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A meeting of the Board of Governors of the Federal Reserve

System was held in Washington on Friday, July 19, 1946, at 10:40 a. m.

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. Evans
Mr. Vardaman

Mr. Carpenter, Secretary
Mr. Hammond, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Chairman
Mr. Smead, Director of the Division of

Bank Operations
Mr. Thomas, Director of the Division

of Research and Statistics
Mr. Vest, General Counsel
Mr. Bethea, Director of the Division

of Administrative Services

There were presented telegrams to Mr. Treiber, Secretary of the

Federal Reserve Bank of New York, Mr. McLarin, President of the Feder-

al Reserve Bank of Atlanta, and Mr. Mangels, Vice President of the Fed-

eral Reserve Bank of San Francisco, stating that the Board approves

the establishment without change by the Federal Reserve Banks of Atlanta

and San Francisco on July 16, and by the Federal Reserve Bank of New

York on July 18, 1946, of the rates of discount and purchase in their

existing schedules.

Approved unanimously.

There were also presented telegrams to Messrs. McCreedy and Dillard,

Vice Presidents of the Federal Reserve Banks of Philadelphia and Chicago,

respectively, and Mr. Gilbert, President of the Federal Reserve Bank of

allas, reading as follows:

"Reurtel July 18. Effective July 19, 1946, Board ap-
proves establishment of following effective minimum buying rates
on bankers' acceptances: 3/4 per cent for maturities up to 90
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"days, 7/8 per cent up to 120 days, and one per cent up to 180
days. Reestablishment of all other rates now in effect at your
Bank also approved by Board."

Approved unanimously, together
with a telegram to Mr. Mangels, Vice
President of the Federal Reserve Bank

of San Francisco, as follows:

"Reurtel July 18. Effective July 19, 1946, Board ap-
proves increase in minimum buying rate on bankers' acceptances
from 1/2 to 3/4 per cent per annum. Board also notes with ap-
proval establishment of the following schedule of effective
buying rates on bankers' acceptances:

"3/4 per cent for maturities up to 90 days,

7/8 per cent up to 120 days, and
one per cent up to 180 days.

"Reestablishment of all other rates now in effect at
Your Bank also approved."

Mr. Evans stated that a few days ago he had a visit from Mr. Clark,

Director of the United States Savings Bond Division of the Treasury, and

two of his assistants,who called to express appreciation of the assist-

ance which had been given by the Federal Reserve Banksin various ways,

a A411,,-Lng the payment of the cost of luncheons and dinners, in connec-

tion with the sale of war savings bonds, and to inquire as to the pos-

aibility of the Board of Governors paying the cost of a luncheon and

dinner at the Statler Hotel for approximately 200 key volunteer savings

bond workers from different parts of the United States when they were

ill Washington in September for a meeting being arranged by the Treasury

DePartment. It appeared that the reason for Mr. Clark's inquiry was that

the Treasury had no funds available from which an expenditure of this

kind could be made. Mr. Evans said that he told Mr. Clark that whether
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the Board would be authorized to make an expenditure for this purpose

was a question -which would have to be considered but that he would

take the matter up with the Board and advise Mr. Clark of the decision

reached.

All of the members present were in agreement that, since Con-

gress had not appropriated funds to enable the Treasury to cover an

expenditure of this kind, the Board should not undertake to pay the

cost, but that there was no reason why, as suggested by Mr. Evans,

the Board might not extend an invitation to those attending the meet-

ing to be its guests at a dinner to be given in the Board's cafeteria.

It was thought that the people attending the meeting could be given a

reception and shown through the Board's building before the dinner,

that the time for the dinner could be set at 7:00 o'clock, and that

if desired by the Treasury a business meeting could be held following

the dinner.

At the conclusion of a discussion,
Mr. Vardaman moved that Mr. Evans be
authorized (1) to tender such an invi-
tation to Mr. Clark and (2) if the in-
vitation were accepted, to make the
necessary arrangements in accordance with
the views expressed by the members of the
Board at this meeting.

This motion was put by the Chair and
carried unanimously.

At this point Mr. Paulger came into the room.

