MINUTES fOE MEETING
of the
FEDERAL ADVISORY COUNCIL
February 15-16, 1942
and of the
MONTHLY MEETING
of the
EXECUTIVE COMMITTEE
March 12, 1942

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



OFFICERS AND MEMBERS OF THE FEDERAL ADVISORY COUNCIL

For the Year 1942
OFFICERS:; EXECUTIVE COMMITTEE:

President, Edward E. Brown Edward E. Brown
Vice President George L. Harrison George L. Harrison
Secretary, Walter Lichtenstein William Fulton Kurtz

B. G. Huntington

Robert V. Flgming

S. E. Ragland

MEMBERS:
Charles E. Spencer, Jr. Federal Reserve District No.
George L. Harrison Federal Reserve District No.
William Fulton Kurtz Federal Reserve District No.
B. G. Huntington Federal Reserve District No.
Robert V. Fléming Federal Reserve District No.
H. Lane Young Federal Reserve District No.
Edward E Brown Federal Reserve District No.
L 8 i e e
m[%e C}{a\/&keﬁeld Federal Reserve District No.

Nathan Adams Federal Reserve District No.
George M. Wallace Federal Reserve District No.

%

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

@@Noﬁmhwl\bl—‘



BY-LAWS OF THE FEDERAL ADVISORY COUNCIL

ARTICLE 1. OFFICERS

Officers of this Council shall be a President, Vice President, and Secretary.

ARTICLE Il. PRESIDENT AND VICE PRESIDENT

me t|e of the Presi qnt shall be such as usually pertain to the office; in his ab-
sence fhe VIGe Presdent shall erve

ARTICLE Ill. SECRETARY

satioﬁs%aﬁ tfl% ; aIIR xgé%rtll?/% o'rcnerrn ?tftthe Council, and his duties and compen-

ARTICLE IV. EXECUTIVE COMMITTEE

ihe Jherﬁ nF{aIIb rcelélt een Co mﬁﬁ ofs @member%of the C unC|I jf
vac é%ﬁ (hrlré |s He |CE re3|gentgh ean}

IVen. mee Ing ano er fm
Oqﬂ?] ung]eotéer ﬁlan one e eC edﬁ {0 Hmﬂxecu IVeaC%mmlttee
ARTICLE V. DUTIES OF THE EXECUTIVE COMMITTEE

of th ut|ve mlttee e in closetuch with the

ro overnorso eFe r e|rrgula ns an r
|os d communi esam ersn oun(:| osugge
unC|I rom time 1o |me spema ma ers or Consi ra on.

Thf Executive. n}mee shall have govyer to fix %he

its regufar™and special meeungs and methad and place of holaing

of giving o |ce{ Ereo

or o e A T ik (e e
Com/?‘n Irpta on%lqb etr%ey Eﬁ(gfgrtllveo? orsnelt;t)ereesserﬁ‘%" oar}]stnmuggt?nauorum and action of the

ARTICLE VI. MEETINGS

O%acr;h u'ﬁ{ rﬂget(ms Ofothe 0&} eral AqKIS%yFCgunmls I b%he

I OVA,N%GI’
year, Uniess 0 Irecte t xecu € ml ee
ery NPT W TR ATortE G\%ﬁ%% ekt B ﬁ‘%‘"?ﬁ’o fe e

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



s OIS T A R B P

ARTICLE VII. ALTERNATES

s
ouncl aﬁ)é)?] ee é] %OIHE ?}\? E}\}% € 10 t ﬁe partf aﬂ
cussions of t OUHCI ut shall not be entit 0 vote

ARTICLE VIII. AMENDMENTS

2VOte 1 2 Majoriy 0T g ermbess of he Eageral Aoy aungi ol e b

February 15, 1942,
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 15, 1942

o R L A

Present:
Mr. Charles E. Spencer, Jr. District No. 1
Mr. Georoe L. Harrison District No. 2
Mr. William Fulton Kurtz District No. 3
Mr. B. G HunﬂP ton District No. 4
Robert eming District No. 5
oun District No. 6
ﬁ Dstrict No. 7
ag District No. 8
rL mar] \Wakefield District No. 9
Mr. W, Dale Clari District No. 10
M, GeogeM Wallace District No. 12
Mr. Walter Lichtenstein Secretary
Absent: .
Mr. Nathan Adams District No. 11

Sechnya\Aﬁ-‘lrd E. Brown was elected Chairman pro tem and Mr. Walter Lichtenstein
B F%Sﬁks R e L . A, e

|nat|ons forthe0| fth Pre| ent of the ﬁounc ng called for, Mr.
it A

%Mﬁe ép enomma”uons
ereuponde%? ec Wes |Cén o oun or he
S

Upon nominations f rthbgl)fflce of th(? Vice Fér esid

nt be e or

pe el b gafna%won i
TheP ik MrIBr G nca}le for | nati (tjorﬁh% {%u%opﬂ g
rE %dﬂgetﬁe@mrg R/Iess d—ﬂ fﬂg tH %e

R mawreé.@ W W rcl

of the et}gPAM unc o gy“e/le{r%! L' nsten} %O?J%Ed rsecaﬁﬁtt?
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o S 50 S et e it s

per ST SRR ot R R B pvous s 10 e MemoRre Vet Approvel

SIS IR e
e S o o el 5

2do p?nd motion, duly made and seconded, the following resolution was unanimously

%olv d that the Secr e and he s hgreb autporrzed to ask Fach Federat
Res v(r; n con%rbue owar ecretarial and | cr ental expenses 0
the Federa dvrsory ounclil rt eyear and to draw on 1t for that purpose.

Th Presr ent oft oun 1 drsc%ssed vario ssgog[%strons made for the am d ent
ofR and e ISCUSSE el_ren amen men§
o ?tép ; .nap“nte e %eh L ﬂn S
Sﬁ F aFE gqresen t| es b t rtiede

te and_Forei mmerce
vrsory Counc ad reserved t(he right to easta ment opposing t eproposed amen

ment.

thy disc ssro t00 ce re ardn the question.of direct purchases by the
FFd aI%Qegsr? ésem ‘hg reauqr t sueso cr |esﬁj gra'lr emerhber%
% Counci eo ose to this, g[_nrae dere |st|no conditions, |
be n?cessar |ve permrs |on edera éserve System to make direct
chases of gover men securities romt reasury.

At 2:45 P. M. Mr. Adams joined the meeting.

pu(rJ

{orm? [esolutron was not adopted, but Mr. Harrison formulated the views of the
Council, as follows:

“The Fedeﬁal Advisor rl(crl believes that thr ectron |n nnc iple tot
unrestricted ‘;gntofacent al tom <e advan o e ?s e\rf]oft
serro(p essH ﬁsen enc in vrewo he pteﬁpre utu on
tat overn ent emkntres drrp easu ect
dg (dera eservp] and no ot eunres
a'r(hne r? ne pen arket ommittee, there Is no practrc eo Jectron tot e proposed

g R
(ﬁ ounc! 0In edp p fh e mem erso ncil Ve an¥] una Jn0¥
BO Inion an ct, ther view were erset ta en ra statement could n

e drawn up, but %hatt 2 matter mrgsht Well be discussed oar

A drscHssr ohreserve requirem ts then nsued The Council unanimous| otepl
on motiqn arrison on e treserve reoTu”emen d
not be chande at presen ereso t| n, as nay d reads as follows:
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eral AdV|so ounulb evest at| nnuple at least. reserve re%uwle
sho rmamast € d 00SS ?z ould

T eun €35 clezgrr% 8(¥J eeacnre t%l ua?n%esfne (?Uﬁ% UiISr%?]me opinion
EE 1S N0 Present need 1or a Change I reserve requirements.

s L%w amor%)uns F\a%% p¥e g{lr. Harrison, seconded by Mr. Ragland, the following resolution

ol ST ST SRR LD T e

SItU&%IOV\BFS\a ded (;[I’(ti ta% € esu '[t|8 éﬂl]n I@(S) ?J% IE)(I)’I 0 %l#IICaJH?JgS ah(?s allocatl ns

%[ &]m%gdme t 10 %cu (FJ of the etcurmes Exch

P residient,of ounci] be aske repare a s
menﬁh gf%terﬁ]aso ‘f?ﬁj e t?ed(%]c %ee %%lrjrqﬁu ee on ﬁ]te}?s eangr]gorerl:%h
mmerceo ouse o epresen IVES,

The meeting adjourned at 6:00 P. M.

WALTER LICHTENSTEIN,
Secretary.

OTE T ePre3|dent(EftheR&rl§||?g %dasta ent"c{at d March 2&942 s&atln

nf %}EEQ%CU B { h2e< o%frtm "@e@qf to ea@%

g%e W\Qeraﬁ 51 goomrai\ee nln§sa
ouseo epresenta |ves IS attache ereoan

d part OF 91ese mlnu
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March 2, 1942

Honorable Clarence F Lea,
Chairman, Committee on Interstate and Foreign Commerce,

House of Representatives,
W ashington, D. c.

