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A Meeting of the Board of Governors of the Federal Reserve
yStem .
"1th the Federal Advisory Council was held in the offices of

the 3
oa; .
% ™ of Governors in Vashington on Monday, December A, 194, at
£30. 4

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

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
l Mr. Hammond, Assistant Secretary
, Mr. Clayton, Assistant to the Chairman
t Mr. Thurston, Special Assistant to the
' Chairman
j Mr. Goldenweiser, Director of the Division
| of Research and Statistics
Mr. Smead, Director of the Division of Bank
Operations
Mr, Paulger, Director of the Division of
Examinations
3 Mr. Parry, Director of the Division of
; Security Loans
Mr. Dreibelbis, General Attorney
Mr. Leonard, Director of the Division of
f Personnel Administration
5 Mr. Vest, Assistant General Attorney
Mr. Wyatt, General Counsel

Messrs. Charles E. Spencer, Jr., John C.
Traphagen, William F. Kurtz, B. C.
Huntington, Robert V. Fleming, Keehn V.
Berry, Ralph C. Gifford, Lyman E. Wakefield,
A. E. Bradshaw, Ed. H. Winton, and George
M. Wallace, members of the Federal Advisory
Council representing the First, Second,
Third, Fourth, Fifth, Sixth, Eighth, Ninth,
Tenth, Eleventh, and Twelfth Federal Reserve
Districts, respectively
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Mr. Walter S. McLucas, Chairman of the
Board of the National Bank of Detroit,
was designated by the Federal Reserve
Bank of Chicago to attend this meeting
in the absence of Mr. Edward E. Brown
who was unable to be present.

Mr. Walter Lichtenstein, Secretary of the
Federal Advisory Council

i, Spencer stated that Mr. Brown was in Mexico and for that

reason Was
unable to attend this meeting.
MI‘O

th Spencer also said that the first item on the agenda for
e

IIIEQt'
il g of the Council was developments in connection with the ab-
"Ption of

ly
of

ntere .
g St on Deposits. He said the Council discussed the matter yes-

eXchange and collection charges as an indirect payment of

tere
st 3 :
‘0 violation of the law and the Board's Regulation Q, Payment

ayan
¢ 4 woulq like to know whether the Board had any further in-

0
ton ..
 with respect to it.

Ve,
u& Ransom stated that the Board received informal word from
clerk

thy

t

the Ccunnﬁ-tt . .

bul ee was planning to hold hearings on the Brown-Maybank

°f the Senate Banking and Currency Committee last week end

chm
g Mcing Thursday of this week; that the proponents of the bill
b

e
X heapng from first, and that although there was no information

able
Tet as to how long the hearings would be or how many witnesses

W
Wy be asl
8qs ®d to testify it was hoped that before the day was over
mhti
o

N .
LR "L information would be available. Mr. Ransom also said that,
it

Wag s
S his expectation that the bill would not be reported out
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by th
e
Senate committee, if it were found that it was the intention
the .
Committee 4o have a full hearing, the Board proposed to notify

T¥one s
. Who had indicated a desire to testify in opposition to the

He went on to say that it now appeared that Congress would not
he:T;:ntll Christmas so that there was time for a hearing before
" i ttee if that should be its decision, and that the length and

s *Ness of the hearing might depend on the willingness of bank
esﬁ“ﬁtlves and others to come to Washington at this time. Mr.

re
bhay Peated the comment made at earlier meetings with the Council
in

t o
2 he opinion of the Board the Brown-Maybank bill was in no

enSe
s

¥ °lution of the problem and would weaken the position of the

erq), ;S

theyp
Te
for‘e the blll h b
“mt should be opposed as completely as possible, and

System at a time when it should be strengthened, that

T e

b“& wld be necessary that the Board have the cooperation of the
Ers to

i Make it clear to the committee that much more was involved

the
11
ol L than the mere question of earnings of small banks. He re-

brlefLY the information in the Board's files as to the attitude
Qm:jtei: 88sociations and others in opposition to the bill and said
higy N s assumed that the position of the Federal Advisory Council,
Moy, 2 *1 opposition to the enactment of the bill, had not changed.
h& { P €eneral response on the part of the members of the Council,
snll Ppeared from individual remarks thet the members present were

bpo
S¢d to the passage of the bill.
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& . Spencer stated that another matter discussed by the Council
Q;'Um decline of the ratio of gold to member bank reserve balances
Federal Reserve notes in circulation, and he asked if the Board had
¥ Comnent, to make on that subject.

