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A meeting of the Board of Governors of the Federal Reserve
Systep s
M With the Federal Advisory Council was held in the offices of

the 3

0
. ard of Governors in Washington on Monday, February 15, 1943, at
0:30

d.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., Smead, Chief of the Division of Bank
Operations

Mr. Parry, Chief of the Division of
Security Loans

Mr. Dreibelbis, General Attorney

Mr, Wyatt, General Counsel

Mr. Berntson, Clerk in the Office of the
Secretary

Messrs. Charles E., Spencer, Jr., George L.
Harrison, William F, Kurtz, B. G. Huntington,
Robert V. Fleming, H. Lane Young, Ralph C.
Gifford, Lyman E. Wakefield, W. Dale Clark,
and Nathan Adams, members of the Federal
Advisory Council representing the First,
Second, Third, Fourth, Fifth, Sixth, Eighth,
Ninth, Tenmth, and Eleventh Federal Reserve
Districts, respectively

Mr. Walter S. McLucas, alternate for Edward E.
Brown representing the Seventh Federal Re-
serve District

Mr. Walter Lichtenstein, Secretary of the Fed-
eral Advisory Council

Advis o Harrison stated that Mr. Brown, President of the Federal
ory

c
®Wncil, was still ill, and that Mr. Wallace, the Council member
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representing th ; ou
e Twelfth District, had become ill in Washington last
Nght,

Mr, Harrison reported that at its separate session yesterday

Negg
rs, s
Brown, Harrison, and Lichtenstein had been reelected President,

lce ppo.s
: resldent, and Secretary, respectively, of the Federal Advisory
Ounej,

L for the year 1943, that the only change in the membership of

8.0q
Uneil for the current year was in the appointment of Ralph C.

Gige,
orqd
> President of The First National Bank of Louisville, Louisville,

Kent
ue
¥, as the representative from the Eighth District, and that Mr.

penCer
haq been appointed a member of the executive committee in place

of L Ragland_

Mr. Harrison then stated that, while the Council had no for-

"Mendations to make, there were some matters it wished to dis-

Cugg
th LD the Board.

®
SXecyts
Utive comnittee of the Council with the Board on Jamnuary 6,
1943

the

He referred to the discussion at the meeting of

» Wi
th respect to the spacing of Treasury financing drives and to

¢
Mitteet g feeling at that time that periodic drives were to be

befer
Teqd
e L frequent offerings of new securities, and he said that the

Qunegy
"8 still of that opinion. It was also the opinion of the Coun-

e
: he Saig

ang > that there was an advantage in separating drives for bank

the
Nonbg e drive coul
L&mx ould be followed immediately by an offering of ob-

Nonbg
ik f“nds, and that, as a compromise, in the April financing

long
that would be suitable for banks. This would avoid a situ-

s> if the drives were combined, nonbank investors might

SER
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*1d back because of the large amount of funds being raised. He went

0 :
" to 88y that the Council felt it was important to establish district

Quotyg for nonbank funds, leaving the determination of bank quotas, if

he 3
‘®ssary, to the Federal Reserve Banks or the Victory Fund Committees

and

Taking no mention at the time of the nonbank drive of the amount
)
be Obtained from banks.

Chairman Eccles stated that at their meeting in Washington on
J

an
b 275 1943, it was the unanimous opinion of the Victory Fund
Chag,
®R that a nonbank drive should first be made, with a bank drive
at the end op

bm&
st
War loan accounts, particularly in the smaller banks, would be

» or after, the nonbank drive, DBetween the drives the

a
" "™ down in accordance with a definite schedule, and bills, savings
ndg
* 80d tax notes would continue to be offered. The need for funds

Just,

efore & financing might be met by System purchases of special
8
hOrt,term ce

N rtificates of indebtedness or by the purchase by the Sys-

em direct frOm th

e Treasury of all, or a portion of, the weekly bill
Orferi

"> With the understanding that maturing bills in the amount of
¢ e Pirchase would be allowed to run off, which would supply reserve
&fte: directly to the market. The bills could be resold to the market
the drive was over.
The Chairman emphasized the fact that the public should be
31p::s:ed With the desirability of financing the war as much as pos-
the "side of the banks and of going to the banks only for the funds

b
Y&s not Possible to raise in effective campaigns for nonbank

© Went on to say that the question of quotas had been discussed
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d
» inasmych ag there was some disagreement, a committee of the

Preg
ldent st Conference had been requested to study the matter, with

Parg
leulqr reference to the manner in which quotas could be applied
in
nonbank drive Se

