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A meeting of the Board of Governors of the Federal Reserve
Syste s
@ with the Federal Advisory Council was held in the offices of

the B
°erd of Governors in Washington on Monday, November 19, 1945,
at 10:30 4 .

PRESENT: Mr. Eccles, Chairman
Mr. McKee
Mr. Draper
Mr. Evans

Mr. Carpenter, Secretary

Mr. Hammond, Assistant Secretary

Mr. Connell, General Assistant,
Office of the Secretary

Mr. Thurston, Assistant to the Chairman

Mr. Morrill, Special Adviser

Mr. Goldenweiser, Economic Adviser,
Division of Research and Statistics

¥r. Smead, Director of the Division
of Bank Operations

Mr. Paulger, Director of the Division
of Examinations

Mr. Parry, Director of the Division of
Security Loans

Mr. Leonard, Director of the Division
of Personnel Administration

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

Mr. Vest, General Attorney

Mr. Bethea, Director of the Division
of Administrative Services

Mr. Brown, Assistant Director of the
Division of Security Loans

Messrs. Spencer, Kurtz, McCoy, Fleming,
Berry, Brown, Gifford, Baird, Bradshaw,
Winton, and Wallace, Members of the Fed-
eral Advisory Council from the First,
Third, Fourth, Fifth, Sixth, Seventh,
Eighth, Ninth, Tenth, Fleventh, and
Twelfth Federal Reserve Districts, respec-
tively

Mr. S. Sloan Colt, alternste for Mr. John C.
Traphagen representing the Second Federal
Reserve District

Mr. Prochnow, Acting Secretary of the Federa
Advisory Council
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Ur. Brown expressed appreciation of the assistance given
bythe Board ang its staff in presenting to the Treasury the recom-
"1dation adopted by the Federal Advisory Council that the present
pnmedure for the licensing of national banks and State member banks
mu%uant to Presidential Proclamations of March 6 and March 9, 1933,
\ ;z?::ecftive Order of March 10, 1933, be terminated. He said that
that, MNg, who hzd handled the matter for the Council, had reported
Secretary of the Treasury Vinson apparently was agreeable to

e
Pro
POsal and that it appeared that it would be approved.

In Tesponse to Mr. Brown's inquiry as to whether the Board
kflew of

Chy any developments in connection with the recommendation,

ir
- E

" i “ccles said that Comptroller of the Currency Delano had
Bbeq 4

% hat, Secretary Vinson had talked to him about the matter, that
ere

a
th PPeareq be no objection to the recommendation, and that he

oy §
it 14 Would be adopted.

Mr, :
g Fleming stated that he did not see how the Board could
B

end
th&t Orsed the recommendation in any stronger terms. He also said

1t 4 .
hay, YSHE ks understanding that the matter had been placed in the
ds op Messps

Delano and Under Secretary Bell to handle.
MI\ € BI‘ Q\j\m
the stat

W‘ olll

ty inquired whether the Board had any information as

US of the Reorganization Bill now before Congress which

d 5

W h s
i horize the President to reorganize certain of the executive
I'tments o

gencies of the Federal Government. Chairman Eccles
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s that the Board had no information beyond that available in the
Pre
%) that the bill had not yet passed the Senate, and that any action

taken s
0 in Connection with it would be for the Administration to deter-
Ming,

The Comment was made by Mr. Brown that the Council understood
that,
) the Banj Holding Company bill which had been submitted to Congress
Y the .

Board in March of this year had been withdrawn.

