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A meeting of the Board of Governors of the Federal Reserve

System with members of the executive committee of the Federal Advi-

"rY Council was held in Washington on Wednesday, April 71 19431 at

11:45 a. in.

PRESENT: Mr. Szymczak
Mr. McKee
Mr. Draper
Mr. Evans

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Mr. Goldenweiser, Director of the Di-

vision of Research and Statistics
Mr. Wyatt, General Counsel

Messrs. Harrison, Spencer, Huntington,
and Fleming, members of the executive
committee of the Federal Advisory Coun-
cil

Mr. Lichtenstein, Secretary of the Federal
Advisory Council '

Mr. Harrison referred to the various topics suggested for

discussion at the meeting of the executive committee of the Federal

Advisory Council and said that, while the Council had made no analy-

sis of the social security program recently announced by the Presi-

dent, representatives of the insurance companies had a committee

working on such a study and he would be glad to send the Board the

e°11clusions of that committee. In this connection, he stated that

Mr. Morrill had made available to Mr. Lichtenstein for the members
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of the executive cormittee copies of the "Summary of the Report on

Security, Work, and Relief Policies (National Resources Planning

Board)" which had been prepared by members of the Board's staff. Mr.

Harrison expressed the personal opinion that the life insurance com-

panies should support the program. He thought that the program would

not have an adverse effect upon the companies because for the most

part it would affect people who could not afford or for other reasons

would not buy regular life insurance policies. Moreover, he said, to

the extent that the program would make people more insurance-conscious

and promote a higher standard of living, it would be distinctly bene-

ficial to the insurance companies. He added, however, that the ques-

tion of financing such a program would present a problem of major

concern to the Treasury, the Board of Governors, and the banks.

Mr. Harrison then turned to the question of possible bank

loans on Government issues to be sold during the April drive and

raised the question whether there was any fixation with respect to

the idea of having bane: loans made for the purchase of Government se-

curities paid off within a six months' period.

Mr. Morrill explained that the idea was one included in the

joint statement issued by the Board, the Comptroller of the Currency,
the 

Federal Deposit Insurance Corporation, and the Executive Committee

f the National Association of Supervisors of State Banks on November

22, 1942, which was simply a declaration of supervisory policy and not

a rule or regulation.
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Mr. Harrison thought that there would not be a large demand

for loans to buy Government securities, but he questioned whether it

wc)uld be helpful to the Treasury to have banks make loans to purchase

bonds for a period that would keep the borrowers in debt during the

succeeding Victory Loan drive. He said that, since according to pres-

ent plans these drives would come along at four-month intervals, there

Would be an overlap in many cases which would be undesirable. He also

said that some better means should be provided to enable large non-

barng organizations to anticipate current income and make purchases

during the intervals between drives.

MT. McKee stated that it was his understanding that action ,

had 
recently been taken by the legislatures in several States to author-

iz e political subdivisions to purchase Government securities, and

that the trend in this direction might make some partial-payment plan

even more desirable. He said that he did not know which States had

taken such action but he thought that Illinois, Texas, and several

Others had done so.

Mr. Szymczak pointed out that such legislation was under con-

sideration by the State Legislature in Pennsylvania and that recently

he had had a telephone call from President Williams of the Philadel-

Phia Federal Reserve Bank inquiring whether there would be objection

to the Reserve Bank holding such securities in safekeeping for subdi-

visions of the State Government. He said that the Board had advised

the Federal Reserve Banks that it would have no objection to such
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action and had requested the Chairman of the Presidents' Conference to

Place the matter on the agenda for consideration at the next meeting

of that body.

Mr. Harrison said that he hoped some satisfactory partial-

Payment plan would be placed on the agenda for consideration by the

Board of Governors and that it would use its influence with the Treas-

ury to see that the matter received consideration there. He went on

to say that such a plan worked very well in connection with the Lib-

erty Loan campaigns during the first World War and that there was

considerable demand for a similar arrangement now by insurance com-

panies: endowment funds, eleemosynary institutions, etc.

Mr. McKee inquired of Mr. Harrison whether he could give

the Board something in writing on the partial-payment plan that would

be hei
-,Pful in presenting the proposal to the Treasury. Mr. Harrison

indicated that he would be glad to send the Board a brief on the sub-

ject Which had been prepared by representatives of the insurance com-

panies.

In response to a further question by Mr. McKee as to

whether the life insurance companies had given consideration to any

Plan whereby they would undertake to sell war bonds along with insur-

ance Policies, Mr. Harrison said that the insurance companies had

been 
working on a package arrangement which would combine insurance

arid war savings bonds. On the other hand, he said, the insurance

companies have about 20,000 agents selling war bonds, and so far as
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he 
personally was concerned he would not favor any plan whereby bonds

and insurance policies would be sold together until the Government

had clearly indicated its approval of such a program. To do other-

wise, he said, would invite criticism of the insurance companies.