My dear Mr. Lea:
er—

Jn't{%gtreeshelersln%s(ecsh%\g 5?%5030“% fro Stgt deral rﬁdv(i l A

f Y&utga s
O?'f s 0 \E(IE\{‘Irlt% {0 era OU %S e
{({ %J wfﬁ? ?GS'[ at t&t men éj CUJ)I’OHOS 0;/ oarTgln ernors We‘%ave

ret %ﬂ”{ comme en mgl%u erners dtL our

UnCI
men

Ine
? on e ruar as%m are aware OUI’ Intention
H%)I memoran um 1n opposl tIOh tO { e amendment an I ferpose no o jECtIOﬂ fo our

ng so.
resentation of the Am nBankers ss tlon |n t|ont thi osed
(quép an/]m morandum %Ja ua E I\/fw) ms
alrman of the. Association é omm|t ee cIeaEr))/ dtsclos er
blg 0se an Itmh scone Fexntmg olf ecur es chanﬁe
to-wit, reguatono Ioansscuredd ot or |nd|rec secn IS tor
urgps purch or carryi scun erd oln nationa secunnes
n other words, orrowm anks se ed se un |es, Were
d are suR ect to re atmrh Xtot eeétentt at o su orrg INgs
rings n the sc { curifies asa ransac

secugmes commonly cond (ted Upon Securities exchan es and vert e-counter mar ets

e roposed amendment would confer authority on.the Board of Governors o
dment would confer auth the Board fG f the
e TR R Bt ol
urEoses a!f ape of t ?1 gec q%’xcn%ne hw rtF an}en ment, . for | stance
man worki |swa|yu masma cor or Fstoc which is unreqtstere could
nrro mon qng%ch fs%m 0 ynﬂthm sugh marR Imita |on s
eset the Boar overnors ft ederal eserve stem b am lar
he cor |on anFHsman emen an ecfa aC| r}] aac éhorro
I equent meets %re uk urcha: oa In

i e e Ctoganc Lne% gl
LB B e
?Ug] %lo(ie corporation, %g 8& W?] IS unr 01 Wrom gre

PRI

e|r% one
mess desne 0 ava| se véso est. Jf not the on
It t0 men ac |v e managgrgen oft

ur ¢

! *oan%rﬁtea“tﬁa RN b ST ik

Kmeina IO(I%UIred ransac can rve N0 purpese contemplate ecuritl
Smaa o e

xchange or an eruse U wec VIS am%
mrso man cotr% nerrse J{g Ed nh ab||| ?Qﬁe |H t

cor, orat glpo

oPrm0 a aé;al from Hhe Q/Vhateltrst e 0rcasion oerV\tlmC o iPnnt@ 30 tn|?
capacny 0 dsos Xgeneraf)query why shouf anyone be Pmﬂe%l otnergh n by the

7
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L) SEnee e Breaorerant SN, thet It B T5ouoNs e roteeion
Fe eM[ H{é‘sregn ‘ 'eIerOQE t%ﬁe[’”'%?@%ﬂf Sﬁ%““%s% rr%f 61“98 B%%Rg Fsu %V%rr%%ﬁd?ﬁetﬁe
m goergl on ﬂw cpe orgj n ecnI es“@xé’hé( e% e Act of% tnfe
bl e i
meaﬁugea st q‘f nU?é/ e m?he? Wesu mi qgfvernmena‘
ator %wers e create o gy esm—garrf1 U
?t%?ence oi quicy | (ﬂﬁ ent rﬂlne 1%
SUC

re
E{n |ts esirahj eI| eeo t|aI
m nse or OVer, t such re ig ovver nan ICI nof| re
ra|ées eas os ec ag e exerc eo the Ipo er
gw % ees on eskm um nd §ve reacti beca e v¥
erefiction of duty if théy do not proceed to carry out ngressmna nda
We readil e% accept an overnmental control of OP ﬂ]anonal econorp essential tq
war re uirements. ema} reconc e(furselv 0.the necess| }éovern
wn of our eace time’ econ m Igh Tadem? dﬁrae natjona |n res
to tan nsist ncX owev wec ieve, vall }jogrﬁ e a|0 of
re u?hoqy ﬁYowers Int bse ceo g ay ai)m erest 8r requir therefore,
r% at'the proposed amen men of Sec d e rejecte
emorandum has the unanimqus. approval of all of the twelye members of the
Federen Ag]wsory %ouncq and Is respect(% ?Iy F%memnted on ?nelr bevnl |¥
FEDERAL ADVISORY COUNCIL

(S|gnEd) E E Brown
President
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REPORT OF THE SECRETARY OF THE FEDERAL ADVISORY COUNCIL

For the Year Ending December 31, 1941

Balance on hand December SAlANY....vooovvesiressressissiises $2,500.00
3L, 1940, $4,596.58
Conference eXPenses..........uv. 834.74
Assessment—Twelve Federal
Reserve Banks.............. 4,200.00 Printing & stationery................ 362.25
Postage, telephone, and
telegraph......vvvesvvsssnins 7103
MisCellangous..........ouevvvevevne .78
Balance on hand December
3L, 1941 499278
$3,796.58 $3,796.58
Chicago, Illinois
January 6, 1947
To the Federal Adwsory Counil:
éoha B, ﬁu?ﬁ&e‘ﬁasr A AR O A U
eme t ajrees ther
Respectfully,

THE FIRST NATIONAL BANK OF CHICAGO

By J.J %s E\udtor
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
February 16, 1942
Feders] Hesarue Bionag, Tachinanasons CRUngl"acomenee 1 Board oo e
Present:

Mr. Charles E. Spencer, Jr. District No. 1
Mr. George L. Harrison District No. 2
Mr. William Fulton Kurtz District No. 3
Mr. B. G. Huntington District No. 4
Mr. H. Lane Young District No. 6
Mr. Edward E. Brown District No. 7
Mr. S. E. Raglan _ District No. 8
Mr. Lyman E. Wakefield District No. 9
Mr. W. Dale Clark District No. 10
Mr. George M. Wallace District No. 12
Mr. Walter Lichtenstein Secretary
Absent: _ o

Mr. Robert V. Fleming District No. 5
Mr. Nathan Adams District No. 11

. The.draft oF tne resolution dealing with reserye reﬂgirements, which will be found
in the minutes of the previous meeting; was presented and approved.

The draft of the resolution dealing Jvith the issue 8f Treasury Bills, which was adopted
at the previous meeting, was presentéd and approved.

The meeting adjourned at 10:15 A. M.

WALTER LICHTENSTEIN,
Secretary.

http://fraser.stlouisfed.org/
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

February 16, 1942

ol A S R R
e ullding, |n ton

SeIVe
Present: Members of the Board of Governors of the Federal Reserve System:
Char E/larnpeé ccles Vrc Charrmar&lRo aId Grmerrp

IIO(} %%:&é rgec S a PI e hagrf e{G ssré reéef}/%h
IV SE)HP @THI%% ¥ \fSIO Idn | Fge eeﬁoa(% IVISIOH or'%?ank (Eperg?dns an

ecurr
Present M(ejmbers of the Fedagal Aavisory Council:
rd E Presiden Geor rrison,, Vice resr N
- SO Es t ff f r{é
&o 5 Igce aﬁ%g\ﬂp alter Krcﬁterlrzsfem ecre \ﬁﬁo ?ﬂar han H&mg
the CRSTEETLAL T PRIt 0. e TR 2L sV reculrements, e

T T L

ity the Chairman of the Board of Governors discussed at some length the whole fiscal

bils The Secretary of the Council read the resolution dealing with the issue of Treasury

vrevvs uncil'as |rec purc as8s Of (overnment Securities by
ge(ﬂ Presiden %!a?kt& ncr ﬁd tate enté asf drawn ug % Brsgné

f the Board of Governorsd led that heh eers ataloca
T%?relizrve %@&n@?ﬁ% onYeo ma erw{bul e%s\}g 0 ere% @ rc es
Governor McKee joined the meeting at 12:10 P. M.

of e Eoe% FE%USeSr'HQrtsO% Iacelgrt])&ﬁy r{rerﬁegrc][ng In respect to which the Chairman

o seton T et SRR rgHaQtA“ SrqBR e, S RS e
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thaé ermanent power to reﬁula e tr]e mar in requrrenhen s in éhe %gse of coIIeH_FraI loan
made on unre IS ere secur ?]oudnot IVﬁn t8 oard of Governors ePomte
%lrjnte?ro ne of the reasons why the members o ouncil"are opposed to the propose

The President of_the Council st?ted furthern(]ore that the Council wished to file
?Qt%er@seerrrttavrlrl\wst e Committee on Interstate and Foreign Commerce of the House o

The Chairman.of the Board of Governors stated that the Board di oth ea
ObjeCtPOHS to the%qmg oq suc?r a statement as proposed Ey the Fe erzﬂ gvrnsory ouncnl

The President of the Council %sked the Foard of Governors Wn at its attltudfe would
be if the Executrve Comm|ttee ﬂft eCfounm arr%nrq fj to meet wit oard o over
?shon&e Pr} evento it be oronya et period. Hesar tat he members

ncil tel t at such meetrn durin 8 emeﬁ% V\y WOU(I'i e advan-
ta%o s. [ emem ers of the Bo Gove orssate ere wil Wﬂto mee(s
1; eExecutr Committee o eCouncr once amont ecret rgut ! sche%aule

Governors an the Secretary of the Counclil were mstructe to wor
for such monthly meetings.

