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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
November 14, 1943

S0 e e O e A e SO NS P

sr ent, rown |n eéh
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. Robert V. Fléming District No. 5
Mr. H. Lane Young District No.
Mr. Edward E. Brown District No. 7
Mr. Wman E. Wakefield District No. 9
Mr. W. Dale Clark District No. 10
Mr. George M. Wallace District No. 12
Mr. Waltér Lichtenstein Secretary
Absent
Mr. Ralph C. Gifford District No. 8
Mr. Nathan Adams District No. 11

efings, nor ernates heen appoin
ﬂ]ermore Ei§le in anag Informed ﬁg%voui be unal Ie 0 attend
Irst Session ut expected to be present at the subsequent sessions.

Thent inutes of the eetin s of Se te ber 19 1943, an sof the
meeti ot Eecure ﬁg

teon er61 3c |eso |ch e(elp
vrous sent to mem erso were aprp]rove e r idento ouncil
xecu Ve ommigee

ifwas eX ecte xt eetin
ece his dat embe xecu IVE 66
present Ched been prevrousy ag oard overnors

ContrTaigeSCounmI proceeded to discuss at Iength the question of the cancellation of war

It was pointed out that four steps would seem to be essential:

1. Machinery must be organized for settling contracts.
2. Contracting officers must be relieved of personal responsibility

3. The Armed Seryices should have fi aIa thority in the.settlement of contracts
%nd suriﬁ settlement si!i qucf ([i e su ject a review yt?t 8omptr0fer
eneral except In case of frau

4. Special attention must be given to the position of the smaller contractors.

On motion dul¥ madg and Feconded it was voted to draft a resolution presenting
the point of view of the Counci

The ecretar f the 3v%ouncrl st te tMeserEGifford and rﬂswou got]_i%

ommi

1
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The questron of the liabilities of banks in the ca(shh government chgcks was
discussed, aglrt was pointed out that at resenh banks nave ng protectjon and assume
unlimited liability in acceptrng endorsements when cashrng government checks.

It was agreed that Presrde f the Council gx s 0 the Board informall
t m‘?’on T’che Couner at |twoud% hh h Hesclrable)rfe g}slattﬂon mreqht be eﬂacteg
e ng an imiting the liabilities a bank assumes In cashrng a government chec

A discussion took place regarding the recent issue in Italy of so- aII “allied militar
cu rency”. [t was poij te ou t at here are reaI tw Ifferent cu renc
ved, on elngt ear ea rrene which 1 rea nothln ot ert ere uar
sr ver certific te then the so-c ccupatio renc ss ate th
ISions. 0 u reme Court, t e m| fary aut orrt ccu |e territor as t e
and dut to C ntrnuet e econqmic e 0cC |ed terr tor herefore, I the
Omestl currenc

suc errrtoryl!t Jrsaé)peare as a resu t of enem 0{ ot er
actlon g g ||tar H horrty t l%rovr e Some new curreg? or
ter |tory he Unrte tates does not thereby-assume any legal or mora gatlon to

redeem ‘such currency.

as agreed unanimously that there was no need to discuss this matter with the
Board c}% vgernors Y

The Prw rﬂ)t th(e Council called attention to the issue recentl¥ of a.circular bg
the SmaIIer lants Cor oratron jn which 1t was stated that any c[? Roratron ga
war roductron .or Inessential civilian gro uction may borrow at'a
t e o ernment |vrng one undred per ent uar%ntee to reimburse t eIen mg
ss nc rred on such a loan. The Interest on such loan Is to be our

Case t ere IS
an IS to receive three per cent and one per cent Is to go to the

pet cent of whit
gency

Various m hbers of he Counoll cri clseb this Ian as it involved cqhnng tfle
danlger for smaI er hanks w not be able t ete for loans with t r
IoansP ants Corporatron an nee d a higher return an three per cent on commercra

[t was. unanim usE/ algéee? hat the President o the Council should make strong
representations tot 0a overnors on this subject.

A drscussron took place regarding Requlation Q and some of the members of the
Gouncil ts)tated that 1t seemed n% ssa%/ toglssue In some districts more detnnrt mstruc
tions to ba Eexamlners to have them_cal %ttentron of bank toep ac&rcesw |§ were
condemned by a recent ruling of the Boar of overnors of the Federal Reserve System.