e Chairman Eccles stated that it was expected that legislation

e
&dees Tequested sometime after the first of the yeer to reduce the
a&ﬁnst :rve required to be maintained by the Federal Reserve Banks
S&hitha €POsits and Federal Reserve notes in circulation. He also

t the legislation had not been drawn but that there was unani-

Ty

8
Umt e part of the Board and the Federal Reserve Banks

the
only effective solution of the problem was legislation, and

thag,
the ,
ey Matter had been discussed with Under Secretary of the Treasury
0
the 88reed that steps should be taken shortly after the first of
¥

eap
%o get the necessary legislation.
U : .
oty Pon inquiry as to the amount of the contemplated reduction

8 remit
o Qireq reserve, Chairman Eccles stated that, with the use of
¥V golq
aing £
thy

being limited to international payments, a gold reserve
deposi
POsits and currency in circulation was largely academic, and
: Persong
to 1y he would like to see the requirement eliminated al-

the

rf

Ny OF the reason that its position had adverse effects on the
etf

g
LR i
Lhﬁt the law there was always the question whether, when the
Aty

or
GOVernment securities. He said that as long as the require-

Onsg 4
try S lmposed by the requirement were being approached, the Fed-

eser
Ve System would be able to continue to support the market
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ror G
0
Vernment, securities, and that if the limits were removed the
syste
0! .
S Policy would not be changed thereby, as the System would not

by gy .
X ¥ More Government securities than were necessary. He also said
hat, 4

Be @uthority to pledge Government securities as collateral for

Sdera)
il Reserve notes would expire on June 30 of next year, and that
t

AUthons
BOTity should be made permanent.

s Ur, Fleming, who had suggested that the Advisory Council con-
lder the matte

i r of the reserve ratio, stated that there did not appear
0 be

to me:ni Qestion but that legislation was required and that an effort
ti°n " e Problem in any other way would be more disturbing than ac-
" the form of Congressional legislation.

th e Spencer then referred to a third topic on the agenda for

® (g
ey : -
il Which suggested that the proposed amendment to section 13b

auth"l"izin )
g Federal Reserve Banks to guarantee loans should define the

to include a loan, discount, advance, or a participation

N > 8d the tern "guarantee" to include a commitment to make such
guara‘ntee‘

feren e, Wallace, who had raised the question, stated thet in con-
Ce

8 4
i g in Connection with V-loans the suggestion had been made that
0
qd :
g Be Well to have these definitions included in the amendment
that
the lawyers vere pretty well agreed on them.

L
gy, " Tesponse to a request for his comments, Mr. Vest stated
1t

W, 8
38 hig feeling that, while there might be some room for




L/,
m "

differe?nces of opinion, the amendment in its present form would mean
&: e with or without the definitions, that early drafts of the
(fnm“mi had conteined a provision that would authorize the Board of
;mrnors to define the terms used in the amendment, but that an ef-
Q;Iehad been mage to make the amendment as short and as simple as pos-
8¢ 1 it was felt that if these terms were defined it would be

Sssary 4 define additional terms as well.

; Yr, McKee suggested that the proposed definitions be left with
: %ard fop further study and this was agreed to by all of the mem—

the Council present.

In : . . . i
5 Connection with a discussion of the prospects regarding the
S8
ge

0
£ the amendment to section 13b, Chairman Eccles said that he

4 not,
t .
oy Dink that, anything more would be done on it at this session of
greSS

be

Tey
lntl‘odHCed 3
i > and that he doubted that that would be done particularly
i Viey

> that j¢ it were taken up at the next session it would have to

of
o the passage by the House on December 1 of the bill (S-200L)
Opri,

atine ol ]
Hema Ng additional funds for the Smaller War Plants Corporation.
de ¢
fagy e further statement that the amendment to section 13b had
eqd be
tHop °8Use of both the opposition of the American Bankers Associa- A
to

CQI'DO

hi .
8 amendment, and its failure to oppose the Smaller Var Plants

Pati
on b 3
N bill, and that so far as he was concerned he was not going

®q

0

My thin .