; Chairman Eccles replied that the bill had not been withdrawn by
heB
ard. He also said that Congressman Spence, Chairman of the House

in
€ and Currency Committee, had been urged by representatives of the

Condent banyeps group to hold hearings on the bill, that he had sug-

20 Chairman Spence that he defer hearings for the time being,

g 4.
that he (Chairman Eccles) would like t lertake th arati
Of CCleSs wou 1Ke O uncervaxKe e prepura ion
a draft

th of bill which would have some chance of approval. He added
i he Was

deg convinced personally that the present bill could not be
ended

L > that he had discussed the draft with representatives of the
EQSu

i ad was advised that the Treasury would oppose it, and that

a
on PParent that it had no possible chance of approval. He went
0 g
¥ that there had been some discussion of the matter with rep-
atives of
tepeste

be
TS
m s
th Bortly whether it would be possible to propose a bill which

PQSEnt
the Treasury, and the Attorney General who was in-

d .
M the monopoly aspects, that it was expected that it would

asy
TY and the Department of Justice would support, and that if

3 Secl‘etary V' » y 30 .
Inson, and Attorney General Clark, would join in
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gﬁming Administration support of the measure. It was Chairman Eccles'
OPinion that it was a waste of time to urge the passage of bank holding
COmpany legislation in any form which did not have such support and
}Etji Would be impossible to get that support for the present bill.
° saiq that he had submitted a draft of a substitute bill to the
D::d d at the same time had sent copies to the Treaéury and Justice
TTtments pop study while it was being considered by the Board and

that

it .
Ll being studied by members of the staff of the two depart-

Tent, 8

2 He diq not know what the outcome of the matter would be. He
de it

A Clear that the Board had taken no action on the revised bill,
o Such

t > But that it had approved the submission of the revision to
e T

ea
SUry and Justice Departments.
Mr,
Brown asked if it would be possible for the members of the

Coup s
© See a copy of the bill or whether the Board would be will-

o
S 0 .
bell the Council the Ty whi i
general theory on which the bill was based.

Chay
- irman Eccles responded that he thought it would be inadvis-
8t

rt
he Board to submit the draft to outside parties before it

MI‘. 3
h%ib McKee made the statement that the bill now before Congress
n
T
%ﬁst- Prepareq on the basis of the Board's experience under its

S Supervyj i ] i i i
notth- Sory authority over bank holding companies and he did
nk
SRl
t would pe difficult for the Board to testify on the bill

eca.uSe it had
ha

d experience with each of the conditions that would
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® Impogeq by the measure. He referred to the bank holding company
" Yhich hag been before Congress in recent years and the consider-
tlmlthﬂt had been given to them, pointing out that the Board had
Tavoreq 4 bill containing a "death sentence". He expressed the
Plniop that the application of a death sentence would have serious

result 1
: S 1n certain sections of the country. Following the introduc-

101‘1 Of .

the bi1y proposed by the Board, Mr. McKee added, the inde-
Penge

nt . .

bankers hag accepted the idea of freezing the existing
Vaty
i O and were prepared to support that position. He went on
28

&y ¢
3 Bat there had been considerable pressure for hearings on the
Oarq

e
e bL11, that such hearings had not been held, but that the bill

Not,
been Wwithdrawn by the Board and he had not changed his mind

% o
© th
€ approach that should be made to the problem of bank holding

Omp aIl
¥ 1
He ®gislation and felt that it would be well to have hearings.

lSo f
1t that if the present bill were withdrawn, "death sentence"

Ceis
ti
; M would result because the independent bankers would not be

wlllln

g€t
&&l © Support a pill along the lines being suggested by Chairman
es

hey
ey : s . : x
Was a brief discussion of the two points of view ex-

Pre £
Sseq by MeSSrs

+ Eccles and McKee.

&mrd * Bromn then referred to the question presented by the
a.st

0
Qg the best wa to meet the issues which might be raised in
m’lec y

lon
With the cost of the Government debt with particular
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Telerence £o tat, part of the debt held by banks, and stated that the
e Understood that Congressman Patman had a bill with respect to
mﬂtearnings ready for discussion as soon as the Victory Loan drive
" out op the way. He said that none of the members of the Council
?d Seen the bill or knew what it or other bills along the same lines
Téht PTopose and that, therefore, it was difficult to say what the
i“non °f the Council was as to the measures that should be taken
stnmet the issyes that might be raised. He added that Council would
h:bngly Urge that the Board of Governors make a study of bank earn-
g

