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M I N U T E S  O F  M E E T I N G  O F  T H E  F E D E R A L  A D V I S O R Y  C O U N C I L

September 17, 1944
The third statutory meeting of the Federal Advisory Council for 1944 was convened in Room 936 of the Mayflower Hotel, Washington, D. C., on Sunday, September 17, 1944, at 2:00 P.M., the President, Mr. Brown, in the chair.

The minutes of the meeting of the Council of May 14-15, 1944, and of the meeting of the Executive Committee on June 7, 1944, copies of which had been previously sent to all the members of the Council, were approved.
The Board of Governors had submitted to the Council the following:

“Should the Board’s Regulation L be amended so that the plan of the Postwar Smaller Business Credit Commission of the American Bankers Association, to permit an officer of one bank to commit another bank without thereby violating the Clayton Act, can be carried out.”
After some discussion, a motion that the Council approve the amendment to Regulation L for the purpose indicated was proposed by Mr. Gifford and seconded by Mr. Winton and unanimously adopted.
A discussion took place regarding a proposed amendment to Section 13b of the Federal Reserve Act.
The Council reiterated the position it had taken in May to the effect that, while it was opposed to all subsidized credit, the bill sponsored by Chairman Eccles to make Section 13b more flexible than at present was probably the lesser of evils.
It was decided, however, not to take any further action at this time.
A discussion took place regarding the ratio of gold to member bank reserve balances and Federal Reserve notes in circulation.
There was a general feeling that if anything had to be done, it would be well to lower reserve requirements to 25 per cent from the present ratio of 40 per cent and 35 per cent.

Present:
Mr. Charles E. Spencer, Jr.
Mr. Leon Fraser (Alternate for Mr. John C. Traphagen)
Mr. William Fulton Kurtz 
Mr. B. G. Huntington 
Mr. Robert V. Fleming 
Mr. Keehn W. Berry 
Mr. Edward E. Brown 
Mr. Ralph C. Gifford
Mr. Julian B. Baird (Alternate for Mr. Lyman E. Wakefield)
Mr. A. E. Bradshaw
Mr. Ed H. Winton
Mr. George M. Wallace
Mr. Walter Lichtenstein

District No. 1 
District No. 2 
District No. 3 
District No. 4 
District No. 5 
District No. 6 
District No. 7 
District No. 8 
District No. 9 
District No. 10 
District No. 11 
District No. 12 
Secretary
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A discussion took place in respect to the desirability of the Board of Governors keeping the members of the Federal Advisory Council informed about proposed legislation.
Mr. Brown made a detailed and interesting report on the results of the Bretton Woods Conference.
The meeting adjourned at 6:00 P.M.

WALTER LICHTENSTEIN,
Secretary.
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M I N U T E S  O F  M E E T I N G  O F  T H E  F E D E R A L  A D V I S O R Y  C O U N C I L

September 18,1944
At 9:40 A.M., the Federal Advisory Council reconvened in the Board Room of the Federal Reserve Building, Washington, D. C., the President, Mr. Brown, in the chair.
Present: Mr. Edward E. Brown, President; Mr. Charles E. Spencer, Jr., Vice President; Messrs. Leon Fraser, William Fulton Kurtz, B. G. Huntington, Robert V. Fleming, Keehn W. Berry, Ralph C. Gifford, Julian B. Baird, A. E. Bradshaw, Ed H. Winton, George M. Wallace, and Walter Lichtenstein, Secretary.
Mr. Fleming stated he believed information of pending legislation is a matter of timing. Obviously, the Council is entitled to information only after a bill has actually been drafted to be introduced into the Congress; the Council should be given proposed bills in sufficient time to enable it to make a study of a bill.
There was general agreement with this statement.
The President of the Council stated that it was his understanding that the Council does not see any objection to the formation of credit pools and if there should be any doubt of the legality, this had better be removed. At the same time, he believed that there really wasn’t any question of the legality of the proposed credit pools.
The meeting adjourned at 9:50 A.M.

WALTER LICHTENSTEIN,
Secretary.
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M I N U T E S  O F  J O I N T  C O N F E R E N C E  O F  T H E  F E D E R A L  A D V I S O R Y  C O U N C I L
A N D  T H E  B O A R D  O F  G O V E R N O R S  O F  T H E  F E D E R A L  R E S E R V E  S Y S T E M