Before this meeting there had been circulated among the members

the Board a draft of letter to Mr. Clark, Vice President of the Fed-

eral Reserve Bank of Atlanta, reading as follows:
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"This refers to your letter of June 14, 1946, and
enclosures, in which you raise three questions concern-
ing the intention of the Pan American Bank of Miami, Miami,
Florida, to extend a line of credit of $200,000 to Financiera
Colon, an institution located in Mexico.

"The first question raised is whether Financiera Colon
is a 'non-member bank' for the purposes of section 4 of Reg-
ulation A. In the memorandum from Mr. E. Morales, a copy of
Which was enclosed with your letter, it is stated that the
'nFinancieras" mjoy a charter, just like a bank, and they
CB n make all kinds of loans and also act as trustees. They are,
in. other words, something of a bank and trust company, with the
Privilege of issuing bonds and going into practically any kind
of financial transaction. As regards deposits, they can only
have those of their borrowing customers and to the extent of
25 per cent of the debt'. It also appears from the same memo-
randum that the Financiera Colon is not regarded as a bank by
the Mexican authorities since it is not subject to the restric-
tions placed upon banks by the Mexican government.

"On the basis of these facts, the Board is inclined to
agree with the view expressed by Counsel for your Bank, namely,
that the present activities of Financiera Colon are not those
usually performed by banks, but that its charter is broad
enough so that it has the authority to undertake the usual
banking activities. Without undertaking to reach a conclusion
as to whether this institution is a bank, it is felt that the
intention of the provisions of section 4 of Regulation A is just
as much applicable to an organization of this kind as the sec-
tion would be if the organization were clearly a non-member bank.
Accordingly, if at any time in the future the Pan American Bank
Should ask the Federal Reserve Bank to discount or accept as
security for an advance paper acquired from the Financiera Colon,
the Board requests that the Reserve Bank consider that the pro-
visions of section 4 of Regulation A are applicable and handle
the matter accordingly.

"In connection with your second question, the Board knows
of no legal reason why the Federal Reserve Bank could not extend
credit on the security of paper acquired by Pan American Bank
from Financiera Colon if such paper otherwise meets the require-
ments of sections 10b, 13, and 13a of the Federal Reserve Act.
However, as you indicate in your letter, aside from legal con-
siderations it is believed that it would be advisable to dis-
courage the Pan American Bank from borrowing from your bank on
the security of Mexican paper, for the various reasons referred
to in your letter and its enclosures.

"There is, in fact, an additional reason which we consider
important. If your Bank should lend to the Pan American Bank on
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"the security of Financiera Colon paper it would be facilita-
ting a transaction which is contrary to the expressed policy
of the Mexican monetary authorities. As you will see from Mr.

Morales' own statement, the Bank of Mexico is seeking to dis-
courage lending by foreign commercial banks to Mexican banks
and industries as part of its program for curbing inflationary

tendencies in Mexico. We in the Federal Reserve Syst,em should
be particularly conscious of the importance of inflation con-
trol and particularly sympathetic to the efforts which are be-
ing made by a sister central banking institution in a neighbor
country to deal with this problem.

"Your third question relates to the position the Reserve
Bank should take in its capacity of bank supervisor with re-
spect to paper of foreign obligors acquired by a State member
bank. It is obvious that the aggregate of credit extended on
the basis of foreign paper and balances due from foreign banks
should be kept within reasonable proportions in relation to
the member bank's capital position, that such paper should be
high grade creditwise and of a type which could be expected to
be paid promptly at maturity. Stated otherwise, capitaJ funds
of and deposits in American banks and the interests of the Fed-
eral Deposit Insurance Corporation as insurer of deposits, should
not be jeopardized by reason of undue extensions of credit on
foreign paper and balances with foreign banks, or by the non-

liquid characteristics or inferior credit quality of any such
paper. A member bank holding paper of foreign obligors should
have in its files full and complete credit data with respect
thereto. An examiner should appraise such paper in the same
manner as he would domestic paper with added consideration of
any risks due to foreign political, social, or economic condi-
tions.

"For the completion of our files, we should be obliged
if you would send us a copy of your reply to the member bank's

inquiry."