The meeting adjourned at 1:55 P. M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

February 16, 1942

At 2:50 a joint conferenge of the Federa Advrso Council and the Board o
Governors of the Federlq eserve §ystem was held In the ard?% oom of the Igedera
Reserve Building, Washington, D. C

Present: Members of the Board of Governors of the Federal Reserve System:

st P TRte e , SUE HR T g
nter sistant ecreta jes 0 the oard: tt, Genera ounse Geor

est and ruder leld, Assistant Gén er oune ISEr, |r ctor
Drvrsron 0 esegrcghIe auI

tatistics; Leo H. | |vr |o Inatio
Eaward L mea Dn?rsrson of Bank Opera ons ang Carl é Parry %”ﬂer‘ Brvr
sron of Secunty 0ans.

Present: Members of Federal Advisory Council:
Edward E, Brow t Messr I-f Charle E Sp ncEr J Iram Fult%n Wrtz

|d
Eg!:é;e aw”ﬁs'”%OEIarPk ?\[at Eed r%s Ge(?rngee Iace a alte}/ mﬁpchtenst%lfr?

wrshecgjot/ﬁengévl\él Kfeeh%t%t(e)gnt:r\at he had in mind three subjects concerning which he

1—Certain provisions under Regulation Q
2—Taxation of bank stock dividends and the effect on bank supervision

— I h f the Federal
T S I i

es 0 1 Governor McKee. expressed the opinion that there ought to be a
notice or vJJ tehérawal requrerer? from savrngsp [) & depos?t% J

The sentiment of the Couricrl seemed tg t%goto let matters ref nd not attem é

ake IS time. In respect ta Ve nor cKee f ock |vr ends
lﬁrﬁlﬁ{sﬁa r\%ﬁnot Ee treated asc Frrent Income, for It IS esrra r]ce %nr sances
tat Hsrncre Ftherrf apital tthe resent(trm& ItIs cut Qr ban sto
err % é{p b% sl gsdc m anar regues |sIat|o this
WOU ve o tome from the sup ervsrng authorities for the purpose o acrng
an S In position to protect exposed assets.

There Wasn ?me d|sc ssron The Pre dent eCouncrI su up the eegng
tron 0 ove nor &s%ock

the members ern m at
ﬁe 8?%ubt”j1 heﬂwerr eposs Ie to obtarn gg?rs ation to exempt ban
ers from any tax evre on ot ers.

respe to item 3, Governor McKee state]d that he believed if was inadvisable
§ épecral éﬁ Preser\_lcqtntfrtron to marntarnt enqrd reg)urrement that reservesm st
tact at a ef e Lb

elieve ng? Nwen tax periods In S0
rawals are unusuayheavy anks might, Tor a very temporary perro eaowe
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mak? se oL their reservels and thus avoid the necessit fl%mdaﬁ of their bon
Port 10. There Wasa feeling on the part ofm erso t g uncl W%e cep |ons
n connection Wh rsrve equirements Wou create trou resr ent o t

Co(er stated that If the computatio Pf reserves |n th ecz%seo% E ?(cate In reserve
centrajr serve cities was on_a weekly basis, as Is tru try an sat%e resent
tlme the difficulties, to which Governor McKee referred, Wou |n large part be

verted.
The meeting adjourned at 3:30 P. M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

February 16, 1942
Federal A | he B
Federa 3F?eserve'vhu|Il?j(inge£\?\yz?1\sh|r§jgvtlc§r(%ry C%mctlhereﬁ(r)gs\{%%%? IR/Itr eBrg%d ﬁo%ne %Latlpre

Pre nt E%[ @Brown Pre den{l I\éessrlsn Cé_? es EYSpencers]lzr wnagw
kefield, J orgeR/l

ulton t
[ al% ar athanA a ace. and alter
tenstem ecretary

Goldgrp ; %gun[gll élcsttene? %sga% Cussdogta(l)tflskt)l%sslg? dalté) ) Bg%serrp]tgd q}ieDEcEssed
onsideranle eta| questions ansm sa resuto oct e Wa
usiness condl e Iscal policy of the government, the roeo the edera

eserve System mt epresent emerge cy

The meeting adjourned at 4:15 P. M.
WALTER LICHTENSTEIN,
Secretary.
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Note: . T1he transcript of the Secretary”
notes IS not 0 DE regarded at* ccaplete
0l necessarily entirely accurate* The
transcript should be considered ap be—
in* strictly for the sole use of the
aeftbors of the Federal Advisory Council*

*e L.

Secretaryls notes on meeting of the Federal Advisory
Council on February 15, 1942, at 2i0Q p. a*, in
room 336 of the Mayflower Hotel, Washington, D* C.

All the regular sssbers of the Federal Advisory Council were
present at the beginning except Mr. S&th&n Adaas who joined the meeting
at 245 ?« a* Mr. Edward E* Bro™n was elected Chai**aan pro tea, and
ir. Walter Lichtenstein Secretary pro tea*

The Secretary stated that coassunications had been received froa
tU the twelve Federal Beserve Ban”s certifying tc the ©lection of their

representslives.

Upon nominations for the office of President of the Council be-
ing called for, Mr. Edward E. Broar— wss Bcalo* tad and un&niaously elected.

Upon nominations for the office of Vice President beinr called for,
Er. George L* Harrison *as noiain ted and unanimously elected*

The following four members of the Council were elected as ap-
pointive seabor® of the Fjceeutiwe Coswiitteet Messrs. TU F. Kurtz, B* G.
Boatington, Robert V. Fle&ing, and ‘. E. Ragland.

Mr. Walter Lichtenstein «a* elected Secretary of the Federal
Advisory Council for the year 1942 at a salary of $2500 per annua.

She Council readopted the existing By—laws *hich will be print-
ed snd attached to the formal minutes of the Council i?hen these are dis-
tributed to the seabers.

The Secretary presented his financial report fcr the year 1941
*hich ras approved and ordered to be printed. As usual, it >as voted to
authorise the Secretary to draw upon each Federal Reserve Bank for 1350
o pay fcr secretarial and incidental ex enses*

The minutes of the Council meeting of Hcveaber 16-17, 19£1 were
approved.
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Bro*n referred to the various suggestions made for the amendment of
Reflation K* then fee spoke of tho proposed amendment to 7(d) of the Securities and
Exchange Comsdssion Act of 1934# «tilcb i. intended to give the BonrA of Governors
of the Federal Reserve System the enne power of regulation over unlisted securities
*fcieh it now has over listed securities, bonds, and the like, an exception being made
for Government bonds, as well as State and municipal bondn. Parry *as the only
representative of the Bosrd who testified at the hearings of the House Committee
an Interstate and Foreign Commerce, and he ims an the star;1 only fifteen minutes.
He spoke on 7(d) for only five minutes, and stated that speculation In lifted secur-
ities airrht spill over into unlisted securities, and under existing conditions that
eight create an inilatiom ry movement. It would, therefore, he very desirable If
the Bovrd had the pc?er in case of necessity to prevent violent s ecul”tion in
this class of securities if such should arise. Brown went on to point out that
such a provision wam unnecessary and might work considerable hardship* For ex-
ample, if an o?mer of most of the shares of stock o: a closely held cor oratic»
should die and his employees should want to buy the business, then ™ bank could not
mege a loan for such a purpose except subject to the. re>rulations of the Bo rd*
Such power in the hands of the Board would menn a further step toward complete
credit control* There isn*t any point in roviding against a speculative move-
ment in these securities at the present tiise, for as long as the emergency la“ts
the President can no” confer the necessary :ower u on the Bo rd under the Trading
with the Enemy Act; consequently there Isn*t any need for permanent legislation
on this subject at this time. This whole ratter presented at the hearings
of the Congressional Committee as if tho suggestion had been fully agreed to by
the Securities and Exchange Commission and the Investment bankers*

Bro™ brought up the question of direct purchases by the Feder&l Re-
sernve System from the Treasury of issues of securities* If direct purchases are
to be made they should be limited probably to Issues *dth maturity of not
more than one ye r, and also limited as to amount* The Senate has passed the
bill permitting direct purchases, and the bill has also been recommended by
the Rouse Cos&mittee* However, much opposition tc it has arisen in the House*

