
A meeting of the Board of Governors of the Federal Reserve

aYstem was held in Washington on Friday, May 18, 1945, at 10:30 a.m.

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

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Hammond, Assistant Secretary
Mr. Thurston, Assistant to the Chairman
Mr. Thomas, Director of the Division

of Research and Statistics
Mr. Vest, General Attorney
Mr. Wyatt, General Counsel

There were presented telegrams to Messrs. Treiber, McCreedy,
d.
Cl°usel Secretaries of the Federal Reserve Banks of New York,

Clent

0 
f 41,
- uLke Federal Reserve Bank of Chicago, Mr. Stewart, Secretary

th
e 
p
- eLkeral Reserve Bank of St. Louis, and Mr. Earhart, Vice Pres—

&derlt Of the Federal Reserve Bank of San Francisco, stating that the

delphia,
and Cleveland, respectively, Mr. Dillard, Vice Presi—

toara
aPproved the establishment without change by the Federal Reserve

tarks
°f St. Louis and San Francisco on May 15 and by the Federal Re —

%Ire t

allks of New York, Philadelphia, Cleveland, Chicago, and San

their

e* ting schedules.

May 17, 1945, of the rates of discount and purchase in

Approved unanimously.

/41'. Szymczak stated that, when Messrs. Sproul and Knoke were

l'eeentlY in connection with the discussion of the policy to be
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followed with respect to matters in the foreign field of interest to

the 8Ystem, Mr. Knoke made a very strong case in support of the sug-

gestion that he and Mr. Rozell of the New York Bank make a trip to

Europe at this time for the purpose of calling on central banks to

disellss operating problems incident to the resumption of central bank

l'elationships, changes in management, interruptions of normal communi-

cati°n8, restrictions on international transactions, and other condi-

ti°48 for which the war had been responsible, and that following the

111".11Z with Messrs. Sproul and Knoke a draft of letter had been pre-

to mr. u.
. Sproul stating that the Board

tY 
Messrs. Knoke and Rozell to the

and Belgtmn, and if necessary of

1)zderstood that the trip would

e°7er a period of about six or
1448 being 

circulated among the

N41, Ur. Thurston
be the first 

since

representative make the

central

approved the proposed visit

banks

other adjacent

of England, France,

countries, it being

be made in the near future and would

eight weeks. While the draft of letter

members of the Board, Mr. Szymctak

suggested that, inasmuch as the proposed trip would

the war, the Board might wish to consider having

trip
that the 

matter was on the dockettion.

"4 the

with Messrs. Knoke and Rozell, and

for consideration of that sugges-

bluring the discussion which ensued inquiry was made as to who

t.1113 ''tâti% of the Board of Governors would be available to make the

' Mr. Stymczak stated that he had thought of Mr. Goldenweiser,
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c°/10mic Adviser in the Division of Research and Statistics, and that

Ur. Triffin, economist in that Division, also had been suggested.

Mr. McKee stated that he would be in favor of the Board, at

sce appropriate time, sending Mr. Wilkes, a Federal Reserve Exam-

iner in the Division of Examinations, abroad to visit the foreign

bl'allches of American banks for the purpose of developing firsthand

int°1'mation as to what the branches were doing, what their future

Pric'elpects were, and what liabilities the branches were incurring or

rnight

1.1r.
c"ee felt that such a trip would be desirable because of the like-

1ihoo,
u that banks mould be urged to increase their foreign branches

8-nd 
lindertake new activities, and it wonld be helpful to the Board to

have i
irsthan d information of developments in this connection. Some

members of the Board indicated agreement with Mr. McKee's sug-
eetiori.

incur which would affect the position of the parent institutions.

°tb the

Xnoke _
and Rozell probably would be a strenuous one, and there was some

glle8tion
whether Mr. Goldenweiser should be asked to make the trip at

thi
8 tiae.

The thought was expressed that the proposed trip with Messrs.