A .discussion took place respecting the future policy of the Treasury in issuin
securities. P peeting Policy Y J

The meeting adjourned at 4:45 P. M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
November 15, 1943

Fecr t%éthe“tu.ttttnt R R L e

t\(llessFrsreS&har aerdceEr ng/ﬁl{%%%d%n MrK% rg L. glar_rlrs VrceP SI?{?
L ale Clark

sternnqsecyrpan E efield, eorge allace, an aper Lic

A resolution was read dealjng. with the termination of war contracts, There were
some mrnorc anges suggesteg |ng|ts hnaﬁ Form the reso u%on reaoos asf flo

heIarge artofthe ductjve capaci th unr IS now engaged. nte
UFthe e e e e

roduction o ar 00ds. vertrn ggan
ar econo eace economy wr e a stupen ous one, both rthe vern-

ment and th/ b0 f
Areadey some War c ntracts a erngw
sta

thnr?gnob fcnce éo@pee yla%'og

gerce%a contr ct en out
ut settlemg ese C ntracts e esse We arg to av
rous. pusiness de ress nap mass_unemployment.. Million
rom mill ab servr lons more no ae IP ar g)l Wh
or new H vvrII ex t them prom delay In t e nsrtro
from Wa {0 peae | usin ssr ampr one hit mor t an sun vold a 1N It
? nverfron in pro new ass un ey socr |streB
des t, refiet rolls wr atF tr asunes SU
Jecte 0 the necessity o |ng uge gran ort oft e unem one

Thrs must not and need not happen.

tar}}/ factors are |nvoIved but the settlement of terminated war contracts is
one of tfie most Important.

“The Federal Advrsory Council believes:

]f] at war contrac 8wh|ch are ttermrnatedm st be settled and ae %ed romPtI
and ‘finally by _neqotiated agreements between t eco fractor an Brocu E
agencyo the Government wnich negotiated the original contract.

}That settlements on oti date\d should be final and not subject torvrew b&
%38 her a enc xce or Ny a ou ts that.mi ht concevably be save
the Govern ﬁogt -audit'wi ernto ins Acanee n arrso
with rants or re |e that wi enecessrtate y resulting’ delay, uncertarn ,
unemployment.

‘13 That. if settlem nts of termrnated C0 tracs when negotiated by the rjp
furr encres ar |na or If they are m ect 10 su euent audit, ce t
VY ng arotﬁ‘ nee orre onv rsrona Oar a)é 03ses, be

aple until ment does beco na n asls o redit there P/
ecomes ascerlarnab 1S applies particu arytot 0Se contractorsw ose capital s
relatively sma
ng4 That Congress st] ould relieve co tra dtrng officers who negotiate settlements
fro ersonal responsibility, except for rau
that Congress should ena%t legislation gthovrdr more aqe tﬁ ns of
|nte Inancin contra rsw se contract ave en cancee or un-
avor able reaso st ere Is eay In final settlement and payment.
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“(6) That appropriate plans shoyld be made in advance for the prompt remova
r?gtseﬁﬁ |us &ovgpn en mg)terlal ang ?acﬁltles ?or p?ants whose contFr)actspare termi-

t?k?:ﬁ‘ 62%#@'@'8#%%2&2% ?ﬁsr%r%duvs'séﬁ%e‘%ﬁ#{‘e%{’ | Q'BeéfesaPé”PJf{é%etﬁ%eprﬁi&ES
of thousands of cortractors [arge and small and to assure business that, when termi-
nated, contracts will be settled fairly, quickly, and finally, there is.danger that war
rpduciiop will' be hampered now “and that' peace production will be perilously
elayed after the war.

taI:eTnhﬁ Federal Advisory Council believes that these are risks that need not be

The President of th ncil ted that the Board of. rnors of the Federal
eserveeéD %%%r%te rBe Oaslge% . (9 L%raC ssuﬂgtﬁ?eegeso utio ; too%%.?mgg .%eonf)ra?c? eremlre\gﬁo%
oard and to other agencies and officials concerned with this subject.

The meeting adjourned at 9:50 A. M.