%Qﬁ. € further to bring about the passage of the amendment to
Onl

the . He also said that unless the bankers took steps to oppose

b
4 Which was now

before Congress to appropriate one billion




dﬂlars for the Smaller War Plants Corporation that bill might also
" Sacteq into law.
itsttufb. Fleming stated that, so far as the Council was concerned,
e .favored the amendment to section 13b, that the position of
8 €rican Bankers Association was expressed in a resolution adopted
no;z:BCin Opposition to guaranteed loans, that that position could
by - aged until the subsequent meeting of the Association, and
nvtPOS:thhe matter came up the opposition was so strong that it was
mkmmm le to change the position of the Association to favor the
Mt to section 13b.
Refer‘ence was made during the discussion to statements by

ers o
£ the House of Representatives when the Smaller War Plants

s ;
ey Wder discussion in the House last week, and some of these
S

Tent,
the S Were read by Mr. Clayton. Mr. Morrill said that copies of
HOu
Se .
0 hearlngs on the bill were being sent to the members of the

0N s
UnCll tod&y,

C
o hairman Eccles stated that, in view of the passage of the
ract
Settlement Act of 194) requiring the Director of Contract

%t
e
e
Sy, "t to confer with the Smeller War Plants Corporation and the
Ot .
Dy glven to the Smaller Var Plants Corporation in that Act to
¢

Se

hagdl Surplus properties for resale to small business concerns, it

gy

“mil St to ses how Congress could refuse to make additional funds
ab

le
mﬁm to the Corporation and that in the absence of further develop-
8

a p
Wther expansion in the activities of the Corporation and an
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S ]

€ng r
lon of its existence as a permanent organization could be ex-
Pecteq,
e, Spencer stated that the Council had discussed the ques—
: ™tted by the Board whether the short-term Government debt
thoy) 4
b
© refunded and if so on what basis, and felt that as long as

the
War .
drives ang the Government's need for additional funds continued

I
ot ey could b
L

e accomplished in the way of refunding securities in
Mger
<t .
REL Obllgations, particularly since the great majority of cor-

DOrat.

long

i te Other than insurance companies were interested only in short-
g

Sec el
ities and could not be expected to buy long-term bonds.
C .
th hairmen Eccles stated that the question was not directed to
]

ar s
. Period but rather to the period following the war when the need
&dditional ¢

fo

unds would be much smaller. He said that there ap-

0

the be @n erroneous impression as to the need of refunding the
rt"te

hﬁi T debt, and that in the circumstances the contrary course was
Cate

d.c

e " : .
ﬂbrt_ * Fleming suggested that corporations were interested in
t

e

ay T Securities with the idea that they could be disposed of
er
e v

g 4 Yar and the funds made available for reconversion purposes,

hat 4

e T would be undesirable to extend the maturity on these is—
R

or

mhhh the reason that it was probable that they would have to be
QSe

4 by the banks.

* McKee raised a question as to the desirability of increasing

SER
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(";‘ T‘;
£
Nt/
f\

L&)

18sues With three or four year maturities and reducing the number
in ssues in the very short field so as to provide greater flexibility

Shat 8rea of the market to meet any situation that might arise.
i Chairmap Eccles said that he would be opposed to increasing
OfQVDlume of the three or four year maturities at this time because
the lncreased interest cost, that in view of the present earning
\ltlon of the banks there was no reason why they should receive
Ww(iéf‘l~l/2 per cent on short-term paper, and that if any change
y de it should be to replace outstanding certificates with a

Pe
¥ cent, obligation.

