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minutes of meeting of the federal advisory council

May 14, 1944

5] 08019% egcg% haw@ r%c'meetl otefh?/\/ eraI Adeora( C(?H@C”E%yl 4wels4colr§4%n

ePres r Brown In ec alr.
present;
Mr. Charles E. Spencer Jr. District No. 1
Mr. John C. TraP age District No. 2
Mr. William Fulton urtz District No. 3
Mr. B. G. Huntington District No. 4
Mr. Keehn W. Berry District No. 6
Mr. Edward E. Broin District No. 7
Mr. Ralph C. Gifford District No. s
Mr. Lyman E. Wakefield District No. 9
Mr. A" E. Bradshaw District No. 10
Mr. Ed H. Winton District No. 11
Mr. George M. Wallace District No. 12
Mr. Waltér Lichtenstein Secretary
Absent:
Mr. Robert V. Fleming District No. 5
heS%cretar of the ouncrlsta%dthatMr FIeer had mforrﬂed him he would not
be able to be present at this session but expected to 8resent at the session tomorrow,
The minutes of the meetings of F brua 944 and the s of the meetin
oftp xecutlrjv ommrrp eongsn%rcﬁbs an A fl 45]1 44, cgprtes o?]quc% een previ-
ousysent {0 aI the members of the Council, were approve
|scu33|on 00K place2 he man \ﬁer I__p bIem nd the re3|d nt of
goanr eported t 0 r]t emrn e vrsor mer §
eom] |rectoro t |vrsron ersonne |n| rat 0ar (ﬁ
OVernars, d Inter |ews varlous government al aut orrtres concerned wit
this problem and were well satrse wrt elr meetings

Iscussjon to mp ere rdrn theb||I ro osed to re ulat nk oI |n %0 P
%fwhrc memf) IS e%oung \?/eé ver ? Itwasa e :i\ Iden 0
ouncil shou the oar overnors for the texto the Ho |ng ompanres

After a discussion concerned with loans to be made by the SmaIIer War Plants Cor-
poratron a poﬂ was taken o{ members oP %e Councﬂ on l)nree points:

hould reater powers be given to the Federal Reserve Banks for
the purgose or rfr)r Ygleng Pndﬂstnnal ?oans

even oLthe members .of the Council believe the Federal Reserve
anks should not be given greater powers than they now have.
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) If the Fede Res rve Banks ggve]n IgereateJ Wers should the
bﬁ ulre 1 Igatns on a ticipation. a
s they e allowed to maKe Ioans Wit out a ank particl-

E@t% a{p%rrt]tt% rosu?(; geer&t%lfpe dl unanimously believe bank par-

) Do mempers tt%%(?"t”“' be"efc? HRere soikic Re S9pe, fortof
poratlon be ¢ ebody to hahd
Members of the Council do not beIieve in socialized credit.

President of the Istated he as the Board a alnfrt ts of hills
WhICh e 0ar contemp avmg Introdu ongress nefore such bills are pre-
sented to Congress.
TheP ?dentof e ? uncil staéed that |t|s |su rstandln t the Brown
I1{S are no cusse urt this se35| Con ress
lne Al glfr(])re well to let ewhoeques |on0 een orcement of Regul tlon res

There was a short discussion regarding the increase of currency in circulation.

The megting adjourned at 5:35 P.M.
WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

May 15, 1944
Federal 9Reserve'\/éutlhde n'g:]ecwgslhrrggvtlgﬁry Cod‘”"'hr PG enq 'R/ItheB%\?vrnd I-\r)ro the ¢ Errrlre

&e ﬁﬁe ’\Cﬁl'al]zr?éN j[rEEhaBg?ﬁv aig%(: }XI\rA\ErKﬁr:rgls E%ZPEM"VN%ce and

|cll?1tenstern eCre ary.

meefin gS*her%rd'eSE I don took place in respect to the various matters agreed upon at the

The President of the Council stated his understanding is as follows:

o RO R S L e
osmal usrness OI’I h?(f_.pé)eréi avl &era ESEI’Vﬁ

Fsrrg'nr]f 7 8 Ol%an E“ Dot 'er'sa#'@ aar an eveesr% thére Should e par-
icipation commercra arfks In any loa1% 10 b mad3 Y P

The Council i |so sed cher uest erican Bankers Associ |on for a
defrntron o? e te ere et?ﬁ 5 Aﬂw] ch%Eh 0 ba easrn
ik “'S*h ol j%g aln A

F]a (are pu mg pressure on savrngs%leposr s obuy Boiics and his rrngsa e

|scussr ac how twould bes roach the Boar |n res ect to
km to su o ro ure be ret INtro-
on ress rea ycou unc lon properyr notgrven

|n orma o' in regard open mg ma Ters.

The meeting adjourned at 10:00 A. M.

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

May 15, 1944
ovet\ﬁolgo%l Nf\:ﬁﬁet t”hct’e“rfgte e e S Reh e . et
eserve Ul drng ingto

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

Govere SJOh tzitl\{/rltcst< he%ﬂesrm%n Déﬂt)e{t urston eEcY r;%P/sr 5 hs
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Snar |recpor IVIsIGn of Personnel Administration.
Present: Members of the Federal Advrsory Council:

E Brow esrd Char 6 nce Jr., Vice President:
st R e s B e R
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| n h il.m m n meetin he B
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legislation on the matter would ever be enacted. He felt the Council was unduly disturbed,
and that there was only one member of the Federal Advisory Council who would fully
understand all the ramifications developed in the study.