Mr. Vardaman stated that he had asked that the letter be placed on

docket for discussion at this meeting as he wished to inquire as to

Policy of the Board with respect to foreign paper in the portfolios

of member banks, and inasmuch as it was expected that the amount of for-

eign paper held in this country would increase in the future, whether

the Board should discuss the matter with the State Department with a

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



7/19/46 -6-

1053

view to ascertaining if there were any countries in which American

Private credits should not be granted and if such credits were other-

wise in accordance with policies of this Government.

Chairman Eccles stated that the Board had taken no position

on the first point which was largely a question of the soundness of

the paper, and that a recent statement of the President was to the ef-

fect that, while it was expected that the Government would have to ex-

tend credits during the readjustment period following the war, it was

hoped that the necessary foreign credits would be supplied by private

leaders following the readjustment. Chairman Eccles also suggested

that 
until the volume of foreign paper was larger than it was at this

tinae, nothing would be gained by discussing the matter with the State

Department.

At the conclusion of a discussion, upon

motion by Mr. Vardaman, the letter to Mr.

Clark was approved unanimously.

Chairman Eccles then made substantially the following statement:

Mr. Sproul called me week before last and said he would
like to come down and talk with me personally about a matter.
He came down on Friday, July 12, 1946, and said that his board
of directors had decided that there had been enough correspond-
ence between the Board of Governors and the Bank with respect
to the part-time employment of John H. Williams, and that he
(14r. Sproul) had been asked to come down and report to the
Chairman of the Board of Governors the attitude of the board of

directors of the Bank and to submit a suggested compromise pro-
posal.

Mr. Sproul stated his directors did not agree at all
With the position that the Board had taken in its letter of June
28, 1946, to Mr. Rum' with respect to the prerogatives of the
Board and the Bank and had discussed what might be done in the
circumstances. He also said that there was some feeling that
the issue should be taken to the courts, that the attorneys for
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the Federal Reserve Bank of New York had advised the board of
directors that they disagreed with the position taken by the
Board with reference to the use of the authority over salaries
at the Federal Reserve Bank for the purpose of preventing the
employment of persons such as Mr. Williams, that the directors
felt they were responsible for the operation of the Bank and
had the right and obligation to employ individuals who were
TIalified to carry on the work of the Bank, that if the exist-
ing arrangement with Mr. Williams was the only way they could
obtain his services the directors had a right under the law
to make that arrangement, and that for the Board to disapprove
the payment of salary under that arrangement as a means of pre-
venting the employment was contrary to the intent of Congress.
Ir. Sproul added that the directors felt that a public dispute
on a matter of this sort would be undesirable, that it should
we avoided if it were possible to do so, and that the proposal
Which the directors wished to make was being presented and
would be acceptable to the board of directors of the New York
Bank only on condition (1) that assurance was given by the Board
of Governors that its unwillingness to approve the continuation
Of the present part-time arrangement with Mr. Williams was not
,..?tuated by any desire on the part of the Board to punish Mr.
Williams for the position which he had taken in connection with
the Bretton Woods proposals, and (2) that the acceptance of the
Proposal by the directors of the New York Bank would not be
Interpreted in any way as an acceptance of the position taken by
tl.le Board in its letters to Mr. Ruml or as any greater limita-
tion on the freedom of the officers of the Bank than had existed
heretofore.

I told Mr. Sproul that I could not speak for the Board,
but that as far as I was concerned I would be delighted to have

issue settled by the courts, that it was a fundamental ques-
tion so far as the Board was concerned, that our letters were
Written because we disagreed completely with the position that the
directors had taken and could not let that position go unchallenged
for the reason that if it did so the Board would be nothing more
than a rubber stamp. I said that I did not feel that the Bank
ifiould get anywhere in the courts and that if it undertook to get
it into the courts the Board would immediately go to Congress for
an interpretation of the statute. As we are an agent of the Con-
Fess, it should decide whether it would support the position of
tine Board or the position of the New York Bank in a situation of
thls kind and there is no reason why a court should decide it. I
told Mr. Sproul that in such a case the Board would demand that

that
Congress give us an interpretation of what it had intended, and

in view of developments in recent years in the field of cen-
tral banking I did not believe Congress would take powers away
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from the Board and give them to the Federal Reserve Banks, but
rather that what would happen would be that the private owner-
ship of the stock of the Federal Reserve Banks and the right
of the member banks to elect certain of the directors of the
Federal Reserve Banks would be discontinued. I also said that
the statement of the directors that the matter might be taken
to the courts did not frighten me, as I would welcome a solu-
tion of these fundamental issues.