WALTER LICHTENSTEIN,
Secretary.
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ANG-Ti52 WonkD o CovElalors B e FDRRAC RESERUE Svatel

November 15, 1943

Go'A\‘/er1 Ootr)ooAfthw:ge 1 gsnﬁfre\r{e: ys efntrhvevanenj ﬁrv'sﬁo% %Oﬁgglrln% thEeF eraﬂ
eservé Bui drng ashington
Present Members of the Board of Governors of the Federal Reserve System:

R ner nlggt \ece[grgg)rrman Rrﬁral@‘ REns aggerlolors M. Sa v?rz nce
ssrs
er or
oard 0 vern

h | ma I urston er:ra Si a tto r
e an eeccrree ar gard o vernor ear?era a
Brer e era ﬁ eorg Xs i &rene ﬂ forney:
hamas, san | v ono c a a ge
| Son of Binance: Edwa Gl |e Rision oF Bk peratrons an arI
arry, hre IVision 0 ecurr

Present Members of the Federal Advrsory Council:

oh Ies d aerndCEr ro ! \A?r'eﬁl g (gb Geor% Ltiimtsr%n Vrc\i7 esrdentFMes?]rgs;
|:I ane g% /man efie la eorg aI ace, and Walter
ic enstern Cretary.

R R T
ers A ed IS atron

orne hx,g rican %ﬂ F]SO ation [ le
0l e Tre mem ouncll that 0ar WOUd e Its In-

ence 0 ave SUC egrsla 10n enac IﬂtO (faw

The Pres dent of the C%un il cnlle he tentro of the. Boarﬂ of Governors to the
crr?uacr |ssue recentl S ants orporation w |c‘r author 265 hanks
fo lend to an Etbda su% |

aq[e In war rf(ﬁjo uction or necessary civilian tion @
ah ount ug c % E car ercent \hern entguara tee e state
that |twsthe opinion of t eeraI vrso Councl
1. This is a step toward socialization of all credit.

ﬁ Itw uld. endan er he eﬁrstence of small Rarbks beca e the
affo ﬁ asi {\

row%1 relgF eve sma v%]oulqr(r:wgrbgfathe

er concems dﬁO ned
rporation. It would, therefore, deprive small banks of all therr

norma commercra oans

Th f th
hich Peer(r:nh?tlrgq EWeomtaﬁﬁ ﬁ
e ex F t e opinion that there ou}g 0 have
time the Tegislation was being consrdere y Congress.

A lengthy discussion took place regarding the problem of cancellation of war con-

Board rnors discussed the history of the legislatio
% |9rant or oratrqb n to under al<e erch uarant%es a H
een voiced strong ogposrtron at the

tracts

The Secr f the Council_read th lution which had b d on thi
subjecteang ?rclrt/a%pea?s above in these minates. en nad BEER pregiarce on tis

5
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The héurman of eBoarFl of Gov% ?rs statdthat the qr?rdBofGovr ors would

e very gfad_to. send this resolution with the endorsement oard to the proper
Bd|esa ofﬁma?
H@jﬁﬁ%@'ﬁgﬁﬁ% KO s r e har B TR Bl ST

The meeting adjourned at 12:00 Noon.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF FEDERAL ADVISORY COUNCIL
November 15, 1943

o SRR M M AT, e U P

armson,

T L T B N

ovviny%(e) %eﬁ%a}% Ss%a&g% itnq?ﬁelr\]/leﬁ%gﬁorvggwsrg}gncer, and Fleming could not be present
A discussion took place regarding the final farm of the resolution dealing with, th

}Fﬁrﬂb%é{r@%t?jv\é\fa\yv gso@é% Iigne%jd the ad%p]uon o e resp ution, nthe Torm in Which
The meeting adjourned at 12:10 P. M.

WALTER LICHTENSTE@ICI>Iétary
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NOTE* This transcript of the .
notes is not to be r*rded”8: : ~ A~
necessarily accurate " —P7~e or

be considered as being strictlr*o”"thfsSe

Council»~ " " °f t e Federal Advisory

W. L.

Secretary*s notes on meeting of the Federal
Advisory Council on November 14, 1923 pt

WRpiRgtYn, b2 870m 336 of Hotel,

The Secretary stated that Messrs. Gifford and
Adams would not be present at any of the meet-
ings nor had alternates been appointed in their
places. He, furthermore, stated that Mr. Fleming
had informed him he would be unable to attend
the meeting today but expected to be present at
the meeting tomorrow.

The minutes of the meeting of September 19-20 and the minutes
of the meeting of the Executive Committee on October 6, copies of which
had been previously sent to all the members of the Gouncil, were approved.

The President of the Council announced that it is expected to
have the next meeting of the Executive Committee on December 7. This
date was approved by the members of the Executive Committee present.
It had been previously agreed to by the Board of Governors.