The pro 05 eﬁ]a endm nt to Section 13 B of the Federal Reserve Act was read by

the Secreta ou nc

n?é’svevrvr} %Pﬁ ta%‘*n?a PghéPnXS'?V%tOL ﬁf s eﬁﬁ %Q%va%e %%'98%%9%8#{
me?vvco il T SRR T
crea{n 8 rt%e purpose E%rhere%lors%utn vm&g f< particl a%orY d dvernmen agency
A discussion took ncern the wh

Cha% %CE B regﬁeﬁrﬁc o 90 eent|re od %g ston 2 ther ! Ihe e, of

H?a? | ouncq coufd act a er I Was mfroad% K d?&n W OUI’]CIP and

ThePeS| ent he CI|S ted h eltt IS Was com ete de arture from t
Fnt% dﬂ 8 (F uv¥ tﬁ%he

Wha% eV| wpom ofb scou %'perese%tsee Hd argue Wi c? e 0

Governor McKee in reply defended the position of the Board of Governors,

A discussion took place regard theﬁnllfrsm | industrial loans, and in that con-
AN e

informed  in"advance of
A short discussion took place regarding the Brown and Maybank Bills.

Fﬁcusswn al oto 8 eregardmg the increase in circulation of currency which
it was Telt was due argeyt ree TaUses

SHO%% bn Sts)ﬂ?gqgtb%ti/owalag%elg by fear of compulsory saving and

(2) Black market operations.
(3) Desire to evade payment of income taxes.

" thlg wasb%uestloned whether the Federal Reserve System could do anything in respect

The meeting adjourned at 1:10 P. M. WALTER LI CHTENSTEI&\J,
ecretary.
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MINUTES OF MEETING oF THE FEDERAL ADVISORY counciL

May 15, 1944
A AT e s e B B e

SsesntsHM Eéi %Bro n, P ﬁ'de”tg Mr. C ar %Ij: encer, JerH \ice re3|
&?h {3 gWa f|eI R B grad |nto rbeorge

eand Walter [ tensteln ecretary

 Adiscussion ook e in.respect to the various bills proppsed to make loans to small
busj ness &“Smem IS ghgw l8:0 ué exc(Fpi@ Oé'err?/é ratﬁeodp ma}q were m?zgvorofS ng

Wa'g(?ar}\}e pron p?dc’raa N IIby oar OVerno er support the Sma

b e S R ! a0 s

The meeting adjourned at 3:55 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
entirely accurate. The transcript should be
considered as being strictly for the sole use of
the members of the Federal Advisory Council.

W. L.

Secretary*s notes on meeting of the Federal Advisory
Council on May 14, 1944, at 2:00 P. M., in
Room 836 of the Mayflower Hotel, Washington, D. C.

All members of the Council, except Mr. Fleming,
were present.

The minutes of the meeting of February 14-15, and of the meetings

of the Executive Committee on March 8 and April 5, copies of which had been
ureviouslv sent to the members of the Council, were approved.

MAFOAR PROBLEM

Brown. The Executive Committee took up at its last meeting the
problem of men classified as 4—-F. The situation was upsetting the prob-
lem of employment in banks. There was a danger that if banking were
declared to be an essential inoustry, it might mean a 48-hour week and
banks might be compelled to take on people they might not care to employ.
iZhat was wanted was to have banks placed on the 3ame footing as essential
industries. Eccles, who did not appreciate the need of the fine dis-
tinction, in the covering letter sent with the Council’s resolution to
the Director of the Selective Service System and to the War Manpower Com-—
aission asked that banks be classified as essential. Messrs. Fleming and
Leonard, however, had interviews with the authorities involved and were
well satisfied with their meetings. In Philadelphia a scheme which is
quite satisfactory, though unofficial, has been worked out between the
bammcs and the authorities. In Baltimore and Chicago affairs are proceed-
ing smoothly even though there have not been any general orders issued.
Fleming had said he found the Selective Service System and the Far Man-
power Commission quite sympathetic to the point of view of the banks.

Wallace. Los Angeles is a critical area but the banks are op-
erating on a 44_hour ?/eek basis and are doing their own hiring.

inton said Iin his district banks were having trouble to get

People.
It was decided not to take further action on this matter.
~g IftOL Q? HOLDING COMPANIES

Wakefield thinks the only bank holding company causing diffi-
is that of Giannini. There is danger that a bill proposed to
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re~ulate bank holding companies would cover much else and might result in
serious interference with existing bank relationships. The proper method
wottld be for the Board of Governors to sit down with the interested
Parties and thus evolve measures satisfactory to the various interests.

ire— n ?2ays it is his understanding that Secretary Morgenthau
thinks it an inopportune time to introduce legislation on this subject
but when a bill is introduced it should include a death sentence. AS a
*atter of fact, the two Mr bank holding companies in Minneapolis and the
one in Milwaukee would probably be very glad to sell their country banks
at something like their liquidating value if that were possible. A bill
such as proposed by Eccles would probably prevent, whenever there would
be another bank crisis, large concerns, .such as U. S. Steel Corporation,
Standard Oil of Indiana, and others from acquiring control of banks in
difficulties for the purpose of protecting the deposits of their employees.
It is very doubtful if a bill can be introduced in the face of Secretary
Sforgenthauls opposition and any bill containing a death sentence clause
tould not be agreeable either to Eccles or to Crowley. The bill as now
drain, he has reason to believe, would place banks under the jurisdiction
of the Rational Labor Relations Board.

