Hays as President of the Bank upon the retire-

ment4 would  of ur. Fleming, but it  be willing, if a satisfac-
"°17 individual could be agreed upon to serve as President,
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to, approve the appointment of Mr. Hays as First Vice President.
In view of the fact that the responsibilities of the System
are predominantly public in character, the position of Presi-
dent at the Cleveland Bank should be filled preferably by
someone thoroughly familiar with the System and its operations

?r, if such a person is not available, by someone who has had
'road training in the field of public service. Among the men
!I:lo appear to have such qualifications are Mr. Stroud, First
lee President of the Federal Reserve Bank of Dallas, and
William I. Myers, head of the Department of Agricultural Eco-

11°Inics and Farm Management at Cornell University.

Should the directors decide to appoint another Vice
President of the Bank, the Board would be willing to approve
!.ealary up to $12,000 per annum for a properly qualified in-
'lvidual and to approve an appropriate adjustment in the sal-
X7 of Ur. Hays as Vice President.

Mr. Ransom called attention to Senate Bill S. 575 which was in-
trodu

ced by Senator McKellar on January 25, 1943, and which would re-

1/1ire t hat officers in the executive branch of the Government who re-

4131e

1:the President by and with the consent of the Senate. Mr. Ransom

6tatea

' of the possibility that, if Passed, the statute might be held to

4Ply to Board employees.

In response to a request from Mr. Ransom, Mr. Dreibelbis stated
that
' as a matter of statutory interpretation, it was believed that the

bill i

4 its present form would not apply to the Board's employees but
that th

411%13,
-LY be reached. The reasons for Mr. Dreibelbis' opinion are set

compensation at a rate in excess of $4,500 per annum be appointed

219

that he was bringing the matter to the attention of the Board be-

e question was one on which the opposite conclusion might con-

Nth in
-- a memorandum dated February 1, 1943, from Mr. Shay, Assistant

-'6Y, with respect to the effect of the McKellar biLl on the Board's

erliPloye es.
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There was general agreement that there

was nothing for the Board to do in the matter
at the present time but that Mr. Dreibelbis
should be asked to follow the progress of the
bill and keep the Board informed as to any
important developments in connection with it.

Mr. Leonard withdrew from the meeting at this point.

In connection with the above matter, reference was made to

SerlEte Bill S. 658 which was introduced by Senator Taft on February 4,

1943' and which would repeal the authority of the Federal Reserve Banks

48 contained in paragraph 6 of section 18 of the Federal Reserve Act to

isstle Federal Reserve Bank notes and would require all outstanding Fed-

Reserve Bank notes to be presented promptly to the Treasury for

Xtt and retirement. It was stated that a routine request had been

ree .4

\J-Ited from Chairman Wagner of the Senate Banking and Currency Commit-
tee

°r a report on the bill and that a draft of report was in the course
Or

Pre
ParatiOn.

Question was raised as to whether the report should make refer-

ice
 to two other matters which were currently before the Board, i.e.,

the further extension of the authority of the Federal Reserve Banks to

1)1"ge Goverrunent securities as collateral for Federal Reserve notes

41c1 the repeal of the provision of paragraph 3 of section 16 of the Fed-

Reserve Act requiring that, when Federal Reserve notes issued by one

?ecieral Reserve Bank are received by another, they shall be promptly re-

till‘rieci for credit or redemption to the Federal Reserve Bank through which
they 

were originally issued or, u2on direction of such Federal Reserve

.11k2 forwarded direct to the Treasurer of the United States for retirement.
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fl t his connection, reference was made to a memorandum prepared under

date 
Qf January 18, 1943, by Mr. Smead, which was submitted to the Board

"r. Szymczak with a memorandum dated January 22, 1943, in which the

8/1ggeati0n8 were made that the Board request Congress to extend to June

30' 1948, the authority of the Federal Reserve Banks to pledge Govern-

8ecurities as collateral for Federal Reserve notes and that the

Ofl of paragraph 3 of section 16 above referred to be eliminated.

It was agreed that a draft of a re-
port on Senate Bill S. 658 should be sub-
mitted to the Board for approval in ac-
cordance with the conclusions outlined
during the discussion and that separate
letters to the Chairmen of the Banking and
Currency Committees of the Senate and
the House of Representatives with respect
to the two amendments to the law relating
to Federal Reserve notes should be pre-
pared by the Legal Division for consider-
ation by the Board, it being understood
that these letters would suggest that the
authority to pledge Government securities
as collateral for Federal Reserve notes
be made permanent.