CANCELLATION OF MR CONTRACTS

Harrison states no one department at present can cancel all con-
tracts. An attempt was made to ere te a special overall division to
handle all cancellations of contracts, bat this was found to be impossible
because it was a postwar subject which belongs to some other agency o.
government. A joint committee of the various procuring agencies was or
?™nized, but when the postwar government agencies felt i ©°"e .0
its scope, the organization of the Joint Contract Termma Xxon
held up. Finally, however, Messrs. Byrnes and Baruch set up

tract Termination Board. It is certain that legislation is ne® . A2
~eryone seems agreed that when the frer® £ ~ te%ettl«ent. Harrison
should have the power to make a final and de, i Roard rill have

once the general policy is settled the cen "\.ractors are not be-
little work to do. He points out that the smal ~ ~ equipment out of

nZ oiven consideration for having bough mnecn - N not avRre
**ir om funds. As a matter of fact, mo9* ~d equipment for
the Government *ould have bought such M * N agree to buy in
In order to help them out, the War pepartment may ¢
liS @guiijHIENt
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Brown asks whether there is anything the Council can do. He
ooints out that we do not want the Comptroller General to have the right
to interfere, and contracting officers should be relieved of all personal
responsibility.

Harrison says one of the troubles is that the big coroorations
are not worried about the situation and so have not taken any decided
stand. It might be helpful if the Council took some definite action,
fie described how disastrous it will be for our whole economy if the
process of settlement of contracts is slowed up. Over 80 per cent of
the contracts outstanding are held by the top 200 corporations.

Wakefield says V loans were for the purpose of increasing r?ar
production, and he asks whether VT loans can be used for termination.

Harrison thinks all now agreed that this can be done, but he
expects soon there will be definite pressure for legislation to relieve
contracting officers of responsibility, and in such legislation the
matter of the VT loans will be clarified; also the right of the contract-
ing officer to make a complete or partial certification will be clarified.
He continues. Byrnes has suggested that the contracting officer and
contractor settle, say on a 90 per cent basis of the claim, and the Comp-
troller General audit the last 10 per cent of the claim. There are two
objections to this* (1) The Comptroller General should not have the right
to audit anything except the final 10 per cent and not be allowed to raise
the question of the settlement made of the other 90 per cent, and, (2)
many small contractors absolutely need the last 10 per cent, and it may
mean for many of them the difference between life and death. It is also
being proposed that a contractor may ask for renegotiation of his whole
position. For example, a contractor may have had 10 contracts of ~hich
7 have been terminated and only 3 are left. He may feel that he is going
to be injured by having the last three renegotiated. He then may ask that
his whole position be taken into consideration.

BROT/N. Similar machinery for the final settlement of all war
contracts is essential. |If not, when the day of victory comes there
will be chaos. Four things are needed: (1) Machinery must be set up
for settling contracts, (2) contracting officers must be relieved of
personal responsibility, (3) armed services must have final authority
without being subject to the review of the Comptroller General except
in cases of fraud and, (@) there must be emphasis of the position of
the small contractor.

Harrison. As yet there isn’t any bill actually before Congress,
except the Hay and Murray bills, neither of which is adequate. The real
problem is the Comptroller General who is the pet of Congress. The Comp-
troller General admitted that at present contracting officers have power
to .Take a final settlement, but he asks for power to investigate whether
any f?2iv'\n contract was desirable from the Government’s point of view.
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Bro?n tells hof the Comptroller General interfered ith the plans
of the Maritime Commission for the leasing of ships.

Harrison says that both Byrnes and Baruch are convinced that the
Comptroller General rsunt be kept out of the picture.

It rap unanimously voted that Harrison be authorized to draft
a resolution to present the point of vie\» of the Council.

limitations on government checks
Harrison says this has been a problem ever since the €?irly 20*s.

Brown points out that the method in the past has net been for the
Government to sue a bank because it has cashed a given check with —prong
endorsement or the like, but the Federal Reserve Bank simply charges a
bank*s account 'Then a check is returned, and there really isn't any

remedy.

After some further informal discussion, it was decided to re-
quest the President of the Council to express to the Board informally
the opinion of the Council that it *ould be highly desirable to have some
legislation limiting bank’s responsibility in accepting endorsements on
Govimment checks.