Berry asks whether the Council has not the right to know what
the Board is contemplating. He believes Council should insist on knowing.

Wakefield thinks some day it will be necessary to investigate
nfco really controls the banks. There are all sorts of agencies, all of

Thos have some says Treasury, Federal Reserve Board. F. D. 1I. C., Comptroller,
Sa&ller Par Plants Corporation, R.F.C., etc., etc, H is a very dangerous
situation.

Berry. The Council ought again to ask the Board of Governors
about Smaller *ar Plants Corporation and the proposed Holding Companies
Bill.

~Nakefield wunderstands Ecclep wants bankers to be forbidden to
serve as directors of Federal Reserve Banks and would prefer to have the
Federal Reserve Banks directly under the Board of Governors and not have
any Boards of Directors.

Winten feels the Council ought to have a showdown with the Board
of Governors.

Bro'-n believes it might be well to take up tomorrow, in the ab-
sence of Eccles, the question of seeing the text of the Holding Companies
Bill and the question of loans to small businesses. The mead Bill, the
Holding Companies Bill, and the suggestions in the Baruch Report are all
tied together. The Council should again ask for the text of the Holding
Companies Bill since after all the matter has been presented in the annual
report. The Council wants to be able to discuss the matter with all the
facta before it.
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Berry feels the Council should issue a statement expressing its
opposition to the whole principle of the Smaller War Plants Corporation

juid the like.

Traph—g"n agrees with Kurtz that we are bound to have socialized
credit and the Federal Reserve Bankp are the best agency to handle the
loans to small businesses. The only way we shall get rid of all this is
to have a change of Administration.

Wakefield doubts that a change of Administration will make much
difference in this respect. The politician is worried because the bulk of
war contracts has gone to the large corporations.

The Secretary, at the request of Mr. Berry, read the resolution
of the Executive Committee of the Council, dealing with loans of the
Smaller far Plants Corporation, adopted on December 7, 1943.

8RQ; N says in the past the Council had stated that it preferred
to have Government loans made by the R. F. C. as it was regarded as a temporary
body and the management itself in the period 1936-37 recommendod that the
R. F. C. be liquidated except that it continue to make loans to the railroads.
It *as felt the Federal Reserve Banks should not make such loans since they ought
not to be allowed to tie up the ultimate liquid resources of the banks of the coun-
try. Now the situation has changed and the temper of the country is such that, to
prevent a depression after the war, it will be necessary to have the Government
continue to finance industry, housing, etc. Therefore, even though the whole
theory underlying these Government loans is wrong, still Congress would not
dream of doing away with these loans at this time. So it is better for the

Council, if it can, to direct the trend a.nd make this practice as inocuous as
possible and consider which would be the best agency to handle these loans:
Federal Reserve Banks, R* F. C., or Smaller ~ar Plants Corporation. The Fed-

eral Reserve System has shown it will not make many of these risky loans and

the management of the R. F. C. has made it abundantly evident it does not

intend to lose money if it can be avoided. In the case of the Federal Reserve
Banks, their funds should not be tied up in risky credits. The objection is the
saae as was made to the proposed bank credit pool, namely, if the business is handled
conservatively, the clamor of small business will not be stilled and the people
and the politicians will turn upon the whole Federal Reserve System. It is clear
that Federal Reserve Banks with conservative bankers on the Boards of Directors
will not make msny foolish loans. As for the R. F. C., Jesse Jones will not

be its he?id forever and his successors mav hand out money as freely as the
trailer *ar Plants Corporation. In the long run the Federal Reserve System

ray be the most conservative body, and it may be advisable to run even the risk

of arouping public opinion against the System.
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Wakefield says let the Smaller Far Plants Corporation make the
Ioans, N3 Ve raay Fent assured there will be such losaeB that the after—
Bl;th trill arouse great hostility, but the Federal Reserve System TH” not

,;ve to bear the odium.

Traohagen points out that the Mead Bill would give the Federal
Reserve System greater powers.

Brovn and Wakefield both think the Moad Bill is not likely to be
passed this session of Congress, at any rate, and the Federal Reserve Sys—
does not s.—ant the authority which this Bill would confer upon it. It
nay be that under some other name there will be an enlarged Smaller Tar
plants Corporation, probably to be called Smaller Plant Corporation.
Brown nuts three questions to the members of the Council:

(1) Should greater powers be given to the Federal Reserve
Banks for the purpose of making industrial loans?

Seven of the members of the Council believe
the Federal Reserve Banks should not be given
greater powers than they now have.

(2) If the Federal Reserve Banks are given greater pov?ers,
should they be required to make loans only if there
is bank participation or should they be allowed to
make loans without any bank participation?

The members of the Council unanimously believe
bank participation should be required.