Mr. Harrison stated that the executive committee at its

last meeting with the Board on January 6, 1943, had expressed the

opinion that no one of the three possible methods of supplying re-

Serves, i.e., reducing reserve requirements, open market operations,

and bank borrowing, should be used to the exclusion of the others,

but that, as he recalled, Chairman Eccles had suggested the possibil-

ity of the Treasury selling Treasury bills direct to the Federal Re-

serve Banks, and that it had occurred to the executive committee that

such a procedure might involve some disadvantages at this time, par-

ticularly in the light of Congressman Patmants views.

Mr. McKee said that he thought Chairman Eccles contem-

Plated direct sales by the Treasury to the Federal Reserve Banks for

resale to commercial banks, having in mind that the System portfolio

for a time might take the full amount of the weekly increase in

bills issued by the Treasury, with the thought that in this way a
better 

distribution of bills could be obtained throughout the coun-

try.

Ur. Szymczak stated that it was his recollection that the

Chairman had in mind something more than the weekly increase in bills

issued by the Treasury.
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Mr. Goldenweiser said that the Treasury had used one-day

certificates to avoid overdrafts when it felt that it did not want to

call on depositaries for funds and that, therefore, the Treasury to

that extent had in effect initiated open market operations.

Mr. Harrison said that the only reason for bringing the

question up at this time was to ascertain whether such a practice was

de signed to provide excess reserves. If that were the case, he said,

the 
executive committee felt that it was not a desirable procedure

and that it would be better to use the orthodox methods of increasing

reserves.
In this connection, he said that he thought the dealers

should not be "killed off" as they provided an important market mech-

anism.

Mr. Harrison further stated that in coming down on the

train he had read the text of the Treasury's stabilization program

and that one thing that had impressed him was that in future the cen-

tral 
banks would have no control. He said that he hoped the Board

w°uld endeavor to have the central banks utilized as an effective im-

plement in the program.

Mr. Goldenweiser said that actually the proposal was predi-

cated on the central banks inasmuch as they would have to provide

111°nsy when it was needed.

Mr. Harrison indicated, however, that as he read the pro-

gl'am the central banks would not be in a position to exercise any

control because a four-fifths vote of the controlling board of the
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Stabilization Fund would be dominEnt. In other words, he said, credit

controls would be turned over "lock, stock, and barrel" to the Treas-

ury.

Mr. Goldenveiser stated that the British were anxious to

have something done along these lines and had therefore brought forth

the Keynes plan which the Treasury did not like and to which the

Treasury program was a counter-proposal. In response to a comment by

Mr. Harrison that the press had indicated that a conference of repre-

sentatives of the United Nations had been called to discuss the pro-

gram, Mr. Goldenweiser said that as a matter of fact no conference

had 
actually be called although the newspapers did carry such a

tory. 
However, he said, it was understood that representatives

the 
United Nations in this country and

time to time would be asked to discuss

the 
Treasury.

Mr. Szymczak stated that the

not 
intended that any publicity should

gram at this time but that the British

and this had the effect of forcing the

of

those who might come here from

the program informally with

Secretary of the Treasury had

be given to the Treasury pro-

had given out the Keynes plan

Treasury's hand and making it

advisable to give some nublicity to the Treasury proposal.

Mr. Fleming inquired as to the situation with respect to

the activities of the Regional Agricultural Credit Corporation. Mr.

1:vans stated that it had originally been thought that if the Govern-

ment Were to obtain an expansion in food production additional credit
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would be needed beyond that available at the banks, and that as a

result the Fara Credit Administration conceived the idea of reviv-

ing the Regional Agricultural Credit Corporation to make available

such additional credit as might be needed. However, he said, there

was naw pending in Congress a bill, which had the endorsement of the

Secretary of Agriculture, that contenplated financing increased agri-

ellitural production on the basis of certificates, and such financing

would be handled on a basis similar to that employed under Regulation

With respect to loans to business and industrial enterprises. Mr.

14ane went on to say that this measure would authorize the Federal

Crop Insurance Corporation to insure such war crops as the Secretary

of Agriculture might designate, and that this would enable private

credit to now directly from the banks to the insured borrowers and

avoid the difficulties, particularly the competition, resulting from

direct 
Government lending when there is, as at present, an abundance

Of credit available through the private banking systen.

Thereupon the meeting adjourned.

-e-Ort-dAs 11))-0- 0
Secretary.
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