It may be recalled that when the bill which ultimately became the Banking Act
of 1935 sas being considered, Eccles wanted the power to sake direct purchases
aad also the right to raise reserve requirements to 100%* Re also asked that
the functions of the Open Market Cossaittee be transferred entirely to the Board*

Fleming regards the power as a very dangerous one, though recognir.es
in certain emergencies It might be needed*

Wakefield* Eccles has a plan to nullify all influence of local Fed-
eral Reserve Bank bc .rds and to eliminate all banker influence on these boards*
In other words, he wants the Board to have full control*

Harrison believes it very d™”erous to give such a power without any
limitation* Re believes it was the power of the central banks to buy directly
from the Treasury that caused the financial downfall after the last war of both
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Gerwany and Frnnce* The power in question my be needed in an emergency,
and it fAlust be remembered that at ti“es the Bank of England has gone into
the earket and bought up ® whole issue in order to prevent any violent fluc-
tuations*

»tafield* 72 are at present partners in business with the Govera-
sest helping it to finance the war, and it is essential to knve the machinery
tc stave off a financial disaster and during the present emergency it may
be necessary to give the Board the power for which it has asked* It simply
cannot be permitted that a Government isrue should fail*

Harrison does not *now howr effective any limitation that could be
mece aay be, but at any rate the Congress and the Government generally will
then be sade to realise that the power aay be a very dangerous one* He be-
lieves that direct porchases would bgr handled by the Open Jlar&et Co*ssittee,
but he is under the impression that Eccles does not believe that it would
rest in the Open Market Committee*

Brotra fssde a statement that Congressman Charles S. Dewey saw Bell,
and apparently Bell believes that the po”er should be limited to the pur-
chase of six—monthsl bills* Ke goes on to say that he was rather of the
opinion that the Administration wants the bill enacted into law*

Ragland dees not think there is any need of Federal Reserve Banks
buying directly from the Treasury*

Brown* In 1934-35 bankers felt that if Government credit wesnft
good, then it was desirable to h&ve Government securities decline in price
ad thus make the situation evident* Ho* we have a different situation and
it would be a major disaster if an issue *ere to fail* At the present time
the proposal is not coupled with any frug®estion of unlimited control over re-
serves* As a matter of fact, the Treasury at the present time probably wants
reserves lowered, and, furthermore, the proposed bill provides that the power
granted cease either in 19££ or six months after the mr is over* There is
soee danger that if too such opposition to the bill develops, it may resruit
in proposals to give unlimited power to the Board and couple this with smlim—
ited porer over reserves*

Harrison suggests that the Council better not do anything that is
futile, and it may be well simply to strte that the Council has discussed the
aatter* Fhile it is opposed to the general principle of direct purchases,
BfTertheless in viei? of Soclesl statement that the Open Market Committee can
not ?ive a mandate to ®aice direct purchases but this ~ould rest in the hands
of the local Federal Reserve Batus, therefore the Council at the present time
will not oppose the bill.

Suencer has also heard that the Treasury vants reserves lowered*
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Fleming igreea &ith Karrlron that accepting Eccice* interpretation
of this would bo & more effective limitation than tho limitation to gix—ecnths
bills or the like* As lon— as a government'l body does not have the full
power to mass the purchases, there isn't any serious objection.

Brown. At the present time cooaerci il tenks say accept “ar loan
deposit accounts only up to 100$ of capital and surplus* On February 13
the Treasury issued a regulation permitting commercial hanks to take war
loan deposit accounts amounting to 150? of capital and surplus. Furthermore,
the local Federal Reserve Banks have been informed that in case of any special
esergency, banks may be authorised to acce.t still larger var loan de-
posit accounts*

All the sombera present were asiced as to their respective opinions
and all agreed with Harrison rfco put into writing the vie* of the Council
as follows:

*The Federal Advisory Council believes that there is
objection in principle to the unrestricted right of a central
bank to sake advances to the Treasury, but in view of

the seriousness of the present emergency and in vie* of the
interpretation put upon th¥» proposed law that urchase of
Government securities directly from the Treasury is subject
to the judgment of each Federal Reserve Bank and not subject
to the unrestricted direction of the Open Market Co&mittee,
there is no practicable objection to the proposed amendment.*

The subject of the pattern of financing the gap in the war program
which will have to be closed by the banks was then considered*

Kurts is very much concerned by possible attempts of the Treasury
to sticx too closely to financing the war by orthodox methods. This would
result in the trebling of Government holdings in commercial banks* Kurtz
points out that banking institutions would not be able to stand up against
demands made by the Treasury* |If every few months a new issue is put out,
then bonds will gradually decline with very bad results. &e believes that
arrangeaents should be made to put out long—term bonds at a fixed rate in a
Bort of tap issue. This will make investment funds available and the bill
saricet csn then be held in reserve. Banks can do a good job if bond prices
remain more or less stable, otherwise in 15 to IB months we cay suddenly dis-
cover that bonds have fallon greatly in price. After all he questions whether
our banking structure can absorb an indefinite amount oi bonds.

Ea&efleld does not believe the maturity is an all-important factor,
ebile Kurt* thinks there is a great differen% betreen bonds having a maturity
uw to 10 years, and those running for 25 to years.

. Harrison thinks many of these special issues by the Treasury are
VfOﬂfj, but a survey should be isade as to how such investment *»eney is really
available and tjive each class of investors what it ~ants.
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Natcefiold thinks it oul : be sxch better If there nasnll all this
oversubscription of bonds because the result is it if- Imo”sib e to tell hew
strong the market really is.

S;n?ncer thinks there ought to be s=/? limitation placed upon indef-
inite growth of de osits resulting in the capital structure of banks b”ing
completely out of lin® with their liabilities. He believer that after the
limit of deposits ip re&ched all future investments should be in a Govermment
security of a lo* rate which does not fluctuate in value to any extent. Re
believes that a ton—-year maturity is too long a period.

Boo—- n says he does not *hy the bill nrket vouid not take care
of the situation just as well as bonds.

Spencer says that his idea is to have a certain class of issues
open only to banks and that th«y should be in the nature of a tap issue.
Study should be made of ho* banks can use increased deposits to buy this
special type of bonds available only for banks.

Wallace is afraid of the su&jertion as it would limit the saricet
for bonds outstanding at the present time.

Huntington believes a special issue of bonds ~ould be good but it
would bo rather difficult to fix a rate fair to all. Ke does not think there
ought to be anything cog ulsory about the buying of bonds, and the bonds should
carry a rate sufficiently high to enable banks to live.

ffakefieid says he doesn't have a very fixed opinion on the subject
but he dees object to a legal restriction on the amount of deposits a bank
aay receive. He feels that this would simply involve further control by the
Government cAver money, and *ould result in credit becoming a purely fOTem—
aental function. Banks then ~ould be more or less service institutions. He
thinks 1f such provisions were put into effect as suggested they *ould remain
to hnunt b'nkf? for all tine, and very careful consideration should be given

to any such measures.

Clark would leavy things as they are except provide for a tap issue
of fairly long—term maturity.

Harrison thinks it is a question of sound fiscal administration.
There ourht to be special issues for investors of different categories. In
Britain the ban&s are financing the war and bills are issued with a rate of
1-1/83, and ao in a sense the banks are being subsidised, fie objects to se-
curities which really represent * demand liability on the pirt of the Govern-
ment, and he would like to see the amount of issue of defense bonds limited
to a givs?n ;>ercentage of the total nation'll debt.

Brown wants to Know what is bein” done about having hsnks buy long-
term bonds with relatively high prices, and in case of trouble, de—ending
upon the Government to talce care of the situation.
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K&rrigon says that there cu#it to & aecurity tc take c*re of specVel

B9td9«

Flealng objects to further restrictions to be imposed u on bunks* He
believes that the present orthodox system eight well be continued but the
b&*us should not take securities having a maturity of SOI€ th*n tsn years*
Insurance com;*niee and similar imreitert* wight veil take tfce longer tern se-
curities:* He would be entirely in favor of h&vin* banks forbidden tc take se-
curities of sor* than ten years

Ragland thinks a study should be etade of the situation but go on with
the present method at this time*

Young believe** in a study of Treasury need,*?, and a second study of
the sources to eeet the various— needts* He is in favor of limiting b”nks to
ten—year ssaturitie*;*

Adams says that all this needs a lot of study* &e believes defense
bonds are bad* There ought to be certain typer of bonds which banks cannot
buy, and an issue of bonds at a rate which will sake these attractive tc gen-
eral investors* He believes a non—negoti&ble bond is fundamentally undesirable.

