759

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

t em :
wit
h the Federal Advisory Council was held in the offices of the

Boupq
of .
Governors in Washington on Monday, May 24, 1943, at 10:30 a.m.

PRESENT: Mr. Ransom, Vice Chairmen
My, Szymczak
My, McKee
Mr. Draper
Mr. Evans

Mr. Morrill, Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

Mr. Goldenweiser, Director of the Division
of Research and Statistics

Mr. Smead, Chief of the Division of Bank
Operations

Mr. Parry, Chief of the Division of Security
Loans

Mr. Dreibelbis, General Attorney

Mr. Leonard, Director of the Division of
Personnel Administration

Mr. Wyatt, General Counsel

Mr. Pollard, Assistent Chief of the Division
of Examinations

Mr. Berntson, Clerk in the Secretary's Office

Messrs. 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 George M.
Wallace, members of the Federal Advisory
Council representing the Second, Third,
Fourth, Fifth, Sixth, Eighth, Ninth, Tenth,
and Twelfth Federal Reserve Districts, re-
spectively

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

L H ;
a rrison stated that Chairmsn Eccles had stated that he had
ppointment
at the White House this morning and would be unable to be
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Pre
SNt at the beginning of this meeting but would come in as soon as he
Teturmeq

L Harrison then said that the first topic the Federal Advisory

C()unc.
l .
. Wished to discuss with the Board was the direct purchase of

feasury bil .
Llls by the Federal Reserve Banks for the purpose of creating

TeServes, and that the matter had been taken up at this time to

Weopg
all the members of the Council an opportunity to express their
Viewg

th e further stated that it had been voted unanimously to affirm
® posi.

1943
Pur

tion taken by the executive committee at its meeting on April 7,
that < .
> bhat 4y Would be unnecessary and perhaps unwise and dangerous to
SUea .
Policy of direct purchases of bills for the purpose of creating

ess T
o ®serves fop the reason that, with the country so inflation-
deq

exc

and w3 :
4 with SO many Government agencies taking action to check in-
a,ry developmem s p

he Federy
Pligg

flation

ift the whole program might be seriously affected
1 Reserve System did the one thing which symbolically im-

1nflationary movement, .

Mr,
Piet Szymezak referred to the change in the member bank reserve
up

Sin -
Yegq °® the adoption of legislation removing the requirement of
I'Ves

°°unci 'sagaiHSt War loan deposits, and Mr. McKee inquired whether the
Qf“mtur- Position would be the same with respect to direct replacements
thatthis e held in the System account. Mr. Harrison replied
thhe(; Polnt had not been discussed specifically but that the opinion

Ouncj
mlls L haq been definitely limited to direct acquisitions of
for

th
mubOS € Purpose of creating excess reserves which would not be the
eof

ire . ey
ct replacements of maturing securities.
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o ¥r. Harrison also stated that some members of the Council felt
at, the .
. Te might pe an element of risk in the uncontrolled development
°f wap |
20 deposit, accounts, especially in smell banks that were unable

0

Protee
X t themselves against wide fluctuations in such accounts, that
0

b ks alreaq

b ¥ held large amounts of long-time bonds that might not

e the b
e
g St collateral to liquidate to pay a war loan deposit, and that,
€ the ;
Counciy recognized that whatever the collateral it would be

8li os
8lble g5 4 1, .

ne S1s for borrowing and that member banks need not be un-
CESSarily M

£ Pinched", this might not be true so far as nonmember banks
e

Conce
™ed. He made the further statement that the arrangement for

& deps, .
eflnrte schedy]
£ ule of calls on smaller war loan accounts would be help-

ang mi
degy. ght be 4 complete answer because it would put the banks on

Rite nots
ot
1ce as to when withdrawals would be made.

n v
b onnection with Mr. McKee's comment that education of the

kg
in thi ‘
Sug S Tespect would be of considerable assistance, Mr. Harrison

wh.l » 1f the smaller banks could be encouraged to have their
0

1t collateral composed of at least a percentage of bills

Wik 1 Al
xnlni‘“iZeci.

® in maturities of within one year, the risk would be

Mr, y... .
o ¢ 4rrison made the further statement that one of the members
Ouncj
mﬁlit 1 had Suggested that consideration be given to the advis-
Yo

Provigi < :
s“we Viding more excess reserves through a reduction in re-
requirements

Was oy

He said that that particular member of the Council
Tesent,
Wm)wer 4t the meeting of the Council yesterday, but that those

e
pI‘QSQn
t were of the unanimous opinion that at the present time
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" -
::ere "3s no need to change reserve requirements, that such action prob-
elywmuld be inappropriate until the general situation throughout the
i:,untry Was such that over—all action was required, that at the moment
"ould be 4 mistake to establish lower reserve requirements for central

rese
!'Ve cits
1ties than for reserve cities but that open market operations,

Whie .
" hag been very intelligently handled, should be continued as in the
Mt gently ed,

» ang .
that, if there were further pressure for reserves, there would

€ o ob4 .
Jection to the banks borrowing from the Reserve Banks.