September 18, 1944
At 10:05 A.M., a joint conference 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.
Present: Members of the Board of Governors of the Federal Reserve System:
Chairman Marriner S. Eccles; Vice Chairman Ronald Ransom; Governors John K. McKee, Ernest G. Draper, and R. M. Evans; also, Messrs. Lawrence Clayton, Assistant to the Chairman; Elliott Thurston, Special Assistant to the Chairman; Chester Morrill, Secretary of the Board of Governors; also, S. R. Carpenter, Assistant Secretary; Walter Wyatt, General Counsel; J. P. Dreibelbis, General Attorney; George B. Vest, Assistant General Attorney; E. A. Goldenweiser, Director, Division of Research and Statistics; LeoH. Paulger, Director, Division of Examinations; Edward L. Smead, Director, Division of Bank Operations; Carl E. Parry, Director, Division of Security Loans, and Robert F. Leonard, Director, Division of Personnel Administration.
Present: Members of the Federal Advisory Council:
Mr. Edward E. Brown, President; Mr. Charles E. Spencer, Jr., Vice President; Messrs. Leon Fraser, William Fulton Kurtz, B. G. Huntington, Robert V. Fleming, Keehn W. Berry, Ralph C. Gifford, Julian B. Baird, A. E. Bradshaw, Ed H. Winton, George M. Wallace, and Walter Lichtenstein, Secretary.
A discussion took place regarding the desirability of amending Regulation L in connection with bank credit pools being formed in various cities, notably in New York.
There was general agreement on the part of the members of the Council and the members of the Board of Governors that there was not any need of an amendment at this time.
A lengthy discussion took place regarding the proposed amendment to Section 13b of the Federal Reserve Act.
The Chairman of the Board of Governors read a prepared confidential statement covering the proposed amendment to 13b (Wagner-Spence Bill), a copy of which was given to each member of the Council.
In this connection there was also some discussion about the bill proposed by the Smaller War Plants Corporation to extend its powers.
A lengthy discussion took place as to information on proposed legislation to which members of the Council are entitled.
Chairman Eccles filed a formal statement defining the understanding of the Board as to the extent to which it is obligated to give members of the Council information about drafts of bills and pending legislation generally.
The meeting adjourned at 1:10 P.M.

W A L T E R  L I C H T E N S T E I N ,
S e c r e t a r y .
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M I N U T E S  O F  M E E T I N G  O F  T H E  F E D E R A L  A D V I S O R Y  C O U N C I L

September 18,1944
At 1:20 P.M., the Council met at luncheon with Dr. Goldenweiser, Director of the Division of Research and Statistics of the Board of Governors:
Present: Mr. Edward E. Brown, President; Mr. Charles E. Spencer, Jr., Vice President; Messrs. Leon Fraser, William Fulton Kurtz, B. G. Huntington, Robert V. Fleming, Keehn W. Berry, Ralph C. Gifford, Julian B. Baird, A. E. Bradshaw, Ed H. Winton, and Walter Lichtenstein, Secretary.
Dr. Goldenweiser discussed the problem of the ratio of gold reserves to member bank deposits and notes in circulation.
The meeting adjourned at 2:00 P.M.

WALTER LICHTENSTEIN,Secretary.
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NOTE* This tran scrip t  of the Secretary's note? 

is  not to be regarded  as complete or necessarily 

en t ir e ly  accu rate . The transcript should be 

considered as b e in g  str ictly  for the sole use of 

the members o f  the Federal Advisory Council.

W. L.
Secretary's notes on meeting of the Federal Advisory 
Council on September 1 7 , 1 9 4 4 , at 2 :0 0  P . M .,  in Room 
9 3 6  of the Mayflower Hotel, Washington, D. C.

A l l  members o f  the Federal Advisory Council were 

p re se n t , except M essrs . Traphagen and W akefield.

H r . L^on Fraser  served as alternate  for

M r. Traphagen and M r. Ju lia n  B . Baird as alternate

for Mr. Wakefield.

M r . Flem ing ?/as not present when the meeting 

began but a rr iv e d  at  3 :1 0  P .  M .

The minutes o f  the meeting o f the Council of May 14-15, 1944, 
and of the meeting o f the Executive  Committee on June 7, 1944, copies 

of which had been p re v io u sly  sent to the members of the Council, were 

approved.

REGULATION L

Brc’Ti stated  th at  in  New York a committee had been formed of 

the clearing house banks in  ^h ic h  each bank was represented. Only the 

bank whose representative  aoproved o f  any given credit need participate 

in that credit and in  t h is  way i t  would seem as i f  the legal question 

as to the righ t  o f  an o f f i c e r  o f  one bank to represent another was 

avoided.

Berry b e lie v es  that  the question  of the Clayton Act had better

not be stirred  up .

Fallace  agrees  w ith  Berry and thinks it  inadvisable to raise 

this question.

The Secretary  reads the le t t e r  o f  M orrill of August 1 8 , 1944 , 

in rhich the problem fa c in g  the Board as to the amendment of Regulation 

L ip stated.