At the conclusion of the discussion,
Mr. Szymczak moved that Mr. Morrill be re-
quested to contact Mr. Goldenweiser, who
W.5 in Cape Cod, Massachusetts, on a short
vacation, and ask him if the condition of
his health was such that he would be will-
ing to go as a representative of the Board,
and that, if he were willing to go, the
draft of letter to Mr. Sproul be revised
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to say that the Board approved the proposed
trip of Messrs. Knoke and Rozell and that
Mr. Goldenweiser would also go, as a repre-
sentative of the Board.

Mr. Szymczak's motion was put by the
chair and carried unanimously.

On March 3, 1945, the Board received a letter from Senator

Wagner of the Senate Banking and Currency Committee requesting the

8clara's preliminary views on the so-called Murray Bill (S. 380), the

P1111 Employment Act of 1945. A draft of reply was prepared in the

4-(3n of Research and Statistics, and copies thereof were sent to

the Illeithers of the Board with Mr. Thomas' memorandum of May 9 as a

1548is for discussion. At Mr. Ransom's request the draft was placed

°A the 
docket for consideration at this meeting of the Board.

In this connection, Chairman Eccles stated that he had received

lett er dated May 14, 1945, from Senator Wagner stating that the Senate
tiazik
'IT and Currency Committee proposed to hold comprehensive hearings
°A the bill,

and that he would like to have the Chairman testify with

l'"13ect to certain aspects of the bill outlined in the letter. Chair-Itan Ece, es
4- also said that he replied to the letter stating that he would

be glad to testify and that the Board and its staff were working on a

to the Senator's letter of March 3, 1945.

tlleana Messrs. Thurston and Thomas stated that the staff of the Bank-

he toa
I'd's reply would be sent.

At this point Mr. Williams, an economist in the Division of

Currency Committee had called several times to inquire when
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Research and Statistics, joined the meeting.

After a preliminary discussion of the draft of letter to Senator

W4grier as prepared by the Division of Research and Statistics, it was

agreed that the matter should be given further study by the individual

Members

Meeting

of the Board and placed on the docket for consideration at the

on Tuesday, May 22, 1945.

Mr. Ransom stated that he expected to have ready for considera-
tion

by the Board early next week amendment No. 16 to Regulation W, a

daft °f which he had previously circulated to the other members of the
Board
' and that, if agreeable to them, he would like to have that mat-

ter
'401e the first item of business at the meeting on May 22.

In

the 
attorneys

theY might be
4zerxcled

kernbers

141.1..t. of 
certiorari,

that the motion filed

It was unanimously agreed that the pro-
posed amendment would be the first item on
the agenda for the May 22 meeting, that after
that had been disposed of the draft of let-
ter to Senator Wagner with respect to the
Full Employment Act of 1945 would be taken
U, and that if it were necessary to hold a
meeting in the afternoon of that day to com-
plete consideration of both of these items
that would be done.

response to an

for Messrs.

able to

inquiry from Mr. McKee,

Agnew and Fayerweathoc,

Mr. Ve3t stated that

with the hope that

avoid certain procedural questions, had filed an

complaint which

of the Board as

named the Board of Governors and the individual

defendants and, in addition to the request for

asked for relief by way of injunction. He also

on behalf of the Board to dismiss the suit
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°4 jurisdictional grounds would probably be argued during the latter
Part °f June.

Mr. McKee referred to the letter sent by the Board under date

Of March 21, 1945, to the Chairman of the Judiciary Committee of the

44se of Representatives with respect to the bill introduced by Con —

glr'esean Kefauver, H.R. 2357, in which it was suggested that the bill
be

wAzended to cover all classes of acquisitions which are now encom—

Passed within the jurisdictional provisions of Section 11 of the Clayton

Aet. He said that it mas his understanding that hearings would be held

011. the b411
Shortly and that the Board should decide who would be asked

to re 
 it at the hearings.