Reference was made to the unusual demand for the recent is-
8

e of .
Certificates, and Chairman Eccles outlined the reasons for the

dem&
nq,
He felt that the way to meet the problem in the future was to

¢
oru'all Bubscriptions up to $100,000 in full and to allot a portion
the Temainder regardless of whether the subscriptions were received
:::;:ank Or nonbank sources. He further stated that the situation
lned of would continue to exist, at least to some extent, as long

%8 the
T
® Was an opportunity to sell the shorter issues at a profit and

D“I‘ch
as
€ new issues, and that there was no intention on the part of any-

eith
°T in the Federal Reserve System or the Treasury to reduce the

Muket
Tate on certificates.

oty In response to a suggestion by Mr. Kurtz that dealers be al-
d the

Sam

st ©

" amount of their subscriptions as banks, Chairman Eccles
Edt
We hat that would not solve the problem for the reason that there

T
hundreds of ot
fop others who would purchase to resell, and that it was

Q *% reaso
ll°tment

source .

N he suggested full allotment up to $100,000 with partial

°f all subscriptions above that amount regardless of their

At this point, Mr. Paulger, Chief of the Division of Examina-

to
Ng
? Joineq the meeting.

SER
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Mr. Harrison stated that the adoption of a plan for instal-
et Payments fop subscriptions would enable institutional investors
"Uch g5 insurance companies to fill their needs with longer-term secu-
::ties 80d to that extent would reduce the demand for certificates.
t;::man Eccles replied that such a plan had been discussed but that
o haq been some opposition to it on the part of the banks because
ethe amount of work involved in recording the instalment payments.

felt that such g plan would be desirable because it would absorb

f“nd

S b "

. etween financing drives that otherwise might be spent for con-
°r 8oods,

Mr, Mckee expressed the opinion that it would be helpful if

the
Coun
il were to adopt a resolution to the effect that certificates

d be
- Tegarded as an obligation designed particularly for banks
that

Subge

ripty

Ptions as other purchasers.

sho Chairman Eccles inquired whether a 7/8 per cent certificate

uldbe
e included in the April financing ceampaign, and some of the

ers of
the Council indicated the opinion that such an issue should

n
Qt be or fer

ed but should be held for bank subscription between drives

Coyp e, McLucas suggested that sales of tax notes should be en-
8geq

t
reat ) O the fullest possible extent and that this purpose was de-
e

vt :
aaidlx he offering of a 7/8 per cent certificate. The Chairman
e

Wo
uld like to see the Council adopt a resolution to the effect

241

? therefore, banks should be given the same allocation on their
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that
fonbank drives should be confined to further issues of bonds,
havyy, g
in mind that tax notes and Series E, F, and G bonds would con-
tin
"e to be sold on tap.

: Ur. Harrison stated that, regardless of any prejudice which
b g
8t haye against the Series E war savings bond, the Council felt

Wag
best to leave it unchanged unless the right of redemption could

be g
efe
Tred. The Council also felt, he said, that the Series F and G

b°nds mj,
ght be eliminated, especially if something, such as a 2 per cent
bond) Coul
d be substituted for the Series G bond. There was some dis-

¢
uﬁsion of cha
but
ther
€ Was a general feeling that any changes would be difficult

nges that might be made in the Series E, F, and G bonds,

at t
ils time because of the attitude of the Treasur
Ve
In response to the suggestion that Series E bonds should be

m&de e
% Ugible a4 collateral for bank loans, Mr. Kurtz pointed out that
¢ banks Would

0r3m]
loans t

Seri

not have the manpower necessary to service the hundreds
hat would result. There was general agreement that the
€8 G

Bond might, pe eliminated, and that a 2 per cent bond should

de ay
i 3ilable in its place which would be either redeemable or ac-
a

ble
In payment of taxes upon the death of the holder.

that U, Spencer referred to the suggestion that had been made

in Placing
dicate the |,
x‘j"l"ies

subscriptions for Government securities the purchaser
ank through which delivery of, and payment for, the secu-

%
N "ld be effected, with the understanding thst the bank would
buy

be re
s
ed for the services rendered. He said that the suggestion
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ad b,

®en made for the purpose of relieving the security dealers of
the w

ork 1nvolved, including the computation of accrued interest, in

Conne
®tion with the delivery of the securities through their own of-
fices
" * It was stated that this procedure was already being followed
Som, :
® districts, and it was suggested that Mr. Spencer discuss the

Mattep
N "ith Mr. Paddock, the Chairman of the Victory Fund Committee
n

the Boston District.