Bro™ points out th~t the members of the Council do not have any unan-
imity of opinion, &nd in act, their vie*?s are go diverse that a general st te—
sent cculd not be drawn up but the matter sight well be discursed with the Board*

Bro™ then suggested discussion of the attitude of the Council toward
reserve requirements* Horgmthau *unta reserves lowered to induce banks tc buy
more bunds, “hile Eccles wants reserve requirements, if anything, increased in
order to force funds into the Federal Reserve Banks which then c*n buy the bonds*
He also surge?tp that the "Executive Committee of the Council in future meet once
a aonth a? long as the emergency lasts*

3ro—n al”c .'ointst out that changes iIn reserve requirements might be
mede by executive order*

Ldarg frays he prefers to leave the reserve requirements ms at present
since the lowering of requirements ~ould merely increase deposits at a result
of pyramiding*

Huntington believes that it is wronc? tc let reserve requirements be
determined by the shifting need for the sile of bonds*

Brora. points out that when the joint st&tercent of December 31, 19£0
was issued we were faced by a spiral of inflation* fce were not at war, there
werenK any controls over prices or the like, there w”~snH any Lend-Lo”se,
and the result of it all was that gold ras flowing in very Inrge amounts into
the country* I1Jorgenthau fear? the reserve situation in New Tork is such that
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rery soon He* Tcrk bm'ss *111 not bo in a position to buy bonds freely. New
Yorfc bants have lo.nt large amounta of deposits, ~hilo practically ill ether
sections of tho country hrsve gained.

Floalng says that at present ”e are faced .vith {shortages in sany
things, and the needs? nave changed ©completely since Beceaber 31* 1940*

Tte&efield states that in hi? opinion it is not ¢ige to reduce re-
serve requirements at present, but if the needs of the Treasury should re-
quire it, it T*ould have to be done.

Harrison feels thc.t the rsechaniss of changing reserve reouira&erts
should not be reported to exce t in car®© of gre*t need, and he doubts whether
the Council believes that the need is sufficiently grevt at this time.

There should be as far at? possible stability in reserve requirements, and
there should not be frequent changes. At the noment the Treasury does not
seed nev financing, and so certainly at this tise reserve requirements
should be left as they 'ire.

Brown believes that the Council might well pass a resolution on the
subject.

The Council unanimously voted, on motion by Harrison seconded by
Fleeing, that reserve requirements should not be changed et present. The
resolution as finally adopted reads as follows:

The Federal Advisory Council believes that in prin-
cipal at least, reserve requirements should remain as
stable as possible and that changes in such requirements
should not be nade unless clearly required by the credit
situation. The Council is of the opinion that there is
no present need for a change in reserve re uiresientf.

Harrison points out that the British have always bad during the war
* much larger issue of bills than we have ever had.

Bro*n mould ii£c to s”e a larger issue of bills, which would help
to deflate deposits. |If the rate oa bills were fixed between 3/8 and 3/4 of
1 I1"rge aaount of cor orate funds and unused funds of States and municipal-
ities would be put into bills and thus taken out of banks.

On motion «s&de by Harrison and seconded by ?agland, the following
re olution sraf unanimously adopted:

The Federal Advisory Council suggests the desirability
of th™ Treasury considering favorably sn increase in the
amount oc Treasury bills to he issued each week.
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Loans to industry

Xurtr suggest *that the Council find cut [shat the Soerd re —Ily has
in *ind* The Council is opposed, a& it d'ses net beiiev* in direct iocaas to
induatr/ by the central baniting system.

?;e;TUl&tion H

H&rrlsaa suggests that nothin— be don© about Herniation W. After
all, it has little iaportance at present an the whole situation i? */con care
of b~ priorities and allocations.

Bro®n discusses the proposed amendment to section 7(i) of the
Securities and Exchange Act of 1934* He feels certain that the Council is
opposed to this amendment, and he suggests that it be discussed frith the Bo”rd
and a letter sent to the Interstate and Foreirn Commerce Coas&ttee of the
House stating the position of the Council*

B~rrisoa Dbeliever that the whole purpose is to enable Bender”on of the
Office of Price A*5*Inistraticn and Civilim Supply to get control of the sert—
gage loans eade by insurance c;m >anies

gfrgwn r* =ces the statement that ha understands the Council is opposed
to the proposed at— idnent, and that he will send a letter to the Interstate
and Foreign Coraisorce Cooaitte© of ths Kousa stating the position of the Council*

Wakefield suggests that Government officials be warned to be sore
careful in statements such as tapping saving?, “hich cause trouble all ever
the country* &e alix> discussed false statements in advertising put out by
the Federal Savings and Loan Associations

The setting adjourned at 6 p. a*
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Secretary*a nctee on meeting; of tho Federal
Advisor*/ Council on February 16, 1942, at
10:00 a* su, in the Bourd Roos of the Federal
Reserve Building, Washington, D* C*

All aenbero of the Council were present except
Uessrum Fleainc and A&aias*

The draft of the resolution dealing *?Ith reserve re-
quirements, which V7as adopted at the previous aeeting, *as pre-
sented and approved*

The draft of the resolution dealing *itfa the issue
of Treasury bills, which was adopted at the previous aeeting,
was presented and approved*

The seeting adjoiiroed at 10il5 a* a*
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Secretary fs notes on meeting of the Federal
Advisory Council on February 16* 1942, at
10*30 a. a*, in the Board Room of the Federal
Reserve Building!, Washington, D. C*

The Council aet vith the Bo rd. Ail cetera of thft Council “ere
present exce;t Ur* Fleming, -ho joined the meeting ut 10:50 &. *. Of the
Board, the following ~ere present: Eccles, Ransom, Szyncz&k, ICcX.ee, Draper,
Clayton, Tburstcn, Morrill, Bethea, Carpenter, Syatt, Wingfield, Golden-
veiner, Paulger, Smesd, and Parry. It should be noted that Governor &c&ee
was not present at the beginning of the meeting, but joined it at 12:10 p. m.
The Secretary of the Council read the re elution dealing with reserve
requirements.

Brcvn says that the Council recognises that in the present situa-
tion there my have to be m-—Men changes, but thinks that at .regent change
is not needed.

Eccles: Reserve requirements have not been formally considered
by the Bosrd and the Treasury* However, it has been suggested that the
problem say nave to be considered within a month or go. He does not believe
that the reserve requirements should be lowered at present. |If rates of the
short—term money market are at present still below 3/8 of I1£, it weald not
appear as if there war* any n”ed to ease up the situation any further. To
be sur*, Sew York, at this ti;&@, doe# not have es large a proportion of e —
cess reserves a7 it has had in the past* Xt all gets dc*n to a question of
hoe to finance the war. |If the Treasury desires to continue tc have over-
subscriptions by breaks and wants the banks to be the chief uy”rs of bonds,
thon it is desirable, obviously, to have larger amounts of excess reserves*
IT the Treasury, however, means what it says — that it wishes t have as
such of the financing as possible done outride of the banxs, then, obviously,
large funds in the banks must be tapped. With banks having larger deposits
and fewer Governmental recurities available for investors, everything ought
to be done to avoid a further expansion of bank deposits by having banks buy
sost of the Government securities* |If money in circulation continues to in
crease and hoarding gees on, then it say beeose necessary to do something
~bout reserve requirements. On the whole, open market operations are to be
preferred to changes in reserve requirements* Something sd™ht be done in
connection with changing the present arrangement of the three classes of
banks, to—wit: banks in central reserve cities, banKs in reserve cities,
and all others* |If the st—tute were amended, Chicago ou ht not to be a cen-
tral reserve city, for after all, the flow of money Is fundamentally in and
out of Me* York and rates are largely determined by the situation in the New
Terfc jfioney market* For this reason, it may at times be highly desirable tc
have reserve requirements in New tork changed and not affect other parts of

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



the country, Eccles st tes that these ?*re aeraly his personal views, but he
believes the other a-stbers of the Bo rd agree.

Ran»ont g;,y»czak, and Draper thereupon stated that th*>y were in
agreement vith the Chainré&n*

Brown states that he does act believe there is s.ny disagreement
between the Board and the Council and that the natter has b*en merely
brought up in consequence of a pergonal and confidential rea&rk made to

Broan by Secretary of the Treasury &orgenthau*

Hanson agrees *?ith Brovn that in fcheae tirses changes may have to

be aade rather suddenly.

Eccles; JSorgenthau said to Eccles that he *oaid like a discussion
about reserve requirements after the inco&e tax collections of March 15 ere
out of the way. Secies* told hia that before reserve requirements were con-
sidered, it adLght be well to have soae ensideration given to a long range
program for everything de ended on what the Trenaury really wanted. |If finan-
cing if to be done largely through banka, than reserves sav have to be
lowered. The Secretary of the Treasury agreed to have a full discussion of
the vhole prograa before giving consideration specifically to the question
of reserve requirements* Socles notes that there sight roll be aoae other
types of securities* besides merely defense bonds, ~an financing of 29 bil-
lion dollars a &oath is required, as will shortly be the case, the situation
requires very different assures froa those taken in aore noraal tines.