Chairman Eccles stated that he had told Senator 01Mahoney that
he

-'44c1 testify on the bill if necessary but that, inasmuch as Mr.
TO send wtise 

Assistant General Attorney, had had several conferences re—gaNat
g it with Representative Kefauver and Mr. Kelley, Chief Counsel

velo
Palents in connection with the amendment proposed by the Board, he

Eccles) thought that Mr. Townsend should testify on behalf

°t the 13°ard at the hearings. There was no disagreement with this
ellegeation.

tot. the 
Federal Trade Commission, and was familiar with ail of the de—

McKee then referred to the letters sent by the Board to the

:"Ictents of the Federal Reserve Banks on April 24, 1945, in which it

-atated that the Board was considering an amendment to Regulation D

111141' which a member bank whose head office or any branch was located in
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central reserve city would be considered to be in a central reserve

citY for reserve purposes, and similarly a member bank with any office

in a reserve city but no office in a central reserve city would be con-

sidered to be in a reserve city, with the exception, however, that a

nlerilber bank which would be considered to be in a central reserve or a

res.rye —
city solely by reason of the location of an office in the out-

INYing 
distriet of such city could obtain permission, by the affirmative

te of five members of the Board of Governors, to carry lower reserve

requirements.

Mr. McKee said that most, if not all, of the replies to the
kard1

8 letter had been received from the Federal Reserve Banks, that
the lfli Objection to the proposed amendment was from two or three
keMber.I.

'a:aka that would be affected by it, and that he was ready to

rec°r4rtlend to the Board that the staff be requested to prepare and sub -
44 th- amendment for adoption as soon as convenient.

The effect of the proposed amendment
vas discussed, and it was agreed upon unan-
imously with the understanding that the text
of the amendment should be prepared by the
staff and circulated among the members of
the Board for their approval.

Mr. McKee then made the further comment that, because of the

een received;:::: 
IlecIllests that had beed iv from member banks that the Board in-crease

r°4 $25,000 to $50,000 the limitation contained in Regulation F,

kly be

Invested in a participation in a common trust fund, he had asked

°were or National Banks, on the amount of funds of any trust that
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Mr. Chamberlin, an Examiner in the Division of Examinations, to go to

Philadelphia to investigate the manner in which common trust funds

operated 
by member banks in that city were being administered, and

that he (Mr. McKee) had come to the conclusion that there was consid-

erable 
merit in the suggestion that the limitation be raised. However,

he said, his attention had been called to

/748 ad
vertising the availability of a

" to indicate that it was being used

4h1 that before he recommended to the

tairled in the regulation be increased
ges t to the Board such action

amendment to Regulation
the o

peration of common

Pr

to 
consider favorabl,y a recommendation from Mr. McKee to raise the

esellt limitation contained in the regulation from $25,000 to $50,000.

In this connection, Mr. Draper stated that he would vote with

s°11Ie l'eluctance for the increase in common trust fund limits from

k53°1°11° to $50,000. He saw no great objection to the increase to

450,°°° in itself but he did feel that there was a real danger in
taking 

the 
Permissible limit higher in the future. He based this

1:11:1111t Of view on the experience of the banks with trust funds back
the 

1920te, The record will show, he stated, that in many cases

as

one case where a member bank

common trust fund in such a way

in effect as an investment trust

Board that the limitation now con-

to 50,000 he would want to sug-

might be necessary, either by way of

F or otherwise, as would prevent advertising

trust funds as if they were investment funds.

The ensuing discussion indicated that the Board would be will-
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banks did not treat seriously the obligation imposed upon them for

careful and prudent investment of these funds. In fact, certain banks

in the general region mentioned in the present situation were among the

tric)st notorious in their reckless handling of funds entrusted to them
by in 

nocent clients. Therefore, Mr. Draper felt that any encouragement,

although indirect, toward results approaching in even a minor degree

the 
disastrous experience of the 1920's would be something to avoid at

anY cost. He concluded by stating that while he was reluctantly will-

to vote for the increase in the amount of common trust funds from

Onn
' 60 $50,000, he would not like this action on his part as a

laeillber of the Board to be taken as an implied approval at any future
tinie

(3' a further increase beyond $50,000.