Mr. Sproul said that the directors recognized the
dangers to the System that might be involved in court action
ar.ld for that reason would like to reconcile the conflicting
views.

I told Mr. Sproul that I could assure him that the Board's
action in connection with Mr. Williams was not punitive, that
a..f the Board had desired to punish Mr. Williams for his actions
in connection with the Bretton Woods proposals, it would not
have indicated to the directors that it would be willing to ap-
prove Mr. Williams' employment by the Federal Reserve Bank on
a full-time basis. I said that the very fact that we were not
asking the Bank to discontinue Mr. Williams' services entirely
should be satisfactory proof of the fact that the Board had no
thought of punishment. Furthermore, I said, the Board took up
With the New York Bank in 1941 the possibility of obtaining a

man on a full-time basis to direct the research work of the Fed-
eral Reserve Bank and, while Mr. Williams' attitude on the Bret-
ton Woods proposals had served to bring the matter to a head,
the Board would have taken the same position in apy event because
Mr. Williams' case was the only one in the System where an officer
of the Bank had outside connections which were more important to
hlm than his position at the Federal Reserve Bank. I pointed out
that we had been working since 1936 to get adequate full-time
supervision of the Research Departments of the Federal Reserve
Banks and to bring about the employment of full-time counsel by
the Banks in place of retainer arrangements with outside counsel
sO that it was clear that the position of the Board with respect
t? Mr. Williams was not the result of what had occurred in connec-
tion with the Bretton Woods proposals but grew out of the fact,
Which had been under discussion for a long time, that the arrange-
ment under which Mr. Williams served part time as Vice President
of the New York Bank and Associate Economist for the Federal Open
Market Committee left him free in his outside capacity to speak
on any subject that he might wish regardless of whether it was
contrary to the views of the Board. That satisfied Mr. Sproul.

On the question of the directors not conceding anything
as to what their prerogatives were, I told Mr. Sproul that that
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question was largely an academic one, that except for the case of
1.1r. Williams the question of prerogatives had not come up to any
important extent during the period that I had been connected with
the Board, and that if the question did not arise again I would
not be concerned with what the views of the directors might be
on the respective rights of the Board and the Banks under the law.
I also said, however, that if there were further disagreements the
Board of Governors would not hesitate to express its views, that it
Still adhered to the position stated in its letters with respect to
1.1r..U1liams, and that the only way to avoid further legislation clar-
ifying the matter was to avoid future disagreements.

.The compromise proposal of the New York directors is that they
retain Mr. Williams as an economic adviser (an unofficial position)
on a full-time basis during the periods he is not lecturing at Har-
vard. He has two periods of 12 weeks each in which he lectures at
the school and during that time he would be available only on call
for some special purposes. It would not be expected that during
these periods he would be at the Bank one or more days a week or at
any other regular time but that he would be called only occasionally
when his advice was desired on a special matter and that for such
service he would be reimbursed on a per diem basis. That would mean
thpt there would be about six months in the year, not counting a va-
oatIon period, when he would be able tp spend full time at the Fed-
eal Reserve Bank. Mr. Sproul would also want Mr. Williams to con-

to serve as an Associate Economist of the Federal Open Market
u?mmittee. That, of course, is a matter for the Open Market Com-
mittee to decide.

. I told Mr. Sproul that if the Board should accept this compro-
mise proposal it should be clearly understood that it would be because
of the long-standing arrangement with Mr. Williams, that the new ar-
rangement would apply only to Mr. Williams and would in no way be re-
garded as a precedent for future cases, and that when Mr. Williams'
ethPloyment was terminated the Board would not be willing to approve
a similar arrangement with his successor. Mr. Sproul agreed with that

said that the arrangement with Mr. Williams had been made before
tide became President of the Bank, that in principle it would be more
?sirable to have full time personnel, and that arrangements made

INith others in the future would have to stand on their own feet.