ALLIED MILITARY CURRENCY

Harrison points out that there are two kinds of currencies
involved, the so-called "spearhead" currency #iich is nothing other
than the regular silver certificate. However, in order that it may be
distinguished from the currency current in this country it has a yellow
seal instead of a blue seal. The other currency is the so-called
"occupation™ currency. This is merely a convenience. Under decisions
of the Supreme Count, the military authority in an occupied territory
has the right and duty to continue the economic life of the occupied
territory. Therefore, if the domestic currency in such territory has
disappeared as a result of enemy or other action, It is the duty of the
Military authority to provide some new currency for this territory.
There is no legal or moral obligation on the part of the United States
to redeem such currency. It is a problem which can only be settled by
the terms of the treaty of peace. The procedure is entirely justified
under the Hague agreements and under international law. He reads a
letter from the War Department dealing with this matter. So far, the
occupying authority has not issued as much currency as normally cir-
culated in Sicily and that portion of Italy occupied by us. Members
of the armed forces having ruch currency and wishing to send it back
home may have it redeemed at a fixed rate in this country without any
difficulty whatsoever. Such privilege of exchange, however, is limited
strictly to allied troops. Incidentally, the whole issue is a joint
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r’nture of the allies and it is one of the means being used to prevent
inflation in Sicily. Relief and supplies are boing giv*n by the Army
and not being paid for by the Italians.

It was agreed unanimously that there was not need to discuss
this matter with the Board.

JALLI'R "AH PLANTS CIRCULAR

Brovm discussed the issue recently of a circular by the Smaller
Far Plants Corporation. In this circular it is stated that any corpora-
tion engaged in war production or in essential civilian production may
borrow at its bank up to $25,000 with a 100 per cent guarantee on the
part of the government. Applications need not be referred to fashington
but may be approved without such reference by the local regional office
of the Smaller War Plants Corporation. The interest on such a loan is
to be 4 ?er cent of which the b2:ik is to get 3 per cent and 1 per cent
to ec to the agency. Brown thinks it is bad practice from every point
of view. It seems to be authorized by some sort of executive order.
A bank does not assume any risk and consequently the interest is higher
than a large bank would need but is too little for a small bank. It
simply means the socialization of credit. Obviously, almost any busi-
ness can be brought under the hend of essential civilian business.

Wakefield says the individual banks should undertake to meet
the Government competition by offering a customer a loan, the net cost
of rhich would be no greater than one obtained from the Government,
Most people —ould prefer to do business with a private '—ank rather than
with a Government agency, and the net cost to a borrower going to a
Gov™mnent agency is frequently much more than the nominal interest
charge. Government agencies at present are sending out salesmen to
farsers and others to solicit business.

3ro?ra says the circular ?ra3 issued about two weeks ago. He
believes it should be pointed out to the Bo”rd that this involves (1)
Socialization of credit, and (2) the ruin of small banks.

The Council agrees that the President of the Council should
*ake strong representations to the Board on this subject.

PISGULATIOM q
Wakefield says a good job is being done.

Young states many State member banks are absorbing exchange
charges and the Federal Reserve System is not doing anything about
these member banks.

ffakefleld suggests asking the Board to instruct its own ex-
aminers to look into the situation.
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Bromn says that th* Board states instructions have been issued
to its own examiners*

*oung says State banks in the Richmond District have never
heard anything about this matter, while in the Atlanta District the
banks have all been earned,

Brd. believes if pressure is kept up the abuses will stop.
St. Louis and Kansas City, if they do not conform, will get so much
unprofitable business that they will get into line. At present, New

York seems to be absorbing for railroads and insurance companies with
the result that this may injure Chicago banks and those located in a
few other large places. New York banks do not absorb exchange charges

for other banks.

It »as agreed to meet in the Board Hoom tomorrow at 9:30 A. M.,
and tc ask the Board of Governors for a joint meeting at 10:00 o*clock.
It was found desirable to set the time so early as Messrs. Brown, Fleming,
and Spencer must go to a meeting at the Treasury at noon.

FISCAL PROBLEMS

Harrison thinks it might be a good time tc suggest that the
rate on the 3—months bill be raised to 1/2 of 1 per cent and that
there be a L months bill having a rate of 5/8 of 1 per cent, and that
the certificate of indebtedness be eliminated.