Mr. Ransom referred to a letter received from Assistant Attorney

're-1 Thurman Arnold under date of January 22, 1943, in which a re-

luezt

ktit

the 
Feder l Reserve Banks of Atlanta, Dallas, St. Louis, Chicago, and

Ahlaact

elPhia. He stated that he had discussed the matter over the tele -
Phone

wIth Attorney. General Biddle and, at his request, had asked Mr.
41101

th 
eY had

sperm two hours discussing the matter on February 4, that Mr.
Arrioia

was made for oermission for one or more representatives of the

l't18t Division of the Department of Justice to inspect certain in-

-°n furnished by money lenders in compliance with Regulation W to

ci to come over to lunch with Mr. Dreibelbis and Mx. Ransom, that

had expressed the feeling that there was in existence a group
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of the Federal Reserve Banks might disclose sufficient information

With respect to such an organization to enable the Department of Justice
to brit.,

g an indictment as a means of developing a more complete picture

2/1.1/43 —6—

which was exercising a control or domination over a substantial portion

qthe small loan business in the United States and that data in the

hazds

Of
all 

control or domination that might exist. Mr. Ransom made the

Alrth er statement that representatives of the Antitrust Division were

now "
'cuPied with investigations relating to this matter in Atlanta,

bajaas
s St. Louis, Chicago, and Philadelphia and apparently were leav-

11VM.th the Federal Reserve Banks in these cities memoranda of the
44,4 of 4_

-Laformation they would like to obtain from the Reserve Banks.

lir. A

11144 u
ci 0. Pearce, Special Assistant to the Attorney General who was con—

ft,tin2
-ue investigations above referred to, probably would be assigned

to oth
er work, it would be better to defer a reply to Mr. Arnold's letter
4.
16 could be determined whether the need for the data requested in

the
letter

would actually arise.

was u
41r- Ransom's opinion that, in view of the pending appointment of

111°1d as a Federal judge and the fact that when that appointment was

oh jaa

I1RrY 19, 1943, there had been prepared in the Legal Division andeircul

There was unanimous agreement that
pending further developments the reply to
Mr. Arnold's letter should be deferred.

In accordance with the action taken at the meeting of the Board

'ted aaong the members of the Board alternative drafts of lettersto lir. p

addock, President of the Federal Reserve Bank of Boston, with
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l'esPect to the attorneys' fees in connection with the case of Ford vs.

C.E. Wilson & Company, Inc.

Mr. Szymczak stated that, when Mr. Paddock was in lhashington in

c°1111ection with the meeting with the Presidents of the Federal Reserve

Barik,
he had discussed this matter with him, and that Mr. Paddock was

sirous of retaining the present relationship with Mr. Ketchum,
Assoc.

late Counsel of the Bank. The matter had also been discussed, Mr.

SzAtc7n),
said, with Mr. Creighton, Chairman of the Federal Reserve Bank

" 'oston, when he was in Vvashington recently.

The alternative drafts of letters were
read and the longer draft was approved unan-
imously in the form set forth below. Mr. Ran-
som stated that he was in full agreement with
the proposed letter and the position taken by
the Board on the subject of the payments for
legal services in the present instance and was
approving the letter for this reason. He said
that he again wished to state that, for reasons
previously explained by him, he was not in
agreement with the Board's general policy of
favoring the employment by the Federal Reserve
Banks of inside counsel, and that his vote in
approving the letter to Mr. Paddock should
not be regarded as indicating a reversal of
his previous and continuing position on this

question.

is in response to your letter of December 9, 1942,
;Tosing for approval the bill of Mr. Phillips Ketchum for
co 3752.27 for professional services and cash disbursements in

Company 
Inc., 

the suit of Howard W. Ford vs. C. E. Wilson &
Inc., and the Federal Reserve Bank of Boston.

,r "This bill, together with previous bills rendered and ap-
tOved by the Board, covers the services of three firms and,
aPProved, would result in the payment of the following fees

“ the matter:
Mr. Ketchum    410,500

Brickley, bears & Cole, Boston, Massachusetts. 7,000
Gross, Hyde & Williams, Hartford, Connecticut.  1.500 

Total   $19,000
ion, the expensesof the litigation have been close to
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"It appears from the Board's files that the suit was in-
stituted for $20,000 but, since the purchase price of the mer-
chandise on account of which the plaintiff was suing and the
judgment which the plaintiff finally obtained against C. E.
Wilson & Company were only slightly in excess of $17,000, the
araount in issue as between the plaintiff and the Federal Re-
serve Bank of Boston could hardly be regarded as more than
the latter SUM. Furthermore, while the Board recognizes that
there were other creditors who may have been guided by the

judgment, the questions involved in the litigation were not
!lovel but, on the contrary, were the kind 'more or less in-
herent in safeguarding or servicing industrial loans of a
certain type'.