MI‘.
bank McKee questioned whether all the reserves needed by member
S's

hoy
1 4ld be Supplied by open market operations or whether increases

CUrpey
c
Y should be offset by changes in reserve requirements.

T :
Be considerations that would determine policy in this field

Were .
? dlSCU.SSeq

Uat > and Mr. Ransom suggested that it was likely that a sit-
! Woul, i
Len % €Xist in which all three available sources of reserves,
' Opep
My market operztions, reductions in- reserve requirements, and

ber ba-nk bo
rowing, would have to be used.

My, .
consid Harrison then stated that Mr. Wakefield had suggested that
fratig

of Go N be given to working out a procedure for the cancellation
ver
e

there M contracts at the end of the war. He went on to say that
WOul

unld %

ecessaril b ) . : .
Co Y be confusing and in some instances damaging to men
rp()p g€
&
Ong

d
be 3 8reat flood of cancellations when the war was over which

> @nd that most, of the Council members felt that if before
fo ;
erta, Mula were adopted, such as the immediate payment of a
DercE
l&tep Mtage of the contract with a smaller payment to be made

Congj
1derable amount of trouble might be avoided. Mr. Harrison
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Saiq tha;
t the Council felt that if consideration was not already being
8 iV’en t
0 ;
the problem it would be an appropriate subject for the Board to

Suggest,
to the proper agency of Government.

¥ :
T+ Draper said that the problem was being worked on in connec-

tiOH .
With ;
# Regulation V loans and that a procedure would be worked out
e them
» but that, they represented only a very small percentage of

tot&l

war

o contracts, snd that an attempt should be made to work out a
eral program.

r. W : < . ;
Wakefield pointed out that it was most important that before

® eng
of
e the war there be a definite understanding with respect to the
tment,
o
% f wapr contractors, that when a contract was canceled the con-
actor migh!- h
> hav
de&lt

W hen . .
thag, negotlatlng the contract, that these new people would assume
it

e to deal with different people from those with whom he

Was : .
o their obligation to make the best deal possible for the
mment : ‘
g o in the cancellation, that this would result in disagreements
Sundep -
sety Standings, and that this might mean long delays in final
Shent,

tremml + Hetee stated that he was concerned with the question of fair
ent, in
thay Cancellations. He also said that there was some indication

Contra
ct
thg OTs were negotiating guaranteed loans regardless of whether

neeq‘ed
t
8et, he funds so thab in the event of cancellation they could

A way
; Ver .
lngto of interest, and that, while the services might not be will-
m%ec%mm
.1 ment s for that purpose, he was inclined to feel that it
gOod

arr : .
rﬂief angement in cases where the contractor was entitled to scme
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Ur. Wakefield explained that he had suggested that consideration

e .
8lve .
. U to this problem, not because it was within the province of the
ard, i,
s> but because the more interest that could be created in the prob-

leg
real Opportunity to avoid postwar stagnation and shutdown the
o 4
it
Would be, and, knowing that the Board was in touch with the

agenci
es
concerned, he felt it could stress the point that some plan

Shoy14
b
® devised before the end of the war.

M
T+ MeKee said that the Presidents' Conference had appointed a

(:Qmm.
ttee tO Cc : . . . .
£ onsider this and other matters in connection with Regula-

ion v
lo
e &ns ang Suggested that the Council might also wish to appoint
Olmit,t, .
; €@ Which could make suggestions to the Presidents and the Board

int
Test of coordinating en approach to what might be done.

So
tay M€ of the members of the Board, although they agreed that the
er §

h
bt °Wld be studieq

b ¢ » questioned whether much could be done on it at
inme,

48 : whi
] i Harrlson then stated that a related question and one in ich
emin
of € was Particularly interested was whether, with the possibility

Contin

u : .