P e, Mekee said that he did not disagree with Chairman Eccles'
slt 1o

n
but that he had in mind the possibility of some difficulty

Conng ;
% ¢tion With the sale by present holders of securities follow-
he Wiap W

0 hen it might be desirable to be in a position to issue
arge

&Mmount, of short-term Government obligations.

hq halrman Eccles questioned whether there would be a widespread
Midats
1

0 e : : 3 s 4
Yo N of Government securities by corporations in connection with
On

"Slon ang production for the postwar period, and stated that in
benjt;t the situation was so completely controlled that there would
teria) difficulty from that source.
., Wekefield said that it appeared to him that the question

Was
Ong
Vg, °f the welfare of the Government and what the banking system

S
*Wire after the war. He thought that the banks should hold
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V’ery l
ar
8¢ amounts of short-term issues both from the standpoint of

iquigs
Wdity of their position and the cost of servicing the public

debt
a
> %1 that, therefore, it would be entirely undesirable to take

€ Shopt.
by t~tern debt out of the picture now or at any time in the future
t th
at 3
1t should be increased for the reasons which he had stated.

® felg,

del that we should not be alarmed at the outstanding short-term

ebt,
ut

i shoulg accept it and cultivate it as the most desirable way
t

lnan('.ing the var.

A 3 ‘ ’
U this point Chairman Eccles read an excerpt from a memo-

,
um Wh‘
Wy 1ch he had sent to the Treasury in September of this year,

Gov,

» am
ONg other things, referred to the refunding of short-term

Smm ‘
i Obligations. The excerpt read as follows:
1 .
Whenevzradlti9nz_illy, it has been considered good policy
tery eg conditions permit to refund short-term into long-
ney t and to reserve short-term instruments for emer-
dist,s?' The main purpose of such a policy has been
of avirlbUte maturities and to avoid the possibility
time whng to meet large and unwieldly maturities at a
Droper'_ =0 conditions were unfavorable. This may be the
Drimt Policy to follow in refinancing private debt, since
for maekdebtors have no control over and no responsibility
Ment, dr et conditions. In the management of the Govern-
Can ai t, however, the monetary and fiscal authorities
g, angely control the terms and conditions of refinanc-
Policie they have responsibility for the adoption of
"Ts that will be in the general public interest.
Shopy_.0 follow the traditional policy of refunding the

ag post?m Government debt into long-term debt as rapidly

(luenCe:lble vould lead to a number of undesirable conse-

% the - particularly in view of the size and distribution
Present debt. Such a policy, by lengthening the




s 1

h
‘;vzgage maturity of the Government debt, would result
. Trlncreasgd interest cost and in less flexibility to
CreaSee§Sury in managing the debt. The consequent in-
TR in commerciel bank holdings of longer-term securi-
are alOuld further increase commercial bank earnings, which
ankinreaqy lerge. This would meke the Treasury and the
gTOundg system more vulnerable to political attack on the
5 puil?hat banks were making unreasonable profits from
Stanns ic debt. In addition, an increase in the out-

Ng amount of long-term securities is inherently not

in ¢
chanEe.b?St.public interest if interest rates subsequently
in €€ if interest rates rise the investor will be recelv-

OS:SS than the current rate of interest and will suffer
erest on any securities that he may sell, while if in-
] teresiates decline the Treasury will be paying more
the ayg than is necessary at the current rate. Since
cuPitierage maturity of bank holdings of Government se-
Valye o? would be lengthened, the depreciation of the
shoyy g _bank holdings would be larger if interest rates

e esizlse' Because of this, the Federzl Reserve might
if such ant to pursue a policy of credit restraint, even
®Conoms & course should appear to be desirable on general
e als

&%e
les
°n October 14, 1944, in which Mr. Morgenthau stated that he

oo
eferred to a speech delivered by Secretary lMorgenthau at Los

0 ne
o ®d for a wholesale postwar refunding of the public debt into
g‘te
rm -
Yo bonds since it would cost the taxpayer more in interest and

frwnt::izt Whatever risk was inherent in fluctuating interest rates
thms OVernment, which was able to bear it, to individuals, institu-

A Corporations. %
rrwna bchairman Eccles said that the point he wanted to make was that

of Sking standpoint it was highly desirable that the proportion

Qutgy,
a ()
o OIng Government debt in the form of bills and certificates

c .
Ontlnue, and that if there were some way by which bank holdings
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Goy
*fment securities could be confined to bills and certificates
hat,
%uld be a desirable thing to do, but that the banks already held