(3) Do members of the Council believe there should be some
form of socialized credit, and, if so, should the Smaller
7?ar Plants Corporation be the body to handle it?

Members of the Council do not believe in socialized

credit.

Wakefield states the Federal Reserve System would be destroyed

if it went into the business of socialized credit. Tne whole business has

become sc complicated that the Treasury has not been able to keep track of
all the outstanding obligations. Some day there will be a crash, and it
would be well for the Federal Reserve System if it could keep out of the

picture entirely.

is bound to be socialized credit and that

Traphagen thinks there
He feels

it should be made as safe as possible under the circumstances.
if other agencies crack up, the loans made by the Federal Re-
turn out to have been good loans,
credit will redound to the Fed-

certain, even
serve Banks with bank participation will
and bo, In contrast to the other agencies,

*rsl Reserve System.
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Berry believes the Council should point out the unsoundness of
this whole theory of socialised credit.

Traphagen says the Federal Reserve Banks would make loans which
are merely an extension of present bank loans but which banks could not
afford to go into for 100 per cent of the risk.

Kurtz wants some resolution objecting to Eccles* statement that
he rill not show to or discuss with the Council legislative bills before
they have been introduced into Congress and which have been prepared under
the auspices of the Board of Governors. He believes anything affecting the
banking system should be submitted to the Council. He wishes to have the
j cecutive Committee of the Council instructed to present this matter at a

tiiee when Eccles is able to be present.

Brown says: (1) He will again ask tomorrow for a text of the
Holdinr Companies Bill and will ask whether the Board of Governors has con-
curred in Eccles* recommendations regarding small loans as presented in
the Baruch—Hancock Report. [|If the Board has approved of Eccles* recommend-
ation, the proposed bill should be shown to the Council for if the Council
can not see any of these measures it will be hampered in its work. (2)
The Council is opposed to Federal Reserve Banks making 100 per cent loans.
In other words, the members of the Council feel that any loan made by a
Federal Reserve Bank should have participation on the part of a private
commercial bank.

REGULATION Q

3rown believes the Brown and Maybank Bills will not come up in
this session of Congress and therefore it would be best if this "hole sub-
ject is not stirred up at present. He says if it is, we may have regula-
tions compelling banks to make all sorts of service charges. He is very
such opposed to the proposal of the American Bankers Association asking
that the term "interest* be defined by law as it would mean taking out of

banking all flexibility.
QORPINCI CIRCULATION

Nakefi

be wanted by COUNIY ban

Bro®n says he thinks to take tlie bills of large denomination out
circulation rould do more harm than good by creating greater distrust
it wuld just encourage hoarding. The great increase of circulation is
due? (1) To hoarding which in part is caused by people desiring to avoid
F(>§ ssure taebuy mo”e Gﬁvernment bonds; (2 to.blgck market operations;

)
{0 a 0esife 10 make Income tax evasion easler

)kss in Minneapolis bills of large denomination seem to

The meeting adjourned at 5:35 P. M.
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The Council met in the Board Room of the Fed-
eral Reserve Building, at 94-5 A, M., on May 15,
1944—

All members of the Council, excepting Messrs*
Fleming and Winton, were present*

Brown reviews yesterdayTs underst nding. He will ask for the
text of the Holding Companies Bill* It is his understanding that the
passage in the Baruch—Hancock Report dealing with loans to small busi-
nesses IS due to suggestions of Chairman Eccles. He understands the Coun-
cil is divided in its opinion as to who is to make loans to small busines-
ses. The majority is opposed to having Federal Reserve Banks make these
loansj a minority is in favor of Federal Reserve Banks making such loans,
if they are to be made, but all are agreed that in any event there should
be participation by commercial banks in any loans to be made. He has
reasons for believing that the Brown—Maybank Bills will not come up in
this session of Congress and consequently this whole question of absorp-
tion of exchange charges had better not be stirred up. The Council is
opposed to the request of the American Bankers Association for a defini-
tion of the term "interest” since this would merely limit the flexibility
of banking. Increasing circulation is due (1) to hoarding; (2) to black
aarket operations; (3) to a desire on the part of some to evade income
taxes. As regards the first, the Secretary of the Treasury and his staff
are putting pressure on savings depositors to buy bonds, and this brings

about more hoarding.

A discussion took place how it would be best to approach the
Board in respect to asking it to submit to the Council proposed legisla-
tive measures before these are introduced into Congress. It is pointed
out that the Council really cannot function if it is not given full
information in regard to pending matters.

The meeting adjourned at 10:00 A. M.
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At 10:30 A. M., the Council held a joint meet-
ing with the Board of Governors of the Federal
Reserve System.

All members of the Council ?rere present.

The following members of the Board of Governors
were present: Governors McKee, Draper, and
Evans; also, Messrs. Clayton, Thurston, Morrill,
Carpenter, Bethea, Goldenweiser, Wyatt, Dreibel—
bis, Vest, Smead, Pollard, Leonard, and Parry.

