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MINUTES OF JOINT CONFERENCE OF THE EXECUTIVE COMMITTEE OF
THE FEDERAL ADVISORY COUNCIL AND THE BOARD OF GOVERNORS OF
THE FEDERAL RESERVE SYSTEM

December 7, 1943
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The megting adjourned at 1.30 P. M.
WALTER LICHTENSTEIN,
Secretary.
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NOTE; This transcript of the Secretary*s
notes is not to be regarded as complete or
necessarily accurate. The transcript
should be considered as being strictly for
the sole use of the members of the Federal
Advisory Council.

T L.

Secretary’s notes on meeting of the Executive
Committee of the Federal Advisory Council on
December 7, 194.3, at 11:00 A. M., in the
Conference Room of the Federal Reserve
3uilding.

Mr. Huntington was not able to be present.
All other members of the Executive Committee
were on hand throughout the meeting.

BRQMN presented the question of permitting commercial banks having
savings accounts to purchase a certain amount of the restricted government
issues. The suggestion had been made to permit subscription of such issues up
to 10$ of the amount of the savings accounts in the commercial banks. He feels
there ought to be some definite formula. It was brought out that the matter
had been discussed at a meeting of the A. B. A. Committee at the Treasury at the
tiise of the last meeting of the Council.

also brings up the problem of the loans being made by the Smaller

Plants Corporation which, as brought out at the last meeting of the Council,
is entering into repurchase agreements up to 100" with banks on loans of
125,000 or less, to business concerns engaged in the production of war material
or essential civilian requirements where the bank agrees to close and service
the loans. As an indication of some of the men in charge of local offices of
the Smaller Far Plants Corporation, it was pointed out that one of the men in
charge of a regional office of this Corporation actually had made the suggestion
that any discharged soldier should be allowed to borrow up to $5,000, deposit-

ing his honorable discharge papers as a kind of security for the loan.

The SACHETAPT reads a letter received by Mr. Morrill under date of
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Kowaber 18, 194.3, rom the Hon. Robert P. Patterson, Under Secretary of War,
acknowledging receipt of the resolution of the Federal Advisory Council on
the subject of the final settlement of terminated contracts. Judge Patterson
ends his letter: "I think that this resolution is the finest brief statement
of this subject | have seen.”

KURTZ states he thinks if loans of the Smaller War Plants Corporation
were nade after the war as a kind of subsidy to small business to get it going,
there sight be something to be said in favor of such loans* Undoubtedly, after
the many small businesses unless they can obtain assistance will go under
and aany of them will not be able to obtain credit through the ordinary channels.
However, he believes that even after the war banks should be required to take
103 of the risk of any loan made.

The SEC?£TARY reads the draft of a resolution on this subject, proposed by
Ir, Bro*n, and also two paragraphs suggested by Mr. Huntington as an addition
to the resolution as proposed by Mr. Bro”n.

KURTZ suggests omitting the paragraphs proposed by Mr. Huntington.

There was a general feeling that in the form proposed, it might not be advis-
able tc include these paragraphs in the resolution though some of the suggestions
*ade are pertinent and ultimately were embodied in the final form of the resolu-
tion, a copy of which is attached to these minutes.

BROM reverts to the question of allowing commercial banks with savings
accounts to invest such savings in restricted issues. He feels there must be a
*omula which would regulate not merely the amount of each issue the bank might
purchase, but, also, the total amount of such securities a bank should be allowed
to hold. He oocints out that there are really three classes of banks: (a) the

country banks, (b) banks in outlying districts of large cities such as
~icago, Home of which have >3 — $50 million of savings, (c) the large commercial
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would Kean about &2 billion,

HARKISOM does not wee much merit in perritting the investment of such
springs in restricted issues as he feels these savings deposits in the case of
cowaercial banks ar!e really the same as demand deposits* At the depth of the
depression, the Comptroller of the Currency did not permit banks to demand notice
of withdrawal of such deposits.

KURTZ points out that in many cases the state authorities actually
compelled savings banks to require notices of withdrawal.