In this connection, Chairman Eccles said it had been proposed
8t Securitieg offered during a drive be dated as of a date about half
th:tb:tween the opening and closing of the drive, with the understanding

" Ponds purchased before that date the buyer would lose some in-

tere

st o

iy ™ that on bonds purchased after that date he would gain some
erest.

i Members of the Council were inclined to agree with this sug-
§ lon,

Mr, Harrison stated that members of the Council had expressed

GrQWj

g with respect to the requirement that banks certify the
ng

Ure
" \ S on Series E bonds when they were presented for redemption,
e

in
- QUired whether the Board knew of any new legislation on the
er,

p°1nt ¥r, LiChtenstein said he understood that something on this
wa

8
Disn inclugeq in a bill recently introduced by Representative
ey,

breg It wag the feeling of the Council, Mr. Harrison said, that the
ent

pr
°¢edure of certification was unnecessary.

W
ith Tespect to the question of excess reserves in connection

Wi
financing, Mr. Harrison stated that the Council felt that
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the
Problem could not be met by any one method alone and that it would

fecessary o use all three available methods, i.e., open market op-
er&t’i’:’nS, Peductions in reserve requirements, and member bank borrowing.
. Chairman Eccles expressed the opinion that, if the program of
1nanc1ng the war as much as possible by the use of nonbank funds was

v succeSSful, the amount of reserves that would be needed by the

b&hk
8 t
© Purchase additional securities would be much less than had been

&ntici
pated, that the approach that it might be necessary for the banks

to
ake
: 88 much ag $30,000,000,000 this year should be abandoned, and

p::l:r he Progrem were successful it might be possible to meet the

" By open market operations.
% haq o In connection with Chairman Eccles' statement, Mr. McKee said
o, been his suggestion that further increases in currency in circu-
Sery, Tet by reductions in reserve requirements and that needed re-

S fo

e T other purposes be supplied by open market operations, the
8¢

d

N be
” ing that in the event of a reversal of the present trend the
ine i
tre 1 the volume of currency in circulation could be offset by in-
asy
e Tequired reserves.

that On the problem of manpower in the banks, the Chairman said
the ,,
8

r l'l-o woud i
Why nvolve an increase in bank pay rolls of 30 per cent
’ t

~hour vori week with time and one-half for all hours worked

0
Crey 8ether with the lower efficiency of new employees, would in-
Se

mi&ht OPerating costs by as much as 50 per cent, and that it

Nece
8sary for them to increase service charges.
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Mr. Ransom stated that he was not 2t all in agreement with

the ¢
haj ; . . ’
irman's views regarding banks increasing service charges at

thig
Particulsr time, and that he thought it would be preferable for
t ‘o .
0 decrease dividends, salaries, and possibly other expenditures,
angd 4 4
lhcrease earnings by investing idle funds in Treasury bills

rather
; than o offend the nublic further by resorting to an increase
n 3

Mr. Fleming stated that the special committee of the Ameri-

Cari B
anke oy . .
T's Association vorking on the manpower guestion had informel

&dvi c
e f
rom the War Manpover Commission that, while banks would not be

1
Aceq °n the nope
not b

essential list of industries, they probably would

€ plaCed « ot 5
n on the list of essential industries. Under this arrange-

L, h
e (3
- Sald, the banks could tell their employees that banking would
ot v
e 1i
o Sted as non-essential, and the United States Employment Serv-
e Woul
d
MOt attempt to attract employees over 38 years of age for

tHal Induetrles unless they were artd f which th vould
notb less ey were artisans, of which ere wou

e mg .
th Y in the banks. It was also stated that in this situation

e
anks
could not ask the United States Employment Service for addi-

hal o
mp)]
“7O¥ees but would have to undertake independently to find

Sl&t
able
People in their respective communities.

C .

Ve hairman Fecles indicated that it was his understanding that
7 Lew, 4

the 1 * I any, additional services or businesses would be added to
ist

of :
wb“ld essential industries, and that whether banking in fact
b

e Tre .
manp f£8rded as essential vould derend largely on the amount of
Qv

er t,
ak :
®N into the armed services.
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Mr. Harrison suggested a classification of "essential to the
€Conoppyt
"W as an addition to the present classifications of "essentiall

a
M "non*GSSential". He went on to say that the insurance companies
W
erenmking & survey of their employees on the basis of their essenti-
als
llty and were earnestly endeavoring to determine those whe were avail-
a
s for Telease to essentizl industries, and that a number of employ-

Ces of hs
his Company over 38 years of age had received letters from the
Unit
ed
States Fmployment Service urgine them to seek employment in es-—

Sent s
ntl&l industl‘ies .