I did not discuss the compensation that would be paid Mr.
Williams. That is a separate matter that would have to be considered
on the basis of the time which he gives to the Bank and when the di-
rectors have acted on it we will consider it here. It is clear, how-
ever, that the only thing left to be decided is the monthly rate of
compensation when he is serving on a full-time basis and the per diem
rate for service rendered at other times. The vacation period allowed
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him by the Bank would be in the same proportion to the regular va-

cation period as the full-time service given by him to full-time

service for a year. I have said to Mr. Sproul that in view of re-
cent increases in the salaries of other officers of FederP1 Reserve

12ank, I would be willing to approve compensation at the rate of
4,25,000 for Mr. Williams on a full-time basis. The principal change
will be that he will not be an officer of the Federal Reserve Bank
of New York. No change will be made in his relationships with Har-
vard University. The new arrangement would become effective on Jan-
IlL:ry 1, 1947, at the end of the term of his present appointment as
lice President of the Bank. Mr. Williams was not willing to give up
iS connection with Harvard to accept full-time employment with the

rederal Reserve Bank and, therefore, an arrangement along the lines

Proposed was the only possible solution if his services were to be

retained by the Bank.

During a discussion of the compensation that might be paid Mr.

Williams under the arrangement, it was suggested that Mr. Ivilliams' salary

at the rate of f22,O0O per annum on a full-time basis was adecivate compen-

for the work which he performed.
sation

At the conclusion of the discussion, upon motion

by 14r. Evans, it was agreed unanimously that Chairman

Eccles should advise Mr. Sproul informally that the

Board would approve the arrangement as proposed, sub-

ject to the submission by the Federal Reserve Bank of

New York between now and the end of the year of a sat-

isfactory basis for the compensation to be paid Mr.

At this point Messrs. Thurston, Thomas, Vest, Paulger, Smead and

Bethea withdrew from the meeting.

Chairman Eccles said that one of the employees of the Board who

had recently returned from service in the Army had suggested the creation

1-4 the Board's staff of a Veterans' Loan Division to act as liaison

between the Veterans Administration and the banks and to perform other

filnetions in connection with veterans' loans. He also stated that the

elltPloyee had been advised that, inasmuch as the responsibility for the

dl istration of the policies of Congress in this field had been vested
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largely with the Veterans Administration there appeared to be no ne-

cessity for creating a special division in the Board's staff to deal

With the problem, but that in order that it may be given every con-

sideration the subject would be included in the assignments of one

of the members of the Board. Chairman Eccles added that he had sug-

gested to Mr. Vardaman, who had concurred in the suggestion, that

the 
assignments of subjects for initial consideration by individual

members of the Board of Governors, as approved at the meeting of the

Board on April 12, 1946, be changed to include in Mr. Vardaman's as-

signments the consideration of the aspects of all questions arising

in the administration of the Board's affairs vihich would be of spe-

cial concern to veterans. This would mean, Chairman Eccles said,

that when a question arose which had a veteran problem involved in

it Mr. Vardaman would be consulted or would consult with the member

of the Board whose assignments included the other aspects of the

Problem.

inafter

Federal

Federal

Chairman Eccles' suggestion was
approved unanimously.

The action stated with respect to each of the matters here-

referred to was then taken by the Board:

The minutes of the meeting of the Board of Governors of the

Reserve System held on July 11, 1946, were approved unanimously.

The minutes of the meetings of the Board of Governors of the

Reserve System held on July 12, 15, 16, and 17, were approved
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aad the actions recorded therein were ratified unanimously.

Memorandum dated July 17, 1946, from Mr. Paulger, Director of

the Division of Examinations, submitting the resignation of Mr. Donald

C. Robinson, Assistant Federal Reserve Examiner, assigned to the road

force and recommending that the resignation be accepted, effective at

the close of business on August 11, 1946, and that Mr. Robinson be not

required to reimburse the Board for overdrawn annual leave in the amount

of iday, 6 hours and 30 minutes.

The resignation was accepted
as recommended.

Memorandum dated July 17, 1946, from Mr. Carpenter, recommending

that ts-iss Esther Mae Mercer be appointed as a Clerk-Stenographer in the

Office of the Secretary, on a temporary indefinite basis, with basic

salary at the rate of 421469.24 per annum, effective as of the date

Upon which she enters upon the performance of her duties after having

Passed the usual physical examination. The memorandum also stated that

Miss Mercer is a member of the Civil Service Retirement System and would

retain her membership in that System.