HARRISON would fix a definite dollar limit Deside the percentages.

SPSHC5R points out that the tendency would be, if a ceiling were put on,
for nany banks to buy at once all that they iould be allowed to buy.

BROTH in answer says that what he means is to limit the permissible pur-
chase of restricted securities to 5" of total savings in any one drive and a
limit of 25% of savings as the total amount of restricted issues that could be
held at any one time.

SPENCER points out that it is his understanding the whole proposal at
present is to be merely for the next drive.

3RC.U says that the proposal which evidently originated with Mr. A. L. M.
Wiggins, President of the A. B. A., was motivated by a desire to help out small

bance fho are having difficulty meeting their expenses*

The meeting adjourned at 11s50 A. M.
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NOTEi On December 7, 1943 at 12:05 P. M.

a joint meeting of the Executive Committee

of the Federal Advisory Council and the Board
of Governors of the Federal Reserve System
was held in the Board Room of the Federal
Reserve Building, Washington, D. C*

Beside the nembers of the Executive Committee
and its Secretary, previously listed, the
following were present from the Board:
Chairman Eccles, Vice Chairman Ransom,
Governors Szymczak, McKee, and Draper; also,
Messrs. Clayton, Morrill, Bethea, Carpenter,
Goldenweiser, L. If. Piser, Chief of the
Government Securities Section of the Division
of Research and Statistics, "?yatt, Vest, Smeé&d,
Leonard, Parry, and P»ulger.

BRC™"N raises the question of permitting commercial banks having savings
accounts to buy restricted securities issues* He made the statement that the
A. S. A. Committee ~hich met at the Treasury, at the time of the last meeting
of the Council, had not been conrrulted by Mr. A. L. M. "dggins, President of
the A. B. A., though he announced at the meeting in the Treasury that the
A. 3. A. Committee wanted savings to be used to buy restricted issues,

Wiggins also filed a memorandum on the subject but this had not been shewn
previously to the A. B. A. Committee. Bro?n thinks there ought to be a definite
restriction and that in any one drive a bank should not be allowed to invest
sore than 5% of its savings in restricted securities and at no time should be
alloved to invent in all more than 25% of its savings in restricted securities.

FL—XING says in fairness to Tigging it had been agreed that he was to
discuss the matter with Fleming after the meeting at the Treasury* However,
ovine to a death in his wife*s family, Fleming was not available for consulta-
tion and rig”tins felt it /ould not be fair to bother him at that time.

re'ido the memorandum prepared by Wiggins which provided that any

bk might invest Ainds of its savings accounts in restricted securities up to

a total of —*100,000, or 10% of these savings accounts, whichever is greater.
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MCK*r says he is in favor of small banks *vith savings accounts being
given the same privileges as that no*? enjoyed by mutual savinrs banks. He
thotii™ht, however, this privilege should be restricted to banks having not more
than one million dollars of savinrs and the big banks should only be allowed to
share only up to the sa’ne amount of their savings deposit?.

SCCLES joined the meeting at 12:20 P. M. and said he had talked to
Mr. Daniel Bell, Under—secretary of the Treasury, an™ Bell had stated to him
thftt the Treasury regretted having made an announcement indicating that ccm-
sercial banks having savings accounts mifrht be permitted to buy restricted
issues at the next drive. The Secretary of the Treasury thought it mi~ht be
just as well if it were admitted that the announcement was a mistake and that
ccsEsercial banks be not allowed to subscribe to restricted issues. There had
been some conversation ivith Messrs. Sproul and House, and others, and there
seeded to be a feeling that perhaps banks might be permitted to subscribe up to
1100,000 and that the subscriptions be limited to the F and G bonds. Then there
is sote talk of permitting banks to buy directly from the Treasury the 2 /U~
issues and lately there has been some idea of permitting the purchase up to
£100,000 of the 2 1I/4—s or of any market issues like the 2 1/2fs. In no event,
however, should a bank be allowed to take more of such issues than 100* of itsAc
savings accounts and they should be allowed to come in and subscribe at the same
tiae ae mutual savings banks are permitted to do so. They should not be allowed
to subscribe to the F and G*s. The understanding is that this would apply merely
to the next drive after v/hich the whole situation should be reviewed.