Brown. This is the first full meeting of the Council since the
February session when the Council requested a copy of the proposed Holding
Companies Bill. The Annual Report of the Board has a general discussion
but this will not help the Council unless it is furnished further details.
Therefore, the Council should either be given a copy of the proposed bill
or a summary sufficiently definite as to the proposals in the bill in
order to enable it to discuss the problem intelligently. Furthermore, the
Baruch—Hancock Report proposes loans to small business and refers to a
blueprint outlining in greater detail the proposals. Eccles had stated
he would not give the Council a copy of the proposed bill relating to
Holding Companies nor would he agree to give the Council details as to the
Baruch—Hancock proposals. As regards the latter, Fccles had stated the
views expressed in the Baruch—Hancock Report were his personal ones,
though he thought the members of the Board would agree with him. Under
the Federal Reserve Act, the Council is entitled to full information and
it can not discuss proposals intelligently unless it is given full in-
formation. The members of the Council feel very strongly that they are
entitled to be informed of legislation which it is proposed to submit to
Congress before such proposals are sent to Congress.

Kurta says he was quite shocked to find that the Chairman felt
at liberty to withhold at his discretion from members of the Council
pertinent information relating to proposed legislation and other vital
witters. The Council ~ould be derelict in its duties if it would not
ask the Chairman and the Board for an explicit statement as to the rights
and duties of the Council. Under the law, the Council has the right to
ask for all pertinent information relating to the Federal Reserve System
and this obviously implies that the Board is to give the Council such in-
formation. There might, at times, arise some unusually delicate matters
*hich can not be entrusted to the Council but this hardly can very often
be the case. The Council may not always find itself in agreement with

the Bo—.rd but that is not the point at issue.

McKee. The Chairman has been called home unexpectedly and the
Vice Chairman is ill. Governor Szymczak suddenly had an important en-
gagement come up so that he could not be present at this meeting. The
~auricil should not feel too strongly on these matters. The history of
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suggestion in the Baruch—Hancock Report is that there was taken from
federal Reserve System *139 million in order to establish the F.D.l.C.
Chairman is very anxious to be rid of this whole matter by having the
returned and thus get rid of the present complicated accounting with
Treasury Department. There is not any reason why the full statement
Of the Chairman could not have been re d but the whole time schedule Fas
upset. As regards the Holding Companies Bill, this was the result of a
confidential study which was based on long experience and arose from a
desire to plug holes in present legislation. It is further removed from
actual banking than almost anything that has come up in recent times and
is a matter of public relations. He does not believe himself there will
be any legislation and the Council is unduly disturbed. He is convinced
only one of the present members of the Council would understand all the
details. He would be quite willing to go over the high points with that

men in a confidential way.

Draper. The Bill arising out of the suggestion in the Baruch-—
Hancock Report was sent to the chairmen of the two appropriate committees

of Congress on Friday.

The Secretary of the Council, at the request of Governor Draper,
read the proposed bill to amend Section 13b of the Federal Reserve Act
and also the statement accompanying the bill.

Brown requests that copies of the statement and the bill be
given to the members of the Council so that they may study them.

Draper says Spence and Wagner had promised to introduce the
bills promptly into the respective Houses of Congress. He said Hancock

would agree with the Board.

Berry says that the Council ought to have an opportunity to
discuss such a matter with the Board before it is a "fait accompli*.
Obviously, it would be too late for the Council to do anything in sug—
~estinr changes after a bill is introduced. To do so would place the
Council in public opposition to the Board*

Brown says he understands the Chairman believes that there
should not be any private banker representation on the Boards of Directors
of the Federal Reserve Banks, and the Federal Reserve Banks should be en-
tirely under the jurisdiction of the Board of Governors. It is, therefore,
natural that the Chairman, as far as he is concerned, would not sho® any
Proposed legislation to the Council and would have no desire to discuss
in advance of introduction into Congress any bill with the Council. The
Council rould like to know if this is a view shared by the Board of Gov-
emors as a whole or merely the personal view of the Chairman. The Council
feels the Chairman” point of view is contrary to the intent of the

federal Reserve Act*
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McKae says that he believes anything that can be discussed with
tjje Council should be so discussed. The Board of Governors has given
each member of the Board certain functions and legislation under this div-
ision of functions belongs to the Chairman and the Vice Chairman. How-
ever, the Holding Companies Bill is of special interest to him as he has
felt for some time there might be very bad public reaction against all
banks unless certain steps are taken in time. He believes the study made
by the "ard may be of help. He personally would like to discuss this
whole matter jointly and severally r/ith the members of the Council but
be is embarrassed by the fact that the study in question is an attack
on one organization. He is anxious to avert trouble in the future and
has felt it necessary to treat this matter as one of highest confidence
until developments reach a certain point. He had hoped that the state-
ment made in the Annual Report of the Board of Governors would cause some-
one to sponsor legislation. The Board can not go to Congress itself
without the consent of the Budget Committee and so someone outside of the
Board should take up the cudgels. Some years ago he tried to get the
holding companies to introduce their own legislation but they declined.
He is not very hopeful that any one will undertake to introduce legisla-
tion now, but if there is someone, then the Board has made a confidential
study which it put into the form of a bill. He asks the members of the
Council not to become impatient and he y/ishes to assure them that nothing
in the bill will hurt any unit bank. If the bill is introduced into
Congress, it will not be a Board bill. He points out that members of the
Council must be aware of the fact that the Chairman of the Board is one
who administers matters in his owa way and without desiring to consult
people generally. He has handled the Baruch—Hancock legislation with the
help of Governor Draper and has kept these matters in his own hands3,
Hcrever, the majority of the Board of Governors has approved the confi-
dential report. He regrets exceedingly that there has been a misunder-
standing and is anxious that the members of the Council and the Board