Harrison says life insurance cogpaaiea asuat know —shat the long
range ..>rogras is to be because at the present tiise, they do not feel free to
buy Government brands at the present low rate to the extent that they would
if they knew *rhat the future situation in connection «ith the Government
bond smrket is to be. |If the insurance coapanies were told to buy Zkf bonds
freely as a patriotic duty, they ”~ould do ao rithout any hesitation*

Eccles* It is true everywhere in the world that there ia a feeling that
central bunks do not play any part in the frar economy* In this view,
the quantity of nosey is not important as prices are controlled and goods are
rationed, and as a result, people cannot do anything with money. Henderson
does not believe this to be true and Eccles is in agreement with Henderson on
this subject. The British and the Gerraans also recognise that everything pos-
sible mist be done to reduce funds in the hands of the people* A proper tax
ysten and proper financing will us« the existing funds for the purpose of
ptsrehaalng Government securities and will avoid, as far as possible, creating
Qdw funds. There are people in the Treasury who lean toward the school which
bolds the view that the amount of money is unimportant. However, the whole
trend is toward the view that funds in the bands of the people should be
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restricted, as far as possible* Even in C?enaany, in spite of her great,
direct control over the situation, it was found that price control and ration-
ing, alone, will not do the job* Consequently, .0o—called "iron savings"

*ere introduced by ~hieh savings are forced into the purchase of Govern®eat
securities, bearing a rate of 3~ .

The Secretary of the Council read the resolution dealing ~ith the
issue of Treasury Bills*

Brov—n points out that it tould be most desirable to have a larger
supply of Treasury bills than exists at present and suggests that instead of

issuing around 150 Billion doll trs a week, the &sount be raised to 300 mil-
lion dollars a ~eek* If this were done, many corporations, states, and aruni—
elpslities would be billing to put their surplus funds into Trsasarv bills*
They are not interested in the present lor rate, bit they would : if the

rate went to about 1/4 of \%* |If this were done, the rise in ban* deposits
would be checked somewhat and also the flov of fun is between banks would
diminish. Ke pointed cut that since tlie rate has gone above 1/4 of I£, the
State of Illinois and sos*e railroads, nbout which he is informed, have begun
to buy Treasury bills. There is needed, however, a more stable market for
these bills and a larger supply of them.

Ecclesg The Open Market Committee hag suggested to the Treasury
that there should be sore bills issued but the Open Market Committee is not
undertaking to su”~”e”~t the ailaount* The Treasury officials do not sees to
disagree with this view, but simply have not done anything about the matter.
There are various ways of preventing savings from becoming too large. Thus,
for example, the Treasury might reduce balances in the banks and have the
Open Market Committee buy just prior to the various tax periods} then, in ad-
dition, withholding taxes of various kinds sight also be introduced.

Bro—n says bills would work automatically, while the other methods
would not. It aigfct be if the supply of bills were increased and other simi-
lar steps taken that the great swings, now existing in the flow of funds into
and out of individual banks, misfit be prevented, and also the present large
swings between various districts might be checked sosewhat. This large flow
of funds in and out of districts is due to the action of Lend-Lease and pro-
duction of **&r goods, which, at various tines, result in unusually 1urge pay™—
sent;) being made in certain districts, the funds for this urpose being

withlr&éwn frca other districts. In connection with the longer range program,
there is act any consensus on the part of the Council. In connection with
direct urchases of issues by the Federal Peserve Banks, the st tesient as draitn
up by H<orison, giviac the views of the Council, “as re~d by Bro*n: namely,

that "the Federal Advisory Council believes that there is objection in prin-
ciple to the unrestricted ri“ht of a central bank to sake advances to the
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Treasury, but in view of the seriousness of th« present emergency, and in view
of the interpretation put upon the proposed law that the mrchase of Govem-—
aent securities directly frost the Treasury is subject to the judgment of ench
Federal ~eserv* B*nk and not subject tc the unrestricted direction of the O”en
Market Committee, there is no practicable objection tc the jroposed amend'asat*”

Eccles denied that he ever said that the local Federal Tteserve Bank
should have any voice in the decision of the direct jurché&pes. the law would
be useless if any such interpretation wer*? made and no action would be taken
under it, and the matter rculd be left in the hands of the Open Market Committee,
as at present*

Ransom pointed cat that the bill pending in Congress could not pos-
sibly have the meaning stated by Brown, and he pointed out th*t all the bill
proposes is to take out the last six words, re?ding: "but only iw the open

market* of Section H* 3(b) of the Federal Reserve Act* Ransom iso referred
to Section 12A under which the present Open Market Comritt®e is constituted*

Harrison said he had an idea when he heard of the interpretation pre-
sented by Bwn that the argument —r-s that direct urchases are not op n market
operations and that, therefore, the right of decision to make them would revert
to the local Federal Reserve Bank.

gccles disagrees *?ith the Council on the whole question and also
dees not believe that the direct purchases caused the difficulties in Gerr;any
and France, and he had Dr. Goldenweiser distribute a memorandum discussing
this question*

Harrison states that he does not feel there is any real difference
between the Council and the Bonrd on the need of the enactment of the pro-
posed bill* The Council believes that with or without the supposed interpre-
tation, the bill should he passed.

Bro®n agrees with Harrison*

Ransom states his view that with some limitation as to possible
tcount and character, the direct urchasing should be permitted,even after
the present emergency has passed*

Bro*?n reiterates that the Council is in favor of the present bill
and as tc p”rmsnent arrangements — that, at the moment, after all, is an
academic question*

Bro®p brings up the question of the r-attera of v-ar financing* The
eembers of the Council were not in agreement exce t that they all felt that
there should be some plan* The Treasury seems to be follo'rinr a h‘ind—to—mouth
policy, borr winp as the a; ending departments of the Government need money.

The defense bonds are a demand liability on the Treasury and therefore involve
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a certain amount of danger* There* are many schools of thought as to what
should be done. The Council feels that the Board must have considered the
problems, and the aeabere of the Council «culd very such li&e to have the
Board*s viess.

Ransom In turn roggexte that it v.ould &« of rpre~t value to the Board
to £nc* what the different lines of thou”~t of the a—mbers of the Council »©r«.
The 3o<rd has had discussions for months with the Treasury and vhile there has
been soae progress Tsade, no definite plan has been evolved.

Bro n says that the Council has about eight different plans In mind.

Flesd.ni: says that there was an agreement among members of the Coun-
cil that securities bought by banks should not have a maturity beyond ten years.

Eccles states that he does not see any difference between registered
and ncn—negoiiable instruments on the one hand and other bonds in go far as
desand liability is concerned. He believes it *ottld be inappropriate to dis-
cuss in detail the memorandum submitted by the Bo rd to the Treasury prior to
discussing it ®ith the Treasury. He does not see any objection, howeverf in
telling the members c*f the Council of certain of the principle* upon Thich the
Rsaor&ndua submitted to the Treasury is based.

At this point Governor HcKee joined the meeting, it b ing 12;10 p. s.

Kccles aays the feeling of the Board is that bsnks should be used
for financing only a* s lest report, i. e., sfter all other funds have been
tapped as far as possible. The Board feels the Treasury has not gone as far
as it might in this direction. It ?ould be inadvisable to do the financing
on the scale required throu h the open market. |If that were to be dene, then
excess reserves would have to be? incresed and the Bo rd would have to take
action on reserve requirements wicb sooner than it sight wish to do. In the
case of open market operations, banks are the underwriters and if banks sold
off some of their securities, there would arise, the problem of a secondary
market. If private investors buy under such conditions, they have found they
suat usually ;*&y a premium. There are large corporation balances test are
not being used and there are also private investors vith large uninvested
funds, euch as trusts and the like. At present there are rarely any Govera—
aent securities which the??® people wish to buy. The defense bonds now being
sold »ere designed for a certain class and there should be other securities
designed for other classes. There should be a tap issue. It eight be pro-
vided that this last class of security could be cashed only after giving
notice say of anywhere bet*eon thirty and ninety days. There ai“ht be a further
provision that the rate of interest might increase the longer the security
was held. P'ir tould be paid, but the instrument *?ould not be negotiable and
banf3 r.ould not be allowed to buy this Instrument* Then there might ~ell be
another issue soeewhat similar to Series G which ~ould be siade available to
insurance eoapaniee and siailar long—-term investors.
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Bro?n quentions hether cor orations have as large funds ae sose—
tie» are thought to available. A discussion took place about railroad
funds *nd the li*e.

At 12x20 P. M. Sccler left the meeting.

HcEee s&ye there ought to be a variety of bond™ tc meet various
neede, to which Harrison agreas* There are too in&ny ‘aanKs “hose limitation
of capital structure is out of line vith their deposits. There is a danger
they *culd buy too aany bonds and get into serious trouble.

Wakefield points out how trusts are plaited in subscribing for bonds.
For exaapie, & bank cannot sell Government bonds to a trust frcx its o*”n port-
folio and to buy these bonds in the open »»rket is aost unsatisfactory#

Harrison thinks a registered bond *hich had a nix—sonths period be-
fore it cculd tie redeemed would cut out the so-called "free riders"”, but prob-
ably weald not eliain«te the &aall ban”s. To be sure, when the war is over
ami people esay need the aoca-sy badly, there may be a sudden great deaand on
the Treasury at a tiae when it vill be hardest for the Treasury to aeet the
deaand.