ECCLES suggested droppinr the ~hole business. Th< fact is most commercial
tenses are discouraging savings deposits and ar* quite ready to lose this business

to sortgafre banks and to building and loen associations. These latter are very

strong in communities of 10,030 and up. ™*e thinks banks have made a mistake in
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allowin' this competition to be developed and at some Inter time they may be
glad to have savings deposits. The Treasury should not do anything or it should
»eccuTnise the fact that savings in commercial banks are the sane as those in the
autual banks and in building and loan associations and should place no greater
limitations on the investment of such savings in commercial banks than in the
case of mutual savings hanks and building and loan associations. However, there
should be an orderly transition and for this reason there ought to be some
definite limitation. He personally thinks in the next drive the maximum should
he 3130,000, and in no case more than 100% of the savings, and subscriptions
should be limited to the two issues, namely, the 2 I/E*s and 2 1/2*s. He is
convinced this will not satisfy anyone.

HARRISON thinks that this proposal of Fccles might be less liberal than
that sade by Wiggins as biggins had suggested ’100,000 or 10%, whichever is
greater.

BRC-ff says there are really three classes of banks and the problem is a
somewhat different one in each case. (1) Small Country banks There it might be
dangerous to permit 100£ of the savings to be invented in the restricted issues.
(2) Banks in medium size towns and banks in the outlying districts of large cities
where savings accounts are apt to amount to 50" or ev»n more of the total de—
posits. (3) Real commercial banks whose savings deposits are not more thsn about
ICtf of the total deposits of the banks. The trouble vdth the limitation of *100,000
is that it does not meet the problem of the hanks of intermediate size which
have deposits of "2—A50 million. These banks are being driven out of the
ssvinpg bank business and will not pay any interest on savings at present.

Large banks can take eare of themselves.
ECCL2S repeats that —100,000 does not do any good. Ultimately, banks

should be allowed to invest up to 25# of the total savings in restricted issues.
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Banis with deposits of *2 — ™50 million are apt to have anywhere from 30" to
6J' o’ the total deposits in the form of savings accounts and a total of $100,000
doei— not help them in th” least. He suggests that the members of the A. B. A.
CoBuaittoe present, namely, Messrs. Brown, Spencer, and Fleming try to have an
interview with the Under—Secretary of the Treasury, and it was arranged that
these gentlemen see Mr. Bell at 3:30 in the afternoon.

3ftOVN asfed for limitations of 5% of tha savings in any one drive.

BGCLES asked for 10” and a limitation of *500,000.

BRQrN points out that in the case of outlying banks in Chicago, some Of
«hich hava savings accounts amounting to *25 million, a limitation of r>500,000
*ould simply be meaningless.

ECCLES then argues for 10£ in e“ch drive.

B~ON again repeats that he would like to see 5% in each drive and an
ultimate limit of 25$.

ECCLES points out that the large banks really do not need the privilege and
the Treasury would be afraid of too much shifting of investments, rhile a 10" and
"500,000 limitation would mean that if the scheme works it could be repeated.

MCKEE points out that small banks are more than before obtaining demand
deposits and are not now anxious to have savings deposits. The result is the
percentage of savings deposits in small banks is, in relation to total deoosits,
dropping very markedly, ‘ihere is real danger that when after the war a change
takes place, the small banks will lose th«ir demand deposits and will not really
have anything left. He, therefore, believes these banks should be encouraged
to hold on to their savings.