*ork together as members of one family,

Brovn, Members of the Council are anxious to cooperate. They
recognize there may be occasionally matters, and the Bank Holding Com-
panies Bill may be one of then, which cannot be submitted to the Council
but Fccles took the position he had no obligation of any kind to nhow any
proposed legislation to the Council before its introduction into Congress
md that he had no intention of shoeing anything of this kind to the

Council. As long as the present law exists, the Chairman should— except
in most exceptional cases— consult the Council in advance of action.
McKee refers to the Baruch—Hancock Report and the bill based

uon it and said the time—table had been stepped up to such an extent that
the Board had to act before it was possible to have a meeting of the Coun-
cil, This was due to a hint that had been given that unless the Board got
busy inaediately it rould find itself out of the picture.

Berry says that the matter of small loans must have been dis-
cussed by the Board long before the February meeting of the Council.
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McKee answered that after all the Council had been talking about
~is a&tter for a long time and that there wasn’t anything new.

Berry says it is different now because the System is evidently

planning to extend its functions.

McKee says he 1is in agreement with the Council that it should
have been consulted about the bill based on the Baruch-Hancock Report.

Evans says in his personal conversations with the Chairman he
had never found that he assumed the position that he had no obligation to
consult the Council.

Wakefield says the Council believes in the perpetuation of the
Federal Reserve System and it would be very helpful to the System if the
Board cooperated with the Council. As it is the Council has often been
forced tc oppose the Board after legislation has been introduced into
Congress and Iin many cases this might have been prevented if the Board
had shown some confidence in the Council.

Fleming says it is obvious there wasn’t any limitation in the
bill as to the amount of guarantee the Board might assume in connection
with any loan, but he would much prefer to have this business of guar-
anteed loans handled by the Federal Reserve System in preference to the
R. F. C. or the Smaller War Plants Corporation. It is obviously desirable
not to have a percentage limitation upon the guarantee placed in the bill
for otherwise greater powers would be conferred upon other agencies.

Brown says he, and he is certain the members of the Council,
appreciates Governor McKee’s statement and he hopes that McKee is ex-
pressing the view of the majority of the Board that, except in rare cases,
the Board is willing to discuss legislation with the Council before it
reaches Congress. As regards Regulation Q, the Council feels the A. B. A.
resolution asking for a definition in the law of "interest payment” is
aost unfortunate; it would prevent all flexibility in banking. Since
chances of action by the Senate in the present session of Congress are
slight, it seems to him it would be best to let the whole matter rest at

present and the less said, the better.

McK”e says he understands the Senate was very much impressed by
the o pposition of businessmen to the Bro?fn and Maybank Bills and he doubts
whether the Senate wants to taice up the matter at this time. It is most
unliitely that it will be possible for the Senate Committee to have hear-
ing before it takes a recess in connection with the Republican Convention
and Trhile the Senate may come back after the Republican Convention, it
will adjourn again for the Democratic Convention and is then not likely
to return before election. He would like to know what the opinion of the
Council is about any further rulings at this time in connection with cases

‘iolatinr the regulation of the Board.
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Bromn says he believes the advice of most members of the Council
be that the Board had better not try to find others to whip until
this Congress adjourns.

Berry says the Board had better leave this whole matter rest.
At 12:30 Kurtz leaves the meeting,
tyffWVEASS IN CIRCULATION OF MONEI

McKee. It has been suggested that the Treasury take some one
district and police it and thus see what the factors are which bring about
the great recent increase in the circulation of currency.

Brown says in his opinion the main causes for the increase are:
(1) Hoarding brought about largely by fear of compulsory saving and so-
cial pressure to buy war bonds. The Treasury and the Far Loan Committees

have really harassed depositors. It has been suggested by the Treasury
that everyone having a deposit of over a thousand dollars in a savings
bank should "be personally interviewed. It is probably true that bank
solicitation is the most effective method of selling bonds. Still, if
it goes too far, people will simply begin to hoard money. (2) Black
maricets. (3) Evasion of income tax. Both of these latter items are

bound to increase the amount of currency in circulation. He doesn*t be-
lieve there is anything the Board or the banking system can do about that

situation.

Fleming says the pending tax simplification bill is likely to
increase the pressure.

Brown says the curtailment of large denominations would merely
stimulate the desire to hoard as it would confirm the belief of some
people that savings depositors are to be forced to buy bonds. The only
thing the curtailment of bills of large denomination would bring about
would be that hoarding would be in bills of smaller denominations and more

of thea.

McKee says Council ought to consider in connection with this
nole problem the Federal Reserve Bank notes, reserves, etc. He agrees
*ith Brom that the subject is a very delicate one.