s 3
in s
y Cludlng a forecast of what such earnings might be during the

g :
" five yoars ‘ ; ;
Co « In this connection, he said that the members of the

uncil
w ;
i °T€ unanimous in their feeling that salaries and other operat-
g Cost,
S
¢ °f banks were increasing at the present time and would con-

tnye to 4
Nerease for several years, that many of the Government securi-

tieq
Noy 3
ang N the banks! portfolios would be refunded at much lower rates,
th at
t
oy hey foresaw a steady decline in the rate of income from
e

nt 5
the Security holdings. He made the further comment that when

‘sSue
S whi o 2 ]
hich were not now eligible for bank investment become

elig
thay

the

y >

the ; Would not help the earning picture materially. Furthermore,
d Foh coulqd s
Eman

q £q

T 3

bagy °redit from privete sources which would raise the level of

earnings

ible
fie demand for such issues would result in such a low yield

ee little likelihood of any substantial increase in
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With respect to the study referred to by Mr. Brown, he said

that
the Council felt that if such a study were made by the American

Ban)
°TS Association it would not be accepted, that if it were made

by an :
rganization such as the Brookings Institution there would be
fce of its being accepted than if it were made by an agency

Such
8 the Boarq of Governors, and that inasmuch as the Board had
all of
the basic information it should underteke such a study.

: In Tesponse to Mr. Brown's inquiry, Mr. Thomas stated that

he p
oargt
*d's stafr was viorking on the problem.

There was discussion of the points that should be taken

Wto o .
Msideration in meking the forecast proposed by the Council

ang Mp
i * Broyp inquired whether the Board had received any indication
th

ef
O™ of the legislation that might be introduced by Congress-

ey p
at
Tan op others on this subject. Chairman Eccles replied in the

nEgat.
lve
i * 80d stated that instead of introducing legislation the
ngres
Sl >
£ 88 might ask for a resolution authorizing an investigation

Svelo
dobt P the facts with respect to the ownership of the public
> hoy
Che banks create funds with which to purchase Government
Titie
b&m S; and the effect of their Government security holdings on
*STings,

Secu

Cha'
bhe L 1rman Eccles then discussed the problems associated with
ar

% Governme
the 1 nt debt as he saw them and why the management of
2

I’ge
outstanding debt, rather than the demand for private credit,
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ould e the controlling element in the determination of interest
fates for many years to come. In this connection, he pointed out
thﬁ;the banks by purchasing long-term governments were forcing
o Tates dovn and that the level of yields on Government securities
ere affecting the yields on private issues as well. This grew out
0

" the fact, ne said, that the banks were buying governments which

i

5, Sligible for bank purchase away from insurance companies and

= inStitutional investors and these institutions were forced to

pul‘ch
as S s . 5
= n°n‘ellg1ble issues which, when they became eligible for

banje

bur
chase, would be in such demand that they also would be sold at

a
Dremi
¢ UM and at reduced yields. He thought that it was unfortunate

hat,
the
long terms were ever made eligible for bank purchase, that

fail
Ure
e o make thep ineligible would continue to force yields dowm,
that,
there Wwas nothing that could be done to stop that trend.
stated tha.t
defi

He
the reduction of taxes and the continuation of Treasury

Citg
"uld only tend to aggravete the problem.

In
of g Tesponse to inquiry by Mr. McKee, there was a discussion
What

¢
orDOra

the
lng,

Tight, happen to short-term Government securities now held by
t1 .
: °fS ang i, appeared to be the consensus of the members of
Ouney
L that the tendency would be for them to find their way
¥ e banks

With
astu further reference to the suggestion that the Board make
Y or
bank earnings, Mr. Brown said that a Congressional
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inVe i .
Stlgatlon of the whole situation, based on the true facts that
Such
% study would make available, might be a desirable thing.
Moo sliotos wnlld) that: St would, boke: time: to- makere complete