Chairman Eccles then made substantially the following state-

At my request, Mr. Vest prepared a draft of executiveorde
r which would give the Board power to regulate real

4 te mortgage credit of every kind, subject to the gen-
izn4Policy directives of the Director of Economic Stabil-

The draft was sent to Mr. Emerson of the legal
of the Office of Economic Stabilization, who made

wer, suggestions with respect to it, and on Tuesday or
ali"esdaY of this week copies of the draft were sent to

of the members of the Economic Stabilization Board.

ye I attended the meeting of the Stabilization Board
a nerdaY morninp and there was unanimous acceptance of
eo41.ggram which contemplated (1) the issuance of the ex-
th ;-ve order which, in addition to placing authority 1.n0e Board to regulate real estate mortgage credit, subject
ww;sfectives of the Director of Economic Stabilization,

authorize the Director to direct other agencies to
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assist the the Board in the administration of the order, (2)
Increasing margin requirements prescribed in the Board's
Regulations T and U ultimately to 100 per cent if that
appeared to the Director of Economic Stabilization to be
desirable, and (3) a request to Congress to increase the
capital gains tax and extend to three years the holding
period on which the tax is computed.

It is contemplated that the whole program would be

War 
up with the President by Mr. Vinson, Director of

'kr Mobilization and Reconversion, and Yr. Davis, Director
Of Economic Stabilization, and if the President concurred
he would call in the leaders of Congress for a discussion
of the matter. I told Mr. Davis that I would like to be
Present when that was done and would like the Congressional
leaders to know definitely that the program would be inef—
fective without the enactment of the suggested legislation
with respect to the capital gains tax. The capital gains
6aX would reduce the speculative activity and make the
Part of the program relating to regulation of credit more
effective, as the amount of credit involved would therebybe greatly reduced and without the tax it would be impos—
'11?1e to curb speculation conducted on a cash basis. I
8ald that it should be understood that this is a three—
Pronged 

program, that the capital gains tax was the most
ffwfoortant of the three, and that if the line were to be
rld it would be necessary to close the loophole existing

the present law with respect to the taxation of capital
1n8. The President would put the program up to the

leaders of Congress and if they were not in favor of then
;1„°gram the question that they would then face would be

at alternative action should be taken. If they werein agreement with the program it would be put into effect.

bil. Everyone present at the meeting of the Economic Sta—
pr lzation Board yesterday morning was in favor of the
do":a111 because thay ail felt that something had to be
po''' and that this program Was the best that had been pro—

During the discussion I pointed out that under
deb-,Present program of Government expenditures the national
or 'would be increased in one year in an amount as 

greatth greater than the total existing debt of individuals in
coyaited States and that the most effective action that
suns:1,be taken to combat inflation in the field of con-

-r s goods would be to cutback drastically the volume

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Herrmann,

5/18/45 —11 —

of expenditures for military purposes. At that point
made substantially the same statement with respect to

?utbacks of military expenditures as I made at the meet—
ing with the Federal Advisory Council on May 14.

That is where the matter stands and there is noth—
ing more for the Board to do in connection with it at
the moment.

At this point Messrs. Thomas, Vest, Wyatt, and Williams with—

drew from the meeting.

The action stated with respect to each of the matters herein—

referred to was taken by the Board:

The minutes of the meeting of the Board of Governors of the
Pede—,

Reserve System held on May 17, 1945, were approved unanimously.

Memorandum dated May 18, 1945, from Mr. Bethea, Director of
the .

on of Administrative Services, recommending that Mrs. Violet

a cafeteria helper in that Division, be granted leave without
Pa Y for _11

d additional period of approximately one month beginning May

16' 1945, and that the Board authorize continuation of her death bene—
fits 

under the retirement system for the period of her leave without

IDIYI3r°Itided she makes appropriate contributions therefor.

Approved unanimously.

Letter
to the "State Trust and Savings Bank", West Chicago,Illinois,

reading as follows:

all "The Board is glad to learn that you have completed
shinarjangements for the admission of your bank to member—

Federal Reserve System and takes pleasure inshius'rutting herewith a formal certificate of your member—P.
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'It will be appreciated if you will acknowledge re-
ceipt of this certificate."

PPrQlre

Approved unanimously.

Thereupon the meeting adjourned.

Chairman.

814
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