Goldenweiser. Some increase in circulation is evidently due to
hoarding, black markets, or in order to evade the payment of taxes. This
has been increasing. Before this the increase in circulation was largely

tO rise in prices and businessactivity. The rate of increase IS now
about *300'*4,00 million a month instead of $500 million at the peak. He

not very disturbed about the situation and does not regard the matter
B particularly significant. In so far as the public holds idle deposits
Plus cash, this is Very regrettable. It would be much better if the
uslic bought more bonds but it is not a matter of prime importance.
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Fakefield says the more discussion you have about the currency
proble®, the more you will have hoarding.

McKee. Taxation on bank deposits in some states creates very
creat shifts of deposits which often creates embarrassment to ‘the Federal
~perve System. He wishes to know whether the Board should take up this
matter with the Council of State Governments or is it too delicate.

Bromn says it would be very unfortunate if the matter were taken
Utrdth the Council of State Governments. This shifting of deposits takes
place in states like Illinois, Missouri, Ohio, Indiana, and Michigan where
it is difficult to change the constitution. In Ohio, Indiana, and Michi-
gan the banks are being forced to pay a tax on bank deposits on behalf of
their large depositors. He would much prefer to have the temporary upset
which takes place in Illinois than to have to pay this tax. The chances
are if the Board raises the question Missouri and Illinois will find
themselves worse off than at present. In Indiana the present situation
prevents the growth of banks.

The meeting adjourned at 1:10 P. M.
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The Council reconvened in the Board Room of
the Federal Reserve Building, at 2:10 P. M.,
on May 15, 1944~*

All members of the Council, except Mr, Kurtz,
were present.

Bro—m. There are two matters to discuss (1) Holding Companies
Bill vhich is evidently shelved for this session of Congress and (2)
the oroposed amendment to section 13b which was read at the meeting this
torning. There was much difference of opinion at the meeting yesterday,
seven of the eleven members of the Council present feeling that the Fed-
eral Reserve System should not be given more power to make loans. It is
true the Board of Governors, as at present constituted, would probably re-
strict the guarantee to 90 per cent of the loan. Still this Board might
hcve successors who -ould be willing to make loans and grant guarantees
of 100 per cent. On the other hand, if the bill limited the amount of the
guarantee it would probably not be adopted by Congress.

Fleming says Mead is carrying on a campaign for his bill. Then
there is the bill of the Smaller War Plants Corporation. The 139 million
provided for by the Federal Reserve bill may not seem a sufficient amount

to Congress.

Wakefield believes the Smaller War Plants Corporation will be

able to get its bill passed.
Fleming says there is bound to be some legislation.

Berry doesn*t see how the Council consistently can support the
bill proposed by the Board when it is opposed to loans to be made by the

Saaller War Plants Corporation.

Traphagen does not agree with Berry. He thinks the proposed bill
is the least undesirable since we are bound to have some legislation.

Fleming says that each Federal Reserve Bank has six directors

elected by the member banks and is pretty certain to be conservative. It
*u?t be remembered that the R. F. C. under some person other than Jesse Jones
ai.~ht run completely Tird. What he doesn’t like in the Federal Reserve

bill is that any financial institution can originate a loan so that there
would be included building and lo”n associations as well as nonmember banks.

Berry doesn*t want the Federal Reserve System loaded down with

business not germane to that of a central bank.

Traphagen thinks that it is less dangerous to the private banking
syatett to give the Federal Reserve System power than to give it to some other

agencies.

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



—H—

TfakefieJLd say,? the £139 million is simply an insurance fund

<n«t prospective" losses. This idea has crept in everywhere and has
*** seen in the case of the and similar agencies. We might as well
up our arat P°in”® to have an experiment in political lending
it will continue until the futility of it is proved. He believes the

’ouncil might as well get behind the Federal Reserve proposal.

Fleming says we ought to know what limitation on loans is contem-
plated It may be the Board has prepared a tentative scheme of regulations.

. drom believes we shaII nave a oMaller War Plants Corporation
CP 1 ItIOﬂ we may have e Federal Reserve | ' He doubts whether
V‘\ Bl | Wll‘ paSS n anSW€r tO %erry, he S S he has an open mind
ot roPos f made by th e Boa He doubts Wheth gr theSﬁ proposals
|F carried OU * |0 mU EO an(li probably not ?any al'm The-
oretically, N@ be leves* edera Reserve system SNOUId not engage IN
suhf em but the e |sla%|ve situation 1S such that the rederar re-
|l aVG Off UCh eatureS aS those proposed |n the Mead Bill*

serve
If Jon”s “ere succeeded by certain types of appointees we might be Iin a
such 70 S| Uatlon than the present one. Politically, it i3 probably

wise formehe Council tO get behind the proposals of the Board in order to
prevent worse developments. He would much prefer if there were not any of

the socialised credit.

Berry feels there are too many implications involved which are
dangerous., The non—-member banks are likely to be included and thus
you ?.ould haVG an0ther class of institutions brought into the picture.

. Tra gen believes ail this |S part of the Baruch-Hancock Report
tf”Ch on P{ %HOTG is a constructlve documept and in hIS opinion,it would
be a mISta Or the oungi 0 pl itself m opposition. *7That |S proposed
is a ppol Very mUC (he One suggested at one time to be raised by the

banks t h ankS would n0t be saddled Wlth the onus of refusing to
sake Ioans.