Approved unanimously.

Memorandum dated July 17, 1946, from Mr. Thomas, Director of the

Division of Research and Statistics, recommending, with the concurrence

Of Mr. Bethea, Director of the Division of Administrative Services, that

Miss Adela Bocuilis, a Clerk-Stenographer in the latter Division be

transferred to the Division of Research and Statistics, at her present
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salary of $2,770.20 per annum, and that her title be changed to Clerk,

effective as of the date upon which she enters upon the performance

of her new duties.

Approved unanimously.

Letter to Mr. Laning, Vice President and Cashier of the Federal

Reserve Bank of Cleveland, reading as follows:

"The Board does not object to your sending an em-
ployee to the School of Banking to be conducted at the
University of Wisconsin from July 29 to August'10, 1946,
under the arrangements set forth in your letter of July 16."

Approved unanimously.

Letter to Mr. Leach, President of the Federal Reserve Bank of

Richmond, reading as follows:

"The Board of Governors approves payment of sal-
aries to the following officers of the Federal Reserve
Bank of Richmond for the period July 16, 1946, through
May 31, 1947, at the rates indicated, which are the rates
fixed by the Board of Directors as reported in your letter
of July 12, 1946:

Name Title Annual Salary
kthe B. Wakeham Assistant Cashier $6,000
Upton S. Martin Assistant Cashier 6,000"

San

Approved unanimously.

Letter to Mr. Volberg, Vice President of the Federal Reserve Bank

Francisco, reading as follows:

"In accordance with the request contained in your let-
ter of July 8, 1946, the Board approves the designation of
Robert P. Glascock as a special assistant examiner for the Fed-
eral Reserve Bank of San Francisco."

Approved unanimously.

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



719/46 -14-

Letter to the board of directors of "Bank of Delevan", Delevan,

,..J;)1*, stating that, subject to conditions of membership numbered 1

1061

to 3 contained in the Board's Regulation H, the Board approves the bank's

aPP1i9ation for membership in the Federal Reserve System and for the ap-

1114* te amount of stock in the Federal Reserve Bank of New York.

Approved unanimously, for trans-

mittal through the Federal Reserve

Bank of New York.

Telegram to Mr. Young, President of the Federal Reserve Bank of

Chicago,
reading as follows:

"Reurtel Board extends to September 16, 1946, time
Within which State Bank of Chrisman, Chrisman, Illinois, may
accomplish membership."

Approved unanimously.

Letter dated July 18, 1946, to Mr. F. J. Bailey, Assistant Di-

rector, Legislative Reference, Bureau of the Budget, Washington, D. C.,

reading as follows:

"This refers to your letter of July 15, 1946, request-
ing our comments on the enrolled enactment, S. J. Res. 138,
'To implement further the purposes of the Bretton Woods Agree-
ments Act by authorizing the Secretary of the Treasury to carry
out an agreement with the United Kingdom, and for other pur-
Poses,' a facsimile of which was enclosed with your letter.

"For the reasons advanced by Chairman Eccles of the
Board of Governors in his testimony before the Banking and Cur-
rency Committee of the Senate on March 8, 1946, and before the
Banking and Currency Committee of the House of Representatives
on May 22, 1946, the Board feels that the enactment of S. J. Res.
138 is desirable as a means of establishing a stable world econ-
omic order."

Approved unanimously.

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



7/19/46 -15—

Memorandum dated July 18, 1946, from Mr. Hackley, Assistant

1_062

Calm sel, recommending that there be published in the law department

of the August issue of the Federal Reserve Bulletin, statements in

the form attached to the memorandum with respect to the following

subjects:

APProved:

Regulation U
Bank Loan to Enable Finance Company to Make

Securities Loans
Applicability to Bank Acting as Trustee

Consumer Credit
Meaning of "Principal Amount" in Section 2(e)

of Regulation VI
Exemption of "Add-On Sale"
Listed Article Installed in Connection with

Repairs or Improvements

Foreign Funds Control
Treasury Department Release

Approved unanimously.

Thereupon the meeting

Chairman.

Secretary.
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