- ed rise in prices, increased taxes, and renegotiation and
ation

steps g of contracts, it was too early for industry itself to take

Q Pu .
of the b its own house in order". It was felt, he said, that one

thi
tieipat 788 that could be done was to encourage corporations to an-
® taxe
tieipat- S and accumulate reserves through the purchase of tax an-
lon not,
®S:.  He also said that some members of the Council had
Con os
ons:.derable amount

dQn

e

a

haq of work in that field and that generally it
: g y

W
ell receiVed,
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Mr. Fleming said that he was concerned because bank capital
Coulg not Possibly keep pace with rising deposits, that price increases
ar‘l the neeq of funds to enable industry to return to peace-time produc-
"0 woulq make a substantial borrowing from banks necessary, and that

thep
€ s
houlq be a campaign of education to get corporations and indi-

Vidug)
S &
: to builg up reserves for taxes and postwar adjustments and to
e .

imlnate from 'Cheir
v

hat %

he

X Y would be in a position which would enable banks to extend
" cregyy,

statements as many uncertainties as possible so

He felt that if this were not done there might be a wave

0
“bagoniam againgt p i B L Ehiensean i o iy 1

W’e anks ecause Of misunaerstan lng as oW y loans
e not, made,

i Mr, Draper suggested that the committee for economic development,
ch is

o Under the auspices of the Business Advisory Council of the De-
TNent,

oE C°mmerce, might take up that problem. Mr. Fleming responded
that th
e

commj ;
b Cmmittee was already considering the problem, but that it would
(3} >
pf

ul .
the ~t the Board or the Bsserve Panks could give any impetus to

SUggeStion ]

Mr, .
Which Harrison then referred to the manpower problem of the banks
h

ad p :
- ®eN discussed at previous meetings of the Council with the

He ga;
of bany S8ld that the Council still felt that if the working hours
s

Were 3
Saveq © increased to 48 per week sufficient manpower would not be
t
Com
f th Peisate for the extra work and expense involved, that most
% b

ankg
Wegg TePresented on the Council, especially those in critical
3 ha

d shs
Ceng, hifteq their personnel to a point where now only 35 to 40 per

: eir
i Wag ®ployees were men with the remainder being women, and that

difyey
1c
wt o get women to work 48 hours a week.
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¥r. Fleming pointed out that in the Washington area 76-1/2 per
Cent of
the banks! employees were women as compared with approximately

Per
a °eNt two or three years ago, and that it was impossible to work
1

he
i Women 48 hours since many of them were married and had to shop

T thej
i e
§ = faﬂulles. He stated further that there did not seem to be any
®finiy,
e : ,
Policy in the War Manpower Commission, that the matter was be-

Ing y
eft .
to the regional directors for decision, and that in view of the

&xt
ry Work bein

£ € performed by the banks for the Government, including war

angs

in X

s € and ratjon banking, they should be treated with some consider-
lop,

i ¥r, McKee expressed the opinion that the American Bankers'

Oclaty
0 should take the matter up with the War Manpower Commission,
S4d thgy 44
that hat, 1t the banks themselves could not convince the Commission

the
Y .
B°arq Were entitled to classification as essential activity the

of g
°Vernors would not be able to do so. Mr. Fleming questioned

Mr,
have Szymezak suggested that the bank supervisory agencies did

obl ;
g : *€ation to do what they could to help, and Mr. Wakefield said
t

ho
Ugh the Board could not force a decision an expression of its

ned with those of the banks would have an effect.

MI‘\
'{8 Ransom asked what results the banks had been able to get.

‘Fl

. em.lng sgid tmt . . R
tempo in the Washington area the banks had been given
ra

TY respj
st,ated ®SPite pending the filing of schedules, and Mr. Young

t at
satyap
atist actory arrangements had been made in his district
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With ¢ .
s regional directors of the War Manpower Commission at Savannah

ang
M&con’ Georgia.

¥r. Ransom inquired whether an effort should be made to put the
Propy.
em .
Ol & national rather than a regional basis, and all of the mem-

ers of
the Council indicated that such an effort should be made.
M,

0 Harrison stated that in a previous discussion with the
ouncil My,

Setion Ransom had indicated that the Board was considering several
® hat appecred to be available with respect to the prohibition of

indire:rption by member banks of exchange and collection charges as an

Payment oiayment of interest in violation of the Board's Regulation Q,

pr°€r81n of iterest on Deposits, that while the topic was not on the

Tembe g the Council for this meeting it was a matter in which the

1 of the Council were interested, and that they would appreciate

e
§ adyy
1sed of it present status.

Mr, .
Yon Ransom said that the matter had been given careful considera-
Singe
Tegy, 1t had last been discussed with members of the Council, that
leesS
to g °f the form which the Board's action might take it appeared

® cles

1) .
. *F that it would result in the whole question of the payment of
e

Ingg
st on
tion demang deposits being brought up again for active considera-

Y Con
Whop Eress, ang that there was a feeling on the part of some with
bhe nggg
al
tPQVePsi

al .
Rensom q\le Stlo

d been discussed, including bankers, that such a con-
n should not be raised during the war period. Mr.