Bro?rn b e l ie v e s  the amendment of Regulation L for the purpose 

stated *ould not cause any  em barrassment.
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W alla c e  a s k s  w h eth er  ths C la y to n  Act i s  n o t  be ing  v io la t e d  in  

some of the V Loans in  w h ic h  a num ber o f  banks p a r t ic ip a t e .

G i f f o r d  p r o p o s e s , and  ^ i n t o n  se c o n d s , a motion tb at  the C o uncil 

approve the amendment to  R e g u la t io n  L  f o r  the purposes in d ic a t e d .

The m otion  w as u n a n im o u s ly  a d o p te d .

Bro. n  p o in t s  o u t  t h a t  co rre sp o n d en t  banks o ften  p r e fe r  h a v in g  

their customers go to th e  R .  F .  C .  o r  o th e r  Governm ental ag en c ies  ra th e r  

than to a b ig  c i t y  b an k  b e c a u se  t h e r e  i s  alw ays the  danger that the 

la r g e  c it y  b an k , i f  i t  h a n d le s  th e  l o a n ,  u lt im a t e ly  r e c e iv e s  from  the 

cu s to m er the m ajo r  p a r t  o f  h i s  b a n k  a c c o u n t . H o w ever , un der  the Ne^

York plan one l a r g e  ban k  may t a k e  the  e n t ir e  lo a n  that  is  b e in g  o ffe r e d  

and thus the c o r r e s p o n d e n t  b a n k  w o u ld  n o t  a v o id  the danger to which 

reference has  b een  m ade . Brown d o u b ts  w h e th er  Chicago  w i l l  have  a pool 

similar to th at  o f  Mew Y o r k . T h e  amendment sho uld  be drawn b ro a d ly  

enough to cover the  ca se  o f  c r e d i t o r s 1 com m ittees and the l i k e .

K u r tz  w it h d r a w s  nu m ber  three  on th e  a g e n d a , "P l a n s  o f  Post

war Smaller B u s in e s s  C r e d i t  C o m m ission  o f  th e  Am erican Bankers  A ss o c ia 

tion ". He s t a t e d  t h a t  i n  P h i l a d e l p h i a  the  w h o le  q u e stio n  was d is c u s s e d  

at a meeting o f  l a r g e  an d  s m a ll  c o rre sp o n d en t  banks and the m eeting  

proved very  s a t i s f a c t o r y .

B e r r y . I n  New O r l e a n s  n o t  o n ly  w ere  co rresp o n den t  banks in v it e d  

to a meeting b u t  a l s o  o r g a n i z a t i o n s  o f  sm all  b u s i n e s s .

K u r t z  s a i d  t h a t  a t  th e  m eetin g  i n  P h il a d e l p h ia  ab o u t  20 0  were 

present. There  w as  n o t  much s t r e s s  l a i d  on c r e d i t  s t r in g e n c y . In  g e n e r a l , 

all those p r e s e n t  w ere  o p p o s e d  to  a n y  s u b s i d i z e d  c r e d i t .

G i f f o r d  s t a t e s  t h a t  i n  h i s  o p in io n  such  m eetings  a r e  v ery  

constructive.

K u r tz  s a id  th e  m e e t in g  was c a l l e d  b y  h i s  bank  and  a l l  co rrespon

dent bank3 i n  the  T h i r d  F e d e r a l  R e s e r v e  D i s t r i c t  were i n v i t e d .

B a ir d  s a i d  t h a t  i n  a  New Y o rk  c o n f e r e n c e , a t  w h ic h  he  was 

present, there  w as  much d i f f e r e n c e  o f  o p i n i o n . There  i s  dan ger  in  c i t y  

banks approaching  t h e i r  own c o r r e s p o n d e n t s  a s  the  l a t t e r  d i f f e r  very  

■uch in t h e ir  a t t i t u d e  to w a r d  t h i s  so r t  o f  c r e d i t .  He s ta te s  th a t  in  

his bank i t  i s  r e g a r d e d  a s  p r o p e r  to  a s s i s t  th e  A .  B . A .  a t  group  meet

ings but h is  b a n k  d o e s  n o t  b e l i e v e  i t  w ir e  to approach  co rresp o n den ts  o f  

any p articu lar  b a n k .
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K u rtz  d o ub ts  w h e th er  many a p p l ic a t io n s  for  cred it  are  of a 

foolish n a tu re ,

kvwmm to  13 b

Brovm s a y s  E c c le s  h a s  h a d  a b i l l  in tro du ced  in  Congress which 

would provide t h a t  th e  sto ck  o f  th e  F . D . I . C .  h e ld  by the Federal Reserve 

Banks be bought by th e  T r e a s u r y . The  b i l l  p ro v id es  that the Board 

gust pass on lo a n s  made o ut  o f  t h i s  f u n d . E c c le s  t e s t i f ie d  before the 

Hou°e and Senate  C o m m itte e s . B e l l  i s  e v id e n t ly  in  favor o f  the b i l l  but 

Morgenthau i s  o p p o s e d . A s  a  r e s u l t  o f  t h is  d iv i s io n  o f opinion in  the 

Treasury the C o m p tr o lle r  o f  th e  C u r r e n c y  d id  n o t  w ish  to t e s t i f y . McGee 

told him that he th o u g h t  the  S m a lle r  ??ar P la n t s  Corporation b i l l  i s  dead. 