ECCLES says 10% with a $500,000 limitation will mean a total of about one
billion dollars for each drive. believes small banks can put money safely

into long—term bonds because due to the Federal Reserve System there is much
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liquidity in the small banks — much more than in the case of the building and
loan associations and mutual savings banks,

BROTAN says in 1907 and 1914 banks could with safety require notices of
withdrawal and a similar situation might occur again; simply because the re—
quireaent of a notice of withdrawal closed banks at the time of the degression
was no proof that this would always be the case* He again argues that a limita-
tion of 3500,000 will not help many of the banks in outlying districts of Chicago
and in medium size towns. He feels, however, that on the whole the Council and
Board are in agreement, (1) that there should be a percentage limitation each
tiae and (2) that there should be an overall limitation such as perhaps 25%.
Sccles is asking for a dollar limitation so that the Treasury will be more ready
to consent to the scheme. He repeats that 5 is too little for the smaller banks.

MCKBE says the Treasury is not willing to have more than one billion dollars
of restricted issues taken in any one drive by the banks. It might even prefer
*500 million.

HARRISON says that as an experiment, in the next drive, it might be well
to permit 10% to help out the smaller banks. |If this turned out to be too much
in the next drive the amount might be reduced to 5%*

FLEMING says he would like to have F and G!s included as he believes that
if small banks were to buy too much of the 2 1/2*8 they might suffer.

ECCLES doubts whether they would suffer.

BRONS says the Board and Council are in substantial agreement.

ECCLES agrees and is glad the members of the A. B . A. Committee and
Mr. Harrison will see Mr. Bell at 3s30 in the afternoon.

MALLTK r\R PLANTS CORPORATION
BRO'N calls attention to the circular and forms put out by the Smaller War

Plants Corporation and gives illustrations of how little apparently the heads of
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so*e of the regional office? of the Smaller ~ar Plants Corporation are acquainted
with credit requirements* He says that “hile it had been stated that Mr, A. L, tf,
Wiggins, President of the American Bankers Association, had supported the Smaller
war Plants Corporation, Mr, Mggins, himself, denied this. All that Figgins wanted
were loans from the Corporation in those cases where other sources were not avail-
able snd he did not want a 100" guarantee.

THE 3PC/J5TAP.Y OF THE COUNCIL reads the resolution adopted by the Committee
and attached to these minutes*

In answer to a question hr Eccles as to what the Executive Committee wishes
to have done with this resolution, Brown answers he would like to see the resolu-
tion published,

HA'-KIVION points out a discrepancy in that the resolution states that small
banxs can not live if the rate on loans is 3 while at the same time the Executive
Coaoittee is arguing that these small banks should be allowed to buv bonds bear-
ing an interest rate of 2 1/2%.

SCCLES in answer points out that no one is claiming small banks can exist
if their assets were all invested in 2 1/2” bonds. These small banks need a
considerably higher rate than 3% on loans in order that the average rate of
return on their earning assets be considerably higher than the rate on government
bonds.

/CKEE also points out that to service loans costs the bank much more than
the exoense connected with the purchase of government bonds.

DRAPER is afraid of what the political reaction might be if the resolution
proposed by the Executive Committee of the Council should be published.

KOCL'-S wants to know who the proper people are to whom this resolution
could be given. He thinks Donald Nelson is really resoonsible, and the resolution
mi?ht well be s»nt to him. There was some argument as to whether it would be
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rouli be published after a certain lapse of time unless changes vere introduced

in the practices of the Smaller Far Plants Corporation. It was finally decided
to send copies of this resolution, with a covering letter addressed to Mr. Morrill
*nd signed by Mr. Brown, to Mr. Donald Nelson and to the members of the Board of
Directors of the Smaller war Plants Corporation. The question of releasing the
resolution for publication raifrht be taken up b/ the Executive meeting of the
Council at its meeting on January 5.

Mr. Brownls letter addressed to Mr. Morrill reads as follows: "At the
mecting of the Executive Committee of the Federal Advisory Council held today
aresolution was unanimously adopted in respect to the loans of $25,000 or
less which the Smaller Far Plants Corporation is making to business concerns
engaged in the production of war material or essential civilian requirements.
The Executive Committee of the Council will appreciate it if the Board of
Governors of the Federal Reserve System will transmit as soon as possible
copies of the enclosed resolution to the Chairman of the War Production
Board and the members of the board of directors of the Smaller War Plants
Corporation."

The meeting adjourned at 1s30 P* M.
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