Brown points out that Mr. Eccles wants a 9—months bill carrying
a rate of ~/h of 1 per cent. This is in line with his desire to have
all excess funds of member banks carried in the Federal Reserve Banks.
'He Treasury does not wish to upset the banking situation in New York
and Chicago. Bills are being used more and more even by small banks
whieh is one of the reasons that correspondent bank balances, especially
in New York, are shrinking. A higher rate is not a solution as long as
the Federal Reserve Banks have a fixed rate of redemption.

Wakefield approves of the present setup.

Wallace thinks there is too much spread between the 3/$£ bill
ad the 7/3i1 certificate of indebtedness.

ffakefield disagrees.

Brown believes that the conference in the Treasury is for the
purpose of arranging a drive on individuals for about $6 billions, and
follow this up with a drive of $8 billions from corporations. It is
not intended to maKe the tS billions bought by corporations available
tc bankn until after a considerable lapse of time. He, therefore, doubts
whether cor orations will buy much except in so far as they may sell
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bonds previously purchased and put the money received into the new issues,

Harrison states he always objected to the "put**. If you don*t
increase the rate on the bill frora 3/8 then the rate on the certificates
of indebtedness should be lowered.

Brown believes the rate on the certificates of indebtedness
might well be decreased to 3/4 of 1 per cent for the same maturity.

Harrison says that on several occasions Eccles had su“ge”~ted
the Fed buy direct frora the Treasury* The Council objected but said it
rould have less objection if such purchases were merely to replace matur-
ing bills. He thinks Eccles will ask tomorrow whether the Council objects
to the Fed making a direct tender to take care of the turnover,

Brovm doubts whether there is any mechanical difficulty exist-
ing, and therefore objects to the direct purchases,

Harrison asks if this keeps on, may it not be necessary to reduce
reserve requirements*

Brown says he does not believe in reducing reserve requirements
at this time.

Huntington says New York banks are borrowing from Federal
ad will show borrowing in their December statements. Borrowing is better
than reducing reserve requirements*

Harrison ?ays the time will come when it will not be wise to
increase the portfolio in the Fed any further*

Brown says it is not feasible to change the rate during the war*
bat a year or two after the war the lon/*—term rate ouerhit to be increased

to 3 per cent.

The meeting adjourned at 4:45 P* M,
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—7—

The Council met in the Board Room of the
Federal Reserve Building at 9:30 A* M. on
November 15, 19£3*

Messrs. Fleming, Gifford, and Adams were
absent.

Harrison read his resolution on the termination of war con-
tracts. A copy of the resolution in its final form is attached, here-
with. He ?sks what the Council wishes to do with the resolution.

Brown suggests asking the Board of Governors to transmit it
to Byrnes and the Joint Contract Termination Board which consists of
representatives of the various governmental procuring agencies.

The asembership of that Board has been settled, exceot for the chair-
manship.

The meeting adjourned at 9*50 A. M.
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At 10;00 A. M. the Couneil held a joint meeting
with the Board of Governors of the Federal
Reserve System.

All members of the Council, except Messrs.
Fleming, Gifford, and Adams were present.

Mr. Fleming joined the meeting at 11:05 A. M.
The following members from the Board of Governors
were present: Chairman Fccles, Governors
Ransom, Szymczak, McKee, Draper, and Evans; also
Messrs. Clayton, Morrill, Carpenter, Bethea,
Wyatt, Sme&d, Dreibelbis, Paulger, Vest, Thomas,
Parry, and Thurston.

LIMITATION ON GOVERNMENT CHECKS

Brorai speaks of the desirability of limiting the liability
of banks in connection Sith the cashing of government checks. ABA
has suggested legislation and the Council hopes the Board will use
its influence to have such legislation enacted into law.

SVALIFR MR PLANTS CORPORATION

Brown calls attention to the circular put out by the Smaller
War Plants Corporation which authorizes banks to lend any business
engaged in war production or necessary civilian production up to
125,000; the loan is to have a 100" government guarantee. The rate
on such loan is to be 1& of which 1$ is to go to the agency and 3% to
the lending bank. The Council feels that: (1) This is a step toward
socialization of all credit. It is rather too early to see what the
attitude of the Smaller Far Plant Corporation really will be. (2)
This will ruin small banks because they cannot afford to lend even the
better smaller concerns on such a basis, and it will practically de-
prive small banks of all their normal commercial loans. He feels this
irill make the granting of credit a matter of politics.