Src- n £oes on to. p o i n t  out t h a t  a t  the May m eeting  o f  the Council a l l  

■eobers of the C o u n c i l ,  e x c e p t  B e r r y , thought th ere  would be some le g is 

lation to aid s m a lle r  b u s in e s s  a n d  t h a t , w h ile  the Council was opposed 

to all s u b s id iz e d  c r e d i t ,  i t  seem ed the  F e d er a l  Reserve b i l l  was the 

least o f the e v i l s .  E c c le s  r e p o r t e d  to the House Committee that the 

Council was in  f a v o r  o f  h i s  b i l l  b y  1 1  to 1 .  The E ccles  b i l l  was intro

duced in  Congress v e r y  l a t e  an d  p r o b a b ly  no  l e g i s l a t i o n  would therefore 

result at th is  s e s s i o n .  C ro w le y  i s  opposed to the b i l l .

K u rtz  t h in k s  a l l  o f  t h e s e  v a r io u s  b i l l s  are  dead as Congress 

is too busy and  h a s  l o s t  i n t e r e s t .

Brown s a y s  th e  T r e a s u r y  i s  an g ry  as  i t  fe e ls  the s p ir it  of 

the rule not to  h a v e  a n y  G o v e rn m e n ta l  agency  in tro d u c e  a b i l l  into  

Congress w ith o u t  c l e a r i n g  i t  w it h  th e  Bureau  o f  the  Budget had been 

viol':ted . The v a r i o u s  F e d e r a l  R e s e r v e  Banks do no t  l ik e  the id ea  o f  

a comaon fund  to  b e  c o n t r o l l e d  b y  th e  B o ard .

W in  ton t h i n k s  t h a t  i n  th e  l i g h t  o f  the fa c ts  a v a ila b le  to the 

Council in  May i t s  p o s i t i o n  I s  e n t i r e l y  c o n s is t e n t  and he  th inks  th is  

position should  be  m a i n t a i n e d .

Brown b e l i e v e s  t h a t  E c c l e s  sees  in  the- amendment to 13B  a 

"1 .1 1 1 1 ^  o f  g r e a t e r  c e n t r a l i z a t i o n  i n  the  Sy stem . He is  in  general 

accord with  th e  id e a  o f  l e t t i n g  t h e  a c t io n  o f  the  C o un cil  on 13  B stand 

but at the same tim e  w o u ld  n o t  a t  p r e s e n t  do a n y th in g  further  about i t .

■LATIO OF GOLD TO MEMBER BANK RESERVE BALANCES
jgp. rrDHUL p s s r H v g  n q t i ?s  i n  c i r c u la t io n

F r a s e r  s t a t e s  t h a t  th e  New York  banks would favo r  a low ering  

of renerre r e q u ir e m e n t s  to  2 5  p e r  c e n t  b u t  New York  is  not at  a l l  nervous 

'bout the s i t u a t i o n  a n d  f e e l s  c o n f i d e n t  the  System  can get along on the 

" V r Le, c e r t a i n l y  f o r  pome m o n th s .
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Brown says that in his opinion there is nothing sacrosanct 
about a UO per cent ratio. He feels Spahr is simply stirrin^ up the 
public. He would be sorry to see amendments to the Federal Heserve Act 
introduced at this time as it would raise too many questions and he thinks 
the Council should not take any action whatsoever.

At this point Mr. Fleming joined the meeting.

Fleming says that when corporations begin reconverting and 
gelling their governments bank deposits will become more inflated. He 
feels confident that the cut-back after the collapse of Germany will at 
least temporarily create much unemployment. A n  0f this is connected 
with the gold ratio question.

It was decided to discuss this question with Dr. Goldenweiser.

Fleming discussed the situation in respect to 13 B. H« said 
that Eccles is angry that the American Bankers Association has not been 
tilling to support the ^agner-Spence bills and he says that if these are 
not passed the chances are that the Smaller War Plants Corporation *?ill 
have its own way completely. Fleming doubts that the bills are dead 
although probably no action will be taken before election. But after 
election tlie whole problem will be up again and it may be that some of 
the sore objectionable bills will pass.

INFORMATION ABOUT PE N D IN G  L