Ubsta ¢
- Ntial amounts of long-term bonds and there was a tendency to
8 'f.t
addits
dditionay amounts from short to long maturities.
Mr Viallace said he thought of short-term as anything within
One
Yeap,

o He dig not think it would be wise to refund these issues
01

on o : 4

e 8er-term securities as it would increcase the cost to the Gov-
ent, .

i ™d 1t vould be difficult to do it in any event as the public
8

Shopt,- 1
term minded and would continue to be. He referred to the

fact
tha
5 t the short-term debt in England constituted 1/2 of the total
t
oMpared to 1/3 in this country.
Chad ppan
e Bairman Eccles referred to the strong demand for 2 per cent
S g

an
d Stateg that during the period since the Fifth War Loan Drive,
Dlte
of the increased reserve requirements of member banks, they

Cre
N ased theip holdings of 2 per cent bonds on balence and had sold
T

Ximg

tely three billion dollars of bills and certificates.
. Berry suggested that there was a fundamental difference
U approach and the approach in England where the rate paid

W88 based on a return that would meet the overhead requirements

{u‘banks

an In this country, he said, we have set up & program that

tn SeCuritjes to meet the overhead requirements of large banks
o

of .
e the sma1y banks, which situation could be corrected by in-
Sip

t
he Supply of maturities in the three-year area that would
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eawﬁlable to the banks.
Chairman Eccles stated that it appeared that both the large
b;;the Small banks were taken care of now in that, while the larger
S hag larger earnings than the smaller ones, generally speaking
banlcs had adequate earnings.
qms&ier' Berry thought that that was because of their having pur-
thatcouzng%erm securities, and Chairman Eccles' response was that
a&)the d not be prevented. He added that, if two or three years
g Present situation could have been foreseen, it would have been
© Prohibit the banks from taking any securities with maturities

Ngep
t -
han Were necessary to yield a return of 1-1/4 or 1-1/2 per

Ceng, ,
Uz, Wakefield said that in the group of banks with which he
in
- SCted only five had excess profits, that these banks had ex-
leh

Ce
the da Very large increase in deposits, and that the policy of
na
€ement, with respect to them was to have them hold only short-

rﬂt Writies in order to meet possible deposit losses. He also
thay
8 &fter the present war loan drive there would be a much

erd
*mand for the 2 per cent bonds.

My
b * Spencer commented that there was no point in investing in
Sp

Q en
3 t bonds if & substantial portion of the return would be taken

i Profit taxes.

SER
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Mr. McKee suggested that, while it was desirable not to in-
;ﬁase the interest cost to the Government, the failure to meet the
g for intermediate issues of securities forced the banks to in-
Ve
* in Longer maturities which pushed these issues to a premium. He
:°p°inted out that the amount of bonds held in the System open mar-
Sccount, Was not sufficient to supply any substential market demand

On
bay,
Sice and that if the pressure on these issues continued they

Ught 4
Vance to g point where the interest rate structure would be

"engeq,

Chairman Eccles expressed the opinion that the present rate on

g TV billg was too low in relation to the 7/8 per cent rate on cer-
leat
€s

Uop
p()rl 1SSue

> Which caused the certificates to sell at a premium immediately
énd the rate on the longer-term securities to be pulled dovm.

S&l
%l thls could be corrected only by issuing additional long-term

eaty,
NS which would increase the cost to the Government.

Referring particularly to the question of bank earnings, Chair-

eahun iy Stated that he felt that banks should use their increased
p%_aig to increase bank employees' salaries as soon as possible, to
“rger rate on savings deposits, and to reduce service charges.
In o fur

Der e

en
s * bonds might be aggravated by the thought on the part of
C)

ther discussion it was suggested that the demand for

(s
that these issues might not continue to be eligible for bank

mmﬂmSe

SER
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Rz 25~

Mr. Vakefield felt that the Government security holdings of

Anks v, . . y
Would increase, that, therefore, deposits would continue to in-

Creas
® and that if that were true interest rates could not be expected

to ¢
in . :
Crease. e thought that these deposits might be highly volatile
d ¢
her_efore could not be invested in long-term securities, and that

thi
S w .
oulq intensify the demand for short-term securities.