,*.efienrdx Brinks are involved vith the Govemaent now to such an
extent that their solvency depends alsaost entirely uooa “"ovomaeat securities.
The result is that there is needed a long-range vie— as to “~hat the rate pat-
tern is? to be.

At 12x40 P. M. lccles returned.

Wakefieldx For this re son he believes the federal Reserve ?ystoa
Bist have the right to buy directly froa the Treasury so as to ha”e complete
control of the rate structure.

RanuJB says he doe* not believe that direct purchasing neces” rily
fboold becoae a raanent feature, but after the emergency is over, this ques-
tion should be given careful consideration*

Sgc&ee sal/s that there is a scheme for perralttin® bamcs &? buy bonds
for individuals and advance the funds for this ;urpcse for a certain period,
for mFhich a service charge *?ould be aade. Then if the individual could not
keep his contract with the bank, the bank ?ouid h&v«* th$ right to redeea the
bond in question immediately. In this way the banks would get a little back
of their ex en&ee incurred by soiling defense bonds*

Lecies» raimftlng his foraer discussion: To accoaplish the jaaxiaua
financing outside of bank**, there should be tap Issues provided tc fleet the
needs of different types of investors* |If this did not bring in enough funds,
then ifiguet; dasignad principally for banks *ouid have to be put out and per-
haps in that case banks would have soae preference in the purchase of f*uch
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issuss. This T'ouid reduce the amount of wnr et i su™f an.* bamcs would not
have to buy as aaich; the pressure cn the Board to reduce reserve requirements
could lessen &% banks undvr such conditions would have sufficient funds to
buy all the Government securities necessary, Iin so far as the?e were not
taknn up by non-banking purchases.

Tr&llaoe asks *hetfter buries could be prohibited from buyinr long
terra a?ecuritic *

Ecoies Bays that it is conceivable that the purchase of lonp ter*
securities by bsnits, i» e*, beyond ten vestrs, —i ht be limited to $ose ratio
of amount of such bonds purchased to the amount of the true sayings deposits
of a bank*

Harrison suggests a non-—negotiable registered tap issue on i*hlch
it sight be; pemi tied to borrow money so that the Treasury would not be
called upon to seat as large a demand liability as sight otherwise be the
case*

Eccles thinks this mii$it be done* He believes it voula mean that
investors sight buy acre freely, knowing that, If necessary, they could bor-
row on the bends even though they mi~ht never do so* |If the short ter® rate
should reach & point where it caused the rat© on the lo»£ terra issues to go
up, then the Treasury would have tc su. port the short ter® rate in order to
prevent the price of long tors bonds fro® dropping* Is sorry that* the
rate of a ye—.r ago w&4 not a&ininined* If an att®™mpt wore made to revert to
the rate of a year ago, it *culd neon that issues which have been ;ut out
since and —;hieh are now sellinf at a premium *culd drop in price* So far
the very plight increase in the short tera rate has not affected the long
tern rate* In Britain the banks were practically subsidised at the outbreak
of the war* The British Government allowed the bond m>rket to decline* Then
a price was fixed belowW which securities could not be sold* This lov=ar iiait
has gradually bees raised, nl the tap issue, open to purchase by banks, pays
a little better rate so that banks get a certain advantage* We started in
the war a" a tia© when rates were getting lover and maturities lengthening
and this situation fixed a kind of a bench a”rk which it is rather difficult
to change, though *e» may have tc do so* In Britain bancs are cabled upon
only as a last resort*

Brown brings up the setter of th® amendment to faction 7(d) of the
Securities Exchange Act of 1934* The Council feels that a permanent po*er to
reMalf te the amount of margin requirement in connection frith unregistered se-
curities ought not be giv n to the Bo rd of Governors* In so far at this aay
be needed for the present emergency, the President now has the po ©r to confer
such authority under the? Trading *ith the Enemy Act* There are too many cases
where loans must be made on unregistered securities in order to settle eat— tes
and the like* Furthermore, in most instances unregistered securities are those
of smaller corporations closely held, and it is just impossible to determine
unrier a regulation the value of such, eecuritiee* He questions very seriously
whether there is any danger of Inflation from this fcource*
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Ifogae pointy out that when this natter of the proposed amendments
to th© Securities Exchange Act of 1934 was discussed the Ba rd had before
it e Eetaorandum, of which a copy had ai:K> been given to the members of the
Council* M e « confessed, hevever, that hs did not realise that the sug-
gested amendment vaa? included in the seaaor&ndum.

3rom says he is not discussing th© past but ~culd like to go
into the merit#* of the question.

Perrys More than a year ago “hen the matter case up, the invect—
adont bankers and the Securities Exchange Cosaspd&sion submitted to Congress
all the suggestions that had been &ade. Parry himself sat in cn the con-
ferences held by the Securities Exchange CcBfiissioB at that tiae* The Fed-
eral Reserve System made some suggestions merely intended to clarify the
law, but the suggestion to amend Section 7(d) was one which s?ent beyond the
a>re Batter of cxarification. The Bo:rd was desirous of obtaining the s—ae
power ov*r unregistered securities as it now h*if over registered securities.
Be wished tc point out, however, that this porer doe* not cower loans on
securities as such, bat merely loans Rade for the purpose of buying or trad-
ing in such securities. The Board's feeling was that it sould m.ae its regu-
lation covering purchase of securities such simpler and tlie idea was solely
to give the Bo rd pcreer in case the public should rush into the purchasing
of unregistered securities* He admitted it sight be impossible to draw a
regulation which could be made to apply to closely held securities which are
never traded in*

Eccles asked «ho made the suggestion.

Parry answered that it case from the Federal Reserve System, was
approved by the Securities Exchange Commission, and was not objected to by
the representatives of tlie investment bankers*

Eccles wanted to know fro© Parry if the Securities Exchange Com-
mission would ~ant to take over this :>o%r if the Board opposed the assnd—
aent*

Parry stated that he believed the Securities Exchange Coanission
would try to take over the porer if the Bo rd did not have it.

ScSee says that in his opinion if the amendment —ere adopted, it
wouii Impede the flow of capital into new enterprises*

Eccles says that the whole discussion strikes hiss as purely academic
beoense he does not believe that the suggestions made to Congress will result
in a bill .ittd therefore questions whether any law will be enacted. So far
the hearings have dealt purely with suggestions, *ni the House Committee on
Interstate and Foreign Commerce did not have an actual bill before it.

Brown says the Council wishes to file a statement with the Inter-
state and Foreiim Cossm—*ree Committee of the House* HO© doubts whether the
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amendment to Section 7(d) vill be approved by the House Comittae* As be

said before, as far as danger of inflation is concerned if that should arise, the
President has assole ’'*rser tc give the Soar'd, cr anyone else, control over

the eituatico during th« period of the ~Bergency*

Kccles say* the Codicil should file its objections with the House
Cossaittee*

rangoa also states that there &ren*t any objections to having the
Council file an adverse report with the House Committee on the proposed
asendraent to Section 7(d).

Farrjr: There is a proposal before Congre”r th it there be trans-
ferred to the Board of Governors the present pover of the Securities Ex-
change Commission to investigate the solvency of brokers for the urpose of
protecting investors. The 30 rd stated to the How* Cossittee that it pre-
ferred to leave matters an they *are at present*

Brown: How *ouia the Boird of Governors feel if the Executive
Committee of the Council arranged to aeet *Ith the Bo rd cnee a month even
if it be only for an hour? The members of the Council feel that such saeet—
ings would be advantageous during the present emergency*

Socles stated that he personally could sot se«, any objection to
such aeetings provided they T?re on sose regular schedule* At least a majority
of the members of the Bo rd could arrange to be present. Eccles agreed Hie
other nsabers of the Board ho?" they felt about it and none of the® had any
objections. *t decided that the Secretary of the Bo rd of Governors
and the Secretary of the Council should work out sose rchedule for the; e
*onthly seetings.

gcfCee wished to brinr up some other Batters, bait it wr?? decided
to do so after lunch and the meeting adjourned at 1:55 P* a.
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Secretary's notes on aeetiag of the "lederal Advi cry
Council on February 16, 1942, ht 2*50 P. In the 30 rd
Room of the Federal Keserve Building, ?ashin/ton, D. C.

The Council mat with the Bo rd and all ssabert cr the Council *?ere
present except Mr* Harrison* Of the Bo rd, the following were presentl
Hanses, Szyacsak, McS.ee, Morrill, Bethaa, C rtenter, Goldeiweieer, Wyatt,
Wingfield, Vest, Saead, parry,and P&ulger.