3err liev “hole sche i function, a lot of machi-
nery “ill be cr ateg 8 i timate I [Ban)ys 'W Qlameg for the failure.
1n agrees v<*|th Baowhe Fleming, and Tr—.phagen that the Federal

es\rve RI’OE)O gOO an sN.me L”)inion is held by Bradshaw, Spence*
PUﬂtIﬂgtO n G|ff0rd |n other words, a members of the Council present
except £r. Berry, dle in favor of supporting the Federal Reserve proposals.

BroTn m%kes the stafemen that Mr. Kurtz- before reaving nhad atso
agreed to support the proposals

Traphagen left the meeting at 2:4-5 P« M

Bro=h says jt will be necessar et the.non-member hanks and
uch organizations Xs bum’jlng anH foan a)éSOCIgIOHS in on the schema.
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Fleming says best to leave the whole matter rest as it is in
the Baruch—Hancock Report. It enables the argument to be made that agen-
t s other than the Federal Reserve System need not be given the authority

to losns—

Bro ra suggests that members study the whole subject and if they
have any suggestions send them to the Secretary of the Council before the
next meeting of the Executive Committee which is scheduled for June 7. He
will seek to get a promise from the Board that it will consult the Council
before it issues any regulations when and if the bill passes.

Wallace leaves the meeting at 2:50 P. M.

At 3:00 P. M., Dr. Goldenweiser appeared before the Council and
Bade the following statements

Goldenweiser. Not much has happened in a business way since the
last meeting of the Council. The war goes on and we have to pay for it.
Prices are being held reasonably in line. Financing of the war is not a
problem, but the problem is to do the financing in such a Way that there
will not be an:/ serious after—-offects when the war is over. It is there-
fore more important to think of the postwar picture and what to do in the
matter of readjustment. If we are to keep up a reasonable amount of employ-
ment after the war we must have a level of production of about 2170 billion
as against the present A2 billion on the pr—esent price level. The prewar
production on present price level amounted to about 185 billion per annum.
If we had a production of *170 billion we would have about 1-2 million
unemployed. me could have a lower level of production than at present and
still keep up reasonable employment because people now vror*ing such as
*oaen, old people, and young people will drop out. Also there will be
shorter hours of labor and some people who are now in production will enter
personal service. He is publishing an article on this subject in the Fed-

eral Reserve Bulletin for May.

He has been concerning himself lately with trying to prepare a
program under ?rhich a production of *170 billion per annum might be kept up.
He has formulated his program in 15 points and recognizes that much of it
is guess quk, but at least it furnishes the basis to discuss something
which may develop into a practical usable scheme. The 15 points are as

follows:

1. It will be necessary to keep controls during the period of
readjustment until such time as production of goods meets
the demand.

2. It is necessary to have a better plan of demobilization

than after the last war. This plan ought to cover not
merely people In armed services but also people working

in special war industries.

3. The program of social security must be expanded. This
would increase current demand for goods as people would
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be more r~ady to spend and would not in cases of depres-
sion worry as much as at present aKout their own future,
Thus, the sharpness of business depressions may be pre-

vented*

4. There must be an expansion of public services: schools,
hos itals, etc., all of which are wanting in many dis-
tricts.

5. An increased minimum standard of living should be de-
veloped.

6. There should be a better and more systematic organiza-
tion of the lower ranks of labor.

7. Hours of labor should revert to those of the prewar days.
Lower hours of labor will not in itself solve the problem.
Our reduction in working hours must be gradual and not
greater than we can afford.

8. Wage levels above minimum must be maintained but should
not be raised except as productivity increases.

9. We cannot have a great growth of monopolies whether this
be in industry or in labor. He admits he does not know how
to work this out.

10. The Government should give a job to everyone who needs one
as there is much work the Government should do and it should
do it when there is need.

11. Agriculture. We have had an overproduction and very likely
after the war we shall have a return from the city to the
country. He believes in some places there is a boom now
in the price of agricultural lands# (Wakefield questions
this.) There is much rural poverty. 92 per cent of the
increase of income from agriculture has gone to 2/3 of the
farm population and only 8 per cent has gone to 1/3* World
trade and industrial prosperity is necessary for a healthy
situation in agriculture. Some stabilization of farm prices

may be required.

12. Foreign trade must function if we are to have prosperity.
To bring this about the first necessity domestic pros-
perity in order that we may be able to buy freely from
abroad. There is needed some mechanism for making foreign
investments of a productive nature.
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n The budget of the Federal Government roust be balanced in
order to m”et inflationary movements. Such balancing may
be of a cyclical nature.

In taxation we must have few consumptive taxes and there
must be a larger allowance than at present for losses,
Kxcess profit taxes should be abolished and those corpor-

ation taxes which now imply double taxation should be
abolished,

15, Banking problems. For a while the value of Government
securities should be maintained— if necessary, artificial-
ly, He does not anticipate that this will be very

difficult. On the other hand, short-term rates should be
allowed to fluctuate more than at present and this need

not affect the prices of longer—term Government securities.
There is need for a good reconversion plan. Smaller corpora-
tions must be helped. In the Federal Reserve field, selective
credit control must be maintained, and the older controls,
like discount rates, reserve requirements, etc.,

should be kept. Greater controls over reserve requirements
may be necessary as it is likely after the war we shall

have another period of influx of p;old.
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