Adeq
e that he personally had given a great deal of consideration
Westjop

in the

Yo
th

1 Whether the problem should be raised again at this time

ight,

iy a T the apparent sharp differences of opinion regarding it

€ hg
d .
not reached a conclusion.
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bhat X . Wakefield stated that he would like to repeat a suggestion
] ® had mage before that, if the Board would address a letter to all
cember banks, in which the position was taken that the absorption of ex-
p:r‘lge = collection charges was an indirect payment of interest on de-
ch:i:::: Violation of Regulation Q and in which the banks absorbing such
thong °Te asked to discontinue the practice, they would readily re-

0 the Board's —

My, _ A
T+ Ransom felt that there would be two difficulties involved

in ¢
fst aPpProach,

One was that, if the absorption of exchange and

Qolle .
Ction .
Charges were discontinued, the banks for which the charges

Were bes
€1ln
s & absorbed would immediately undertake to get an amendment to
aw :
Pe ;
B Mitting such absorption. The second difficulty was that the

ﬂrd
WOuld have tO take

e, a definite position that the absorption of

Charge ‘
by, ® ™as a violation of Regulation Q and the Board was under
ation
t
Suany, © take the matter up with certain members of Congress pur-
to
an
the & underst’anding that the Board would not take action to change
X1

Sting o .
€ Situation without discussing the matter with them.

“tingy

e Obli
Not, &n 8ation to defend par clearance for the reason that it was

MI‘.
Ranson went on to say that he felt the System was under a

e .

Pub .
® onts Lic interest for banks to charge exchange, that he would
the

Poy, Mlling as o member of the Board to vote for action within
er

S
states b he Boarq to achieve complete par clearance in the United
i ut, th
i Shoulq 8 the difficulty with the present question was whether

e
pr .
©Sented to Congress for action during the war period.
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Messrs. Young and Gifford expressed the opinion that there were
I‘ela"'ivel;)r few banks that were absorbing exchange and collection charges
% the Present time and that if the Board requested them to discontinue
he Practice they would do so. Mr. Young thought that the extent to
Mich ®Xchange charges were being absorbed had declined materially dur-
ing the last two or three years, and all of the members of the Council
Present Who €Xpressed themselves indicated that, if the Board took the
DOSition that the absorption of exchange charges was in violation of
the pmhibition against the payment of interest on demand deposits,
tere "ould not be much opposition on the part of banks to that de-

ciSion‘

]here xt t to which banks were ab-
was a dibcussion of the exten
SQrb

. Xi i itude of
59 Change ang collection charges and the possible attitude
banker

® towarq o ruling by the Board that the absorption of such
(:h.arges W38 an indirect payment of interest in violation of the Board's
Reg:‘-ﬂ.ati(m Q
Voray e Competitive position in which his bank was placed by refusing
to

During this discussion Mr. Kurtz referred to the unfa-

a
bsorp ®Xchange and collection charges.

i denweiser
Whlle the discussion was in progress, Messrs. Gol
g p

*ling lefy, the meeting.

Ur, Ransom inquired if the Council was Erepered £0 Lexe nis
zOSition that ghe Board should rule that the absorption of exchange and
-Qllection Charges constituted the payment of interest within the mean-
X * Reé’ulation Q, and in that connection he stated that it might be

ard if, before taking action, it could have a resolu-
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Ur. Harrison stated that the Council planned to discuss at
Wchegy, today with Chairman Eccles (1) the separation of bank from
110nba“kflnanclng in future war loan drives, (2) the discontinuance of
heserles F and G war savings bonds, and (3) possibly some modifica-
m:on ° the Series & war savings bonds, and that the Council would

* this @fternoon and give further consideration to the problem of

bsorptlon of exchange and collection charges. He said that it was

Xpecteq that the executive committee of the Council would not meet dur—
IbinJ“ne bt might hold its next meeting on July 7, and that it might be

d de
Sirable for the Council to authorize the committee to adopt a

es 0.
ut, §
lOn epr es

ab sing the position of the Council with respect to the

S°1"Dti
©8.-of exchange and collection charges so that it could be made
able
Cmm to the Board, if desired, before the next meeting of the
el

Th .
€ matter was left open for future consideration.

Thereupon the meeting adjourned.

@ELQL,LMC% Lep

Secretary.

proved. U\

)

4 4/,\/ \\{v\A/Ww\
Vice C}\z‘arman