McKee e&id he had three subjects concerning hich he wished the
advice of the Council*

1. Certain provisions under Regulation Q,

2. Taxation of stock dividends and the effect on fcmk
supervision,

3* Proposal to repeal the prohibition arainst aeaber
banks of the Federal Reserve System paying dividends
or a&king loans while their reserves rere deficient

1* In regard to the problee of F-egul.=tlon Q the law provides
that the Bo”rd of Governors and also the Federal Deposit Insurance Cor cra—
tion are tc ©ace soie regulations governing the withdrawal of savings froa
b%nk9. Haither the Bo rd nor the F* D* I. C. has done anything. Some States
require notice of withdrawal and in others it can be weived* There is a
question whether it Eight not be desirable tc enforce notice in order that
defense bonda be bought cut of current income rather than out of accuaru—
Inted s&vin~c* Also, savings banks ar* suffering froa the withdrawal of
their deposits, partly for the porposa of ;urchasinr defense bonds and
partly for purposes of hoarding. |If notice were insisted upon, withdrawals
would be sore orderly. Pennsylvania requires a t”o weeks* notice but other
States do not have a similar requirement. The conv”r«ion of savings into
defense bemads raay create trouble. |If and when a customer desire? tc with-
draw his savings to buy defense bonds, he should b= allowed to dc it. Ap-
parently M ee wants all restrictions removed.

3ro™n says the sentisent of the Council s"esss to be to let the
aatter rest as It is at present and Regulation Q be allowed to stand with-
out any change at the present time.

2. McKee: Capital distribution by stock dividend* There is
case pending in the Supreoe Court on the subject as to whether a stock div-
idend is to be regarded as income* McKee *culd like to see a law which pro-
vided thot in the case of banks where, ~fter a stock dividend, the capital
reaained D per cent of the average liability of the previous ye”r, the stock

dividend ~ould not be subjoct to tax. The present rule is that a stock div-
idend is not "taxable as incone, but there is Seise likelihood that the Supreme
Court will overthrow this rule.
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Brovn says the Council has sympathy 1th the suggestion of SScKee
but he thinks it very Jubious whether it ould b* possible to obtain legis-
lation exempting bank stockholders fro® any tax levied on others.

fccK®e says that such a request for legislation *Ottld have to soss
frc® the supervising authorities and rould be based on public interest, go
the bank ati.ght be in a position to protect expo* d assets. HO points out
that at present a bank slight have a s*sall capital ani relatively large sur-
plus, tho large surplus wiped out but the capital not impaired* As lon™ as
the capital is not lapalrec&t the supervising authorities cannot do any-
thing, though as a aatter of fact, the sur lus is really a ;v rt of the cap-
ital structure of the bank* If banks wer” allowed to ay out surplus in the
fora of stock dividends for the urpose of increasing the capital itself, a
sounder situation *oul& prevail* At the present time the rule is that stoek
dividends are not regarded as Income and McKee wishes the matter to be left
as it is at present*

Bro—n points cat that from the supervising authoritiesl stand-
point there IsnH any power tc ssake good depleted srur lus as lonb as cap-
ital is not Impaired* KcKee”s point is that sur lus is used as part of loan
basis, but at present there isnft any way to compel a bank to swike good its
depletion of surplus.

3*  McKee points out that the necessity of a hank at all ti&es
sjaintainlng its reserves intact cr* tm& too such pressure* His belief Is
that tfciij provision should be wore flexible so that when «t tax periods
withdrawals are he&vy, banks ri~ht for a very temporary period maxe use of
tfceir reserves and thus avoid the necessity of liquidating any of their
bond portfolio* % believes this sould al”o relieve some of trie pressure
non existing to lower reserve requirements*

Wakefield says if any such regulation were in force there *ould
be constant pressure tc have exce tions made hr which a bank could use some
of Its reserves*

McKee wants to ?*&intaln the present reserve requirements but there

is a feeling that if the Treasury is not able to sell issues easily, then re-
serve requirements *rill h ve to be lowered* |If banks do not have to li uidate
at intervals, as is true at present, then there will also be less need for

the Federal Reserve System buying directly fro® the Treasury*

Brown Thinks th*t exce tions made would create trouble and charges
of favoritism* |If reserve and central reservo cities were on a weekly basis
as country banks are at present instend of b ing on a biweekly basis, it
wouli help flatters very much and such a chanre ”~ould not be subject to any
of the difficulties which McKee*s proposal sight create.

EfcXee stats? th*t his aim is to keep off inflation and at the same
tiae keep reserve requirementr rigid.
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Secretary*S notes on meeting of the Federal Advi“ory
Council of February 16, 1942, at 3i35 ?¢ K. in the Board
Kooa of the Federal Reserve Building, Waa&ington, P, C.

The Council set stlone with Dr* Goldenrsise:’, all ntbirs of the
Council exc«;t Mr. E&rriacn being present.

Dr. Ooldersweiser discussed the buriners situation# The whole
business situation Is centered in the “ar and in questions related thereto,
such as large Government ex enditures, production, Jlo of Boney, where it
goes, etc. Generally the problem has been to find employment and accelera-
ting the production of the country in order to employ sore people. Now
the problem is to find the MM to do the roric and to bring production up
to the point needed. The firures of the President of the United States for
production are reost important. Kis statement meant that about one—half of
our national income is to go for «ar* This implies that if *e take iron,
non—ferrous metals, and shipping, thesfl will have tC taie up about 0 bil-
lion dollars in 194.2, while, as a natter of fact, at present those indus-
tries are only on the basis of about 15 billion doH rs for the year.
Probably these industries csn use 5 billion dollars sore and 6 billion fur-
ther can be used u; by ecnvé&r™lon of plants. This still leaves a gap of 4
billion dollars, uhich, it ssust be retseisbered, is af such as the whole auto—
mobile industry amounted to in 19'JL.

Goldenweiser states that he is using the current price level. The
limiting factors are lack of skilled labor, materials, capacity of plants,
and, probably most serious, transportation. It must be remembered that in
this ear the time element is all important. To put the matter in a finan-
cial way, our national income, let us s&y, is approximate!;y at prosest 110
billion doll .rs, of which a: out one—half is to go into ifor production, the
othar half being left for civilian use. |If half of the national income
goes into war production, which ultimateiy, after all, flows into the hands

of the people, then how can a large price rise be prevented? What is it
tn&t nust stCf— in order not to interfere with the creation or ornament? One

thing undoubtedly is that there will not be any n wplants built for civilian
purposes an ! the consumption of autos, refrigerator??, and the lifce will be
sharply reduced. Taxation is to be increased by 9 billion dollars. But
when all is said and done isuch money is still left in the hands of corpora-
tions r.nd in the bands of individuals. |If the Treasury will issue se-
curities a ealin? to large invests rs such can be accomplished, tvn under
sue circumstance?*, banks would still have an ample place for the absorption

of short and medium—-tena securities* The Federal Reserve System shculd
start a campaign to find ho the inverters could be. Up to the present, a
class of securities has not been issued to appeal to cor orate investors*
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The Federal Reserve System can do aany things and c*n especially find cut
where the funds asking lavestiaent are to be found* The sonsy supply of
the country Is an essential feature of the economic structure, but some
Hew Deal economists hav« bo«e» spre ding the dectrine that the question of
socey isn#t of any importance* To be cure it is perfectly trie that not
everything can be settled by the centrcl of money ~nd credits* On the
other hand, it is also true that if the money problem is sO handled that
one country is drained of its resources while another is flooded, a bad
situation rill result. Haturally, this latter point is of sore importance
for the poet w situation than it is at the present soment. It is neces—
cary to £et rid of many fetishes* the sion™y mechanisas hse a wcrid—wlde
function snd all forms of government us” it— democracy, totallterirailam,
cosniunism, etc*

Bror—-n acé&s whether uci.ienweiser has any opinion as to whether
Use spending of soney will lag because materials are not available* Re
points out that the Ccv m®f;nt has a«ked soya bean growers? to increase
their production by psr cent, but, on the other band, refiners have
been unable to obtain e+t inless steel nxedsd to inerears their refining ca-
pacity.

Goliewelser admits there «ro a ny :ift'icultiee, but believes the
needed results c&n be attained. Historically speaking, except during the
depression, *e have usually had a shortage of labor, but now we are faced
practically for the firct tisse in the history of the country with a short-
age of materials.

Ragland asxe ?-hat effect our large gold supply rill hrre on our
war economy.

Goldenweiaer answers, non** at ail. He does not gee any wav of
redistribitin£ the fold. He says we must be farsighted and the 23 billion
dollars of geld night as rell be written off for the tire bai»g. Certaany
and France were ruined by inflation because they could not or *ould not
raise sufficient funds by aeans of taxation to saeet th”ir obilotions—in
one case re aratioos and in the oth”~r the coi t of reconstruction* Under
such conditions, inflation is bound to cose and the exact means by ~hich
it is produced ie relatively unimportant.

The meeting adjourned at 4:15 F* M*
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