Sud
V and that, 44 might not be available by the time Congressional

hear s
s were held. Mr. Brown inquired how long the study would

take
and My, Thomas said that something could be ready by January
ut'tha .
1t might not be complete and comprehensive.
i
T+ Brown then stated that the members of the Council, with

€ eXe s
®ption, fe1t, that, in the face of the very acute housing
shortage

43 > 1t was absolutely necessary to keep rent controls in
fee

f i
o sometime to come but that they were opposed to the sug-

gestio
n
of the Office of Price Administration that ceiling prices be

Sstapy
abllshed on eithe .. .
: r existing or new construction. In response to
s .
Mouy
q Y whether the Board had thought of any program which would

fal, wi
ith +1.s

Nat this Very serious problem, Chairman Eccles said that the

BOQ\ been discussed at meetings of the Economic Stabilization
d, that s

trgy  in his opinion it had been a mistake to remove the con-
8

N byiyas
£ ulldlng materials and to discontinue the issuance of permits

Co s
nStTUCtlon, that there was nothing that could be done now,

4ty
at 3 .

M hig opinio
Suc h
merol . He felt that there was no purpose in trying to

n there would be an uncontrolled black market

e .
&tWh‘ Prices of materials if there were no control of the prices
1lch th
e

finisheq building could be sold.
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¥r. McKee asked if the members of the Council had any sug-

8esty .
ns as to & way by which permits for new construction could again

elbqnired but the members of the Council had no comment.

: Chairman Eccles said there was also the question whether re-

a:nﬁng Servicemen should incur mortgage debt on houses purchased

f S Present, high prices, that while the veteran orgenizations were

a:eSSing for action to meet the situation there did not appear to be
ZYthil'lg that could pe done, and that even if there were an executive

Ordey

0 5

b E leglslation requiring large down-payments, that would not help
0 S e 3

in

th Need of housing who do not have the down-payment. While he
Ought,

o the Problem might be helped by requiring an official appraisal
qd

& do
v "M-payment on the basis of that appraisal, such a requirement
]

Q
d be 3
Very difficult to administer.

Mr,
oy Bromn then asked if there were any way, through the use of
Meig)
You controls, by which the present rapid inflationary trend
“lting from g
dt
b hat, the members of the Council did not see that anything could

® dog
Sy that means,

emands for increased wages could be held in check, and

Chaj
do 1rman Eccles expressed the opinion that the opportunity to

lng 4
- € In that field was lost when the excess profits tax was
g eq

Saing "

I‘ep
ad the War Labor Board was discontinued and that the capital

A% wis
the Which he had proposed would have been effective in reducing
Spe

Ul
tive pressure on prices. He pointed out that conditions
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WGre
Aot any different from t he standpoint of inflationary pressures
ey
the war than before its termination, and that controls were

diScO .
"inved at 5 time when they were more necessary than ever before,
with th
© result that after effectively controlling prices during the

Wa,r
Serj s A . ’ : ’
1ous inflationary situation was being allowed to develop in

th

€ re
conversion period.

In the discussion of this matter there was agreement that the

Sltuats
1, o1
0 called for action by Congress and that the question whether

egiSla-t 3
o0 would be passed would depend on whether public sentiment

Wo
d
demand Such action.

)]
e, Berry expressed the view that the Government attitude on

W,
Ageg and the r

¢ iscal policy of the Treasury was providing impetus to

he 4
lnflationa

¢ ry trend, that the problem should not be approached

I‘om
he ¢ .
tandPOIHt of interest cost alone as there were other ele-

Tent, ,
N of cost, and . . N
ef&)t > and that it seemed to him that there should be some
n
o

hang Place 5 larger portion of the Government debt in private
S ¢
Ven
a . .
Y 2 higher interest rate.
Foll .
o‘/vlng

Bryg,
ductive Bt . .
ot PaClity of the United States went into operation he would
e

a comment by Mr. Colt that when the present large

mye
H'w h Concerned about inflation, Chairmen Tccles commented that
as
g v
00 Westion of timing, and that if the line had been held until

€Tsion .
g °N had been accomplished controls could have been released

sy -
PPly of goods would have taken care of the situation. He
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alse Said that hoy long it would take for the supply of goods to
Zatch P with the demand was an important question, that there would
% Sh°rtages of certain things such as housing, and that the time it
:mud'take to meet the backlog of demand would depend on a solution
* the labor problem and what the policy was to be with respect to
exports.