Eccles says in his opinion this is water over the dam. Some-
thing ought to have been done while legislation was pending, but he
feels it is too late now. The whole idea was to help concerns rrhich
did not have any war business and no chance of getting any war business,
and who were, therefore, in danger of being put out of business. The
Board was opposed to this ”~rhole idea and the legislation probably would
never have passed if Nelson of the WPB had made effective objection
vhen he appeared as a witness before the committees of Congress. What
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be did 'sas to submit amendments which Congress promptly adopted and

than passed the whole legislation. This legislation was never de-
signed to aid businesses in war work. It was made to help snail exist-
ing businesses and was motivated by political reasons similar to those
which induced the ffar a0 Navy Departments to give contracts to certain
scall businesses. There is nothing to be done about the matter now.
Banklng and business cor; orations ought to have made objections while
the legislation was pending.

Draper thinks Mr. A. L. M. Wiggins”. president of the ABA made
the situation worse by apparently approving. ™ v

Ran3on read a letter from Mr. Wiggins to show that the ABA had
always objected to governmental guarantees, except in the war emergency
for the purpose of aiding w?tr production.

Brown says the trouble is the terms of the circular ~ould in-
clude in these $25*300 loans the corner grocery store, the drug store,
and what have you. ”t was never supposed that the legislation was in-
tended to cover so much territory.

Eccles repeats that Nelson could have killed the legislation
but he did not offer any effective objection. The legislation was en-
tirely— unnecessary and it was a purely political move on the part of
iiead, Murray, and a few other senators. The Bop.rd could transmit the
views of the Council and express its own views also and this would not
do any harm. Some committee of the A3A might well point out the un-
soundness of the ~Thole scheme and that private banks in the long—run
cannot operate side by side with such types of credit agencies. It would
ultimately ruin the small banks. There are existing now all sorts of
agricultural credit agencies and none of these agencies have any date of

expiration.

McKee thinks the Council ought to be mors excited about the
Thole situation which he regards as very dangerous. Unless somebody
tells the v/hole story, there will be trouble. The people pushing this
are in the controversy between the tfsr Department and the Comptroller
General, and, as a matter of fact, are hanging on the skirts of the war
effort. The bright spot is that Murray and Mead do not like each other.
Besides senators, there is May of Kentucky in the House.

Brown repeats that this whole business is something ~hich has
nothing to do with the war and the scheme is being run by people not
faniliar Fith banking. He asks whether any other members of the Council

wish to speak on the subject.
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.Hé) Eccles says it will certainlv

' action and the opinion could be Council
% e Bymes—Baruch organisation. As ytl n o T “*
being P&id tO dancing termination, working coital ”tion is

~ far merely technical points of termination ,re beir"nI* onJ et°*
U in possible that when these latter problems are “"sed the
«> »170 be fthi® to exPress its opinion about this other legislation.

Bro™ says the Council will be glad, he is sure, to have a
resolution prepared. * ,Pve a

rimulattos OF ”AR CONTRACTS

Secretarv_pf Council reads a resolution dealint; with the cane-li ation
Of war contracts. A oopy of the final form of this resolution is a~ch~d

hereto.

Pro®™n sa/s it is desired to have this resolution transmitted
to Messrs. Byrnes, Baruch, warren, and possibly the committees of
Congress. If the Board prefers, the Council can transmit the resolu-

tion itself,

Eccles says, except for Congress, all governmental agencies
desire the program set forth in the resolution and are opposed to the
position taken by the Comptroller General*

Hsrrison. The real difficulty is that there has been lack of
interest on the part of business and bankers. If Council were to pass
the resolution it “rould be helpful. Large business seems reluctant to
oppose the Comptroller General because many of the concerns have cost—
plus contracts which are completely under the jurisdiction of the

Coaptroller General.
Bromi thinks large concerns are not very much affected.

Eccles believes even big business may be hampered in many eases
- settlements are dragged out too long*

Wallace points out that this is certainly true of all aircraft
corporations.

Brom says bif steel companies, agricultural implement
Napanies, and the like "do not need much help but small concerns o.
i8 also necessary to clarify the legality of VT loans.
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Eccles found that the lawyers of the Federal Reserve System raised
the question of legality of VT loans and so the System had refused to have
*uoh to do with them.

McKee wants to know what will happen if war should suddenly end
before the necessary legislation is passed.

Harrison adds another clause to the original resolution which appears
in the final form as #3.