: e, Berry thought that the pressure on the 2 per cent bonds
“Uld

i ® reduced if there were en increase in the supply of maturities
t
o three year area.

. Chairman Eecles stated that it appeared that approximately 50

Ou: fent of War and other Government costs this year would be financed

cento faxes and that it might be found desirable to issue a 3/J per
certificate, to extend the maturity of the 2 per cent bonds to

b
t

g d to issue 10-year maturities at a 1-1/2 per cent

s why
o hich Would be more nearly in line with the present short-term
e'

N In Connection with the question asked by the Board whether

gep
% Portion of bank earnings should be retained for additions to
D

ital

tog, ®d surplus, Mr. Spencer stated that it was the feeling of the
ol

- that tne capital structure of the banking system vas not ade-
e

Boa n Telation to what it used to be, and he inquired whether the
tq

a ‘ :

4 any views on that point.

Chairman Eecles stated that he disagreed completely with the

SER
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ifltlon of the Comptroller of the Currency and the Federal Deposit
Surance Corporation on the adequacy of bank capital. He felt that
:zozzer to arrive at a ratio that would have any meaning there should
tracteq from a bank's deposits its cash and Government securities,
o T without, risk, and that the remaining deposits should be com-
Pmiwlth the total capital funds of the bank after subiracting there-

furniture and fixtures, and other real estate. On

t
t by
3 S8} shs said, the ratio for all banks in this country is about
Pep
4 ent, which is higher than at any previous time. At the same
e the b

ei nks have reduced or eliminated questionable assets and
* sk assets are superior in quality to those previously held.
hls sltuatlon he did not think that any case could be made for con-
mﬁng bank €arnings for the purpose of increasing capital accounts

I\
ati
s o0 to total deposits unless our faith in Government securi-

§ Wy
s
to be questioned.

be e, Spencer commented that Chairmen Eccles' statement might

te
deng Preted ag a suggestion that the banks should pay higher divi-
3,

4 b7 4.4
"hich he responded that he thought they should.

Uy

Mgty oo McKee said that in the future the banks with the largest

binks 1

ep
meef © ot in the hands of the supervisors but of their depositors".
or.

W
ould attract the greatest volume of deposits and that the

Whyy ® he fey, that if a bank could set up a statement to show

A kit s L )
Pltal was in relation to its risk assets it would be able
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v 17

Q &tt
T8t a considerable amount of corporate deposits and would avoid
th

8

unneCesSary movement of funds to New York, Chicago, and other large
center
S He felt that it was necessary that the banks educate their

°'S as to the capital funds that were available to protect de-
pOsits
ad that this could be done if the banks would set up a condi-

iOn st,

3 “%ement which would show the bank's liquidity in much the same
% ag

b the Position of a customer was shown when he borrowed from a
! S

hile he agreed with Chairman Eccles' statement with respect to

Cans
Pltay ratios, p . . .
> he felt that it would be desirable in the future for

th

e Federal Depo
I‘isk
%o

sit Insurance Corporation assessment to be based on

a‘sS
®ts rather than total deposits, with an allowance deduction
T .
capltal funds

. The concluding statement of the discussion was made by Chair-
Eccles

bagy,

» Who saig that no matter how the situation with respect to

€a
Tings was viewed it was fraught with a great deal of difficulty

hat,
ey the banks were largely out of the banking business in the real
8¢ a
0 ere agents of the Government in selling securities and per—

§o
Teh ther Government functions. He did not see how there could be
of

a )
1 increase in borrowing from banks in the future but on the

‘che
*h
an :
bﬁm A there might well be some reduction. He felt that since the
S hag
2 o & franchise from the Government to create money in the form
Ecks

w“lq the banking system was vulnerable to the trend throughout the

Socialize the banking system.

SER
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Mr, Traphagen asked if it would be possible to have a copy of
a.Zjammandum which Chairman Eccles said he had sent to the Treasury
fom vhiech he had read an excerpt. Chairman Eccles responded that
at:;imorandum covered a number of other matters which he would not be
erty to make available but that he had covered all of the comments

€ m
SMorandum with respect to refunding the Government debt.

Thereupon the meeting adjourned.

Secretary.

._‘-—-——\\

WALILLL L )

Chairman.

SER