' U, Berry said that on the assumption that prices would be
p;“mained and production increased to meet the demand, the increased
m;;:c:ion Would provide additional purchasing power and, therefore,

ot reduce inflationary pressures.
e pre::airman Eccles responded that adequate production would take
the epre:r? off prices and that past experience, particularly during
i s %lon, had demonstrated that purchasing power created by

. Wwould not, result in pressure for higher prices.
Dort]:Mr. Brown asked how strict the existing controls were on ex-

Cen .
ong S¢S and Chairman Eccles replied that the policy was a strict
With

1 .
leenses being granted only when the exporter could show (1)
h

bn
14 P "

that He

ad

the goods and would not have to go into the market and
he
™ (2) that the goods could be spared, and (3) that they

e
needed abroag

ro
th fekee stateq that Mr. Kurtz had raised the question as to

e
application .
thevi of the limitation established by the Treasury during
et

ory
Loan drive on war loan deposit accounts under which such
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aceq

WS could not exceed 30 percent of the total deposits of the
ank .

€xclusive of war loan deposits and whether the limitation would

Pesyult ¢ .
b in any change in the basis upon which war loan deposits would
b

-

e Wit
. hdrayy by the Treasury. With respect to the latter point,
T Me ;

Kee saig he had discussed the matter with Mr. Bell, who said

thay ..
W1
t thdrawals would continue to be made on the same basis as in
he
Pas

t. He also said that there was a question whether the pay-
Ment g

i rar

OF securities made by the banks when their war loan accounts

ey
Ched the limit would create a money market situation which

ght
Cause difficulty.

M .
“ T+ Brown thought that there was no possibility of a situation
th nd arising and that the limitation was a good way to prevent
e abu
8
& ®S that haq occurred in the past. Other members of the Council

ncurr
ed 3
bhe M Mr. Brown's opinion end Chairman Eccles suggested that

- &dopt a resolution to that effect and stated that, if the
b4

enh
°TS of the Board agreed, he would be willing to transmit

Such 5

e s
Solution to the Treasury.

n .
Rese connection wit h a reference to the authority of the Federzl

an! . .
veg S to purchase Government securitics directly from the
Sury

Aoy
a3
amended bw T‘ .
E(:(:]_e v Iitle IV of the Second War Powers Act, Chairman

url-
ST the provisions of Section 14(b) of the Federzl Reserve

Said
for that the Board had not undertaken to get a separate bill
SHEWal
of the authority as it was felt that there was a grester
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llkellhood of a renewal as a part of the bill extending certain of
the Provisions of the Second War Powers Act which was being handled
¥ the Office of War Mobilizetion and Reconversion. He also said that
e Boarg 8nd the Treasury felt, for reasons which he outlined, that
he]aW Should be amended to restore the authority of the Federal
:Serv@ Banks to purchase securities directly from the Treasury in

® forn yp Which it existed prior to 1935. He pointed out that the
Wmlnuatlon of the authority would not affect the amount of securities

*U by te
Federal Reserve Banks and that the only question involved

38 whe
: ther the securities could be purchased direct or whether they
s}

i have to be
R

s acquired in the market, in which event the Federal
STve Ban:ts would have to pay the usual commissions.
i Flemlng inquired whether there was any thought of abandon-
g the 3/8 Percent option rate on Treasury bills, to which the Chair-
: "*Spondeq that as soon as the Victory Loan drive was over the

Ques
tion of open market policy would have to be reviewed.

Thereupon the meeting adjou'rned.—v

Secf—etary.

Chairman.