Broyn asks whether anyone has any objection to this new clause.

McKee and Evans think it would be best not to include this new
clause.

Wakefield agrees with McKee and H>vans.

Eccles thinks the clause essential to the —hole case. Even big
concems may be short of capital for conversion, higher inventories, and
the like. Situation will be very bad if legislation is not passed. In
many cases you “ill have a credit oroblem even though legislation is
passed. He doubts, however, whether the Smaller War Plants Corporation
has anything to do with this problem.

McKee thinks that it will be argued that government aid is needed.

Kurtz believes objection to the clause will be met if no reference
is aade to bank credit.

Wakefield believes the whole resolution ~ill be better if this
subject aatter is not injected into it.

It Is at this point that Mr. Fleming joined the meeting.

Bro™n suggests Council consider final meriting of resolution after
the adjournment of the joint meeting. He suggests that copies be sent to
Messrs. Byrnes, Baruch, and the various members of the Joint Contract

?*r»ination Board.

Eccles says the Bonrd is not merely willing to transmit this
resolution but may even supplement it with a statement of its own and at the
least vould express its agreement with the resolution.

Harrison says the Joint Contract Termination Bo”rd is now organ-
ised except the chairman to represent Byrnes has not yet been appointed.
The aix procuring agencies of the government will be represented on it.

Eocles says it Is contemplated to have another coinnittee to handle
problems of conversion, employment, and demobilization. He discussed the
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Tar Mobilisation Committee. Byrnes has been raised up one step, snd it has
been suggested to create a special agency to handle termination and recon-

version, but for the present Byrnes wishes to set up a division in his omn
organization to handle these matters, and he has appointed a committee to

handle the termination of contracts and other problems.

Brovm and Eccles agree to have the resolution sent to this commit-
tee.

McKee adds the name of the Comptroller General.

REGULATION Q

Brovin says Council believes there have been good results obtained
already from the opinion published by the Bo*rd. If pressure can be con-
tinued, those centers continuing to absorb exchange will get so much un-
desirable business that they *?ill fall Into line. It is desirable to
iapress upon Federal Reserve examiners to look into the practice of State
aeaber banks. So far the procedure has been very uneven and there is
gossip that in some districts the National bank examiners and in others
the Federal Reserve bank examiners have been uninterested in the whole

matter.

Ransom says that he believes progress is being made, and, on the
*hole, examiners are doing what they can. He read from "Washington*,
published by the ABA, a paragraph according to which the FDIC holds the
remission of a service charge is the same as original absorption. He
feels there may be some trouble about it.

Fleming agrees with Ftansora that this is a horse of an entirely dif-
ferent color.

Ransom points out the danger if the matter of service charges by
banks is introduced into the controversy.

Brolvn says there has been very little complaint in Chicago except
for the fact that insurance companies and railroads claim they can get
absorption of charges in New York.

Kurtz left the meeting at 11:00 A. M.

McKee asKs whether anything should be done tc prepare for shifts
of deposits which will take place when the emergency is over. It may be
that shift will be from country banks to central reserve city banks.

Bro‘ra says he believes the trend will be the other way. In any
event, the answer is to keep a large part of assets in short—term govern-
ments.
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Eccles says there never was a time when a shift of deposits will
be easier for banks to handle. They are very much more liquid than after
the last war and very much more liquid than in 1929, At the present time
agricultural loans are down and most small businesses are in an excellent
cash position due to the liquidation of inventories. With large govern-
ment portfolios, pattern of rates, needs of refunding, banks *dll be able
to sell securities with the greatest of ease.

At 11:55 A, M. Bro™m, Spencer, and Fleming left fcr the Treasury
and Harrison assumed the chair*

The meeting adjourned at 12M.
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The Council met in the Board Room of
the Federal Reserve Building at 12:05
P. M. on November 15, 1943.

Mr. Harrison in the chair} other members presents Huntington,
Young:, Wakefield, Clark, Wallace, and the Secretary.

Harrison says “ar Department feels private banking must provide
working capital and that this is not the business of government. Banks,
however, in many cases will not be able to extend credit to concerns
whose contracts have not been settled. He presented the revised version

of 83 of his Resolution, the final form of ~hich appears in the copy at-
tached, hereto.

The rhole resolution was adopted unanimously and the wish ex-

pressed that it be sent to the proper authorities at the earliest
oossible moment.

The meeting adjourned at 12tl0 P. M.
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