Chai rman Eccles said it was his understanding that, to the

ext,
ent ¢
1 3 . \ . : oF
at materials were available and businesses were classified as

e
SS ential ‘t’ . . . .
> they would be expected to operate with women and with men

UnQEP

18
¢ > OVer 33, or those unable to pass the physical examination
0

T act;
1v . .
: e Service, and that there was no authority at the present
lme
unde ATy
T which a man over 38 years of =ge could be taken out of a
~es S ent . "
lal 1ndustry and placed in one classified as essential, al-

U2h they
€Y might be persuaded to make the change. He also stated that

it
a
man Were b t T v :
wn etween the ages of 18 and 38 he was subject to the draft
e :
wou Was in g position classified as essential, in which event he
ulq )

e 2 .
e Placed in a deferred status under the draft, and that there

S Js
lttl . .
& ® likelihood of banking being classified as an essential in-
Stry
alt
a hough there was a possibility that some positions in banks
ght, be

gi . e .
Ven that classification.

Wou Mr, Harrison inguired as to the status of the bill which
d e)4

e .
Lmi ;
Nate the Federal Deposit Insurance Corporation assessment
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0 S g s
i e Lloan deposits and the requirement that reserves be maintsined by

Mbey banks ageinst such deposits. Chairmen Eccles replied that the

bo

1 hag been introduced in both Houses of Congress and referred to the
Banls

atking and Currency Committees, that he was to appear before the Sen-
a . ¢ :

® Committee o Wednesday ot this week to testify on the bill, and

5 he did not anticipate any difficulty in the prompt passage of the
bily

Mr. McKee suggested that the bill in its present form had

€e .
" Presented ag being a desirable change in the interest of the fi-

Nan
“ing Program and that it would be better if no amendments to the

in ,
Viere offereqd by the banks.

Mr, McKee then said that he would like to have an expression

Of 0 3 3 -
Pinion from the Council whether it would be desirable, if the bill
2oy,

Teferreq o were passed, to separate in published statements of

n
sured banks the
that
> 10 the oyent of a substantizl decline in war loan deposits, the

item of war loan accounts from other deposits so

decl

i .
: 1€ Would not, be reflected in the total demand deposits of the
ankg

Uotments of the members of the Council indicated that this was

bei
Ng Gon . .
" ¢ done g Some cases and that the members were in agreement with
M
Keers Suggestion.
Nr., McKee made the further statement that he had seen some

4 ® of Purchases by banks of substanderd bonds with the expecta-
lOn % '
hat, they shortly would be given ratings which would make them

eligi
o '€ Tor ban investment. He felt that this practice should be dis-
e .
Wi 4 and none of the members of the Council expressed disagreement
th t

5 Dosition,
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Chairman Eccles said that in speaking of direct purchases
f I'Om
the Treasury he wished to emphasize the point that it was not the
thoy h
80t of the System that such purchases would be made to finance the

Ment but rather that the System would purchase directly all or
Part,

o
f the weekly bill of'ferings for a period before a rinancing op-
ratio .

Ny with the understanding that maturing bills in the amount of

the g
Ystem!s purchases would be paid off, thus supplying reserve funds

direc
t1
Y to the banks to be held against deposits created by additional

DUI‘ChaSeS of Gov
hat,

ernment securities offered to the banks. He also said

s Wh .
en the financing was completed and the funds began to flow back

to th
€ b
anks, the System could sell the bills purchased directly from

& Tp
€asg s
: Ury, and that this procedure was much more desirable than to
03
hto ]
he . v ; ; .
® market, and bid for securities as was done in connection

Wity
he p
e sl 4 &
Cember financing when it was necessary to purchase a lerge

am°u1'1t of

th ‘remium bonds in order to supply reserve funds. He felt that
Cre wa

S

N0 essential difference between this arrangement and the pur-

Chy
Specin —
Pecial short-term certificates to supply funds over a tempo-

r
RY Periog
b * In the discussion of this point, a majority of the mem-

Sth

h . .

- ¢ Council expressed agreement that the procedure as outlined
Sa
desirable one

Mr

biyyg shoulg
tye

+ McKee expressed the opinion that the weekly offerings of
be taken by the System and sold to banks in the respec-

eder
gy al Reserve districts on the basis of the excess reserves in
Ustriey,
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Mr. Harrison stated that according to the agreed schedule
therth meeting of the executive committee of the Council with the
Oarqd would be held on Wednesday, March 3, 1943, but that it had been
Stlded at 41, meeting of the Council yesterday that the executive
"ot e would not come to Washington at that time unless something

Velo s
Ped in the meantime that would make it desirable.

Thereupon the meeting adjourned.

Secretary.

Chairman.