"No part of the fee is credited against Mr. Ketchum's
annual retainer of $2400. Nor does it take into account the
.1610 fee previously paid for advice in connection with the
i°an to C. E. Wilson & Company which must have included ad -
Vice./,71-ce on some of the questions subsequently at issue in the
litigation which followed.

it 
"In all the circumstances, the Board does not feel that

Ca approve the payment of the bill.
"In reviewing the bill the Board has also looked into

the matter of the legal expenses of the Boston Bank generally.
..,(2 1.1 will recall that in 1934 Mr. Carrick was made 'General
w:3unsell of the bank. At the present time a substantial part
°f his salary is allocated to his activities as 'General Coun-
sel'. In addition, the bank in 1934 employed Mr. A. C. Kennel,
:re' now Assistant Counsel. He was originally employed at a

,,larY of $2500 and is now receiving $5,000 which would in -
l'?-cate the satisfactory nature of his work. These facts raise
'41,1e question of the necessity of continuing the position of

ssociate Counsel' and continuing to pay a retainer of $2400a h
, Year for routine advice which it would seem should be ob-

'',,ainable from the legal staff which the bank maintains on a
:all-time basis. Discontinuance of this service would be

.'2118istent with the practices followed and expenses incurred

other Federal Reserve Banks in comparable situations.
does not mean that the Board does not recognize that it
be necessary from time to time for a Federal Reserve Bank

1'
_ emPloy outside counsel in connection with litigation or
gal matters of a special nature.

"The Board will appreciate an expression of your views
the light of these comments."

There was then presented a memorandum dated February 3, 1943,

r. Szymczak submitting an interim report prepared by Mr. Gardner,
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4115-or Economist in the Division of Research and Statistics, relating

to the developments that had taken place in connection with a plan pro-

13°8ect by the Treasury for a world stabilization fund. The file had been

circulated among the members of the Board, and Mr. Draper had asked that

c°118ideration be given at a meeting of the Board to the advisability of

the B
oard having a representative present at discussions of technical

Phases of the plan by representatives of the State and Treasury Depart—

lents with representatives of other countries. Chairman Eccles stated

thet ,
he had discussed the matter with Messrs. Goldenweiser and Gardner,

alldthat it would be his suggestion that Mr. Thurston be requested to

PrePal'e a draft of a memorandum which could be used by him (uhairman

Eceie
8) in taking the matter up personally with the Secretary of the

Treasury.

It was unanimously agreed that this

course should be followed.

At this point, Messrs. Thurston, Dreibelbis, Wyatt, and Smead

141140.r.
-Iv from the meeting, and the action stated with respect to each

orthe
matters hereinafter referred to was then taken by the Board:

The minutes of the meeting of the Board of Governors of the Fed—

NI 
Reserve System

Ea4lit

held on February 10, 1943, were approved unanimously.

Telegram to Mr. Knoke, Vice ?resident of the Federal Reserve

°f New York, reading as follows:

pr "Referring to your letter of February 6, 1943, Board ap—

°ves the action of the executive committee of the board of
:rectors of your Bank on February 4, 1943, authorizing the

ricers of your Bank, subject to the approval of the Board
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ft
of Governors, to open and maintain a Canadian dollar account
ln the name of the Federal Reserve Bank of New York on the
books of the Bank of Canada, Ottawa, with the understanding
that the normal balance in such account, as shown by the
books of the Federal Reserve Bank of New York, will not ex-
ceed the equivalent in Canadian dollars of approximately

U. S. 000,000.
"Your letter also states that, if the opening of the ac-

is approved, your Bank will offer a participation in

account to the other Federal Reserve Banks. The Board
approves the participation in the account by the other Fed-

eral Reserve Banks and they are being so advised."

Approved unanimously, together with a

letter to the Presidents of all the Federal

Reserve Banks except New York transmitting

a copy of the above telegram and advising

them of the Board's approval of their par-

ticipation in such account.

Thereupon the meeting adjourned.

ft7g41.,(1w7 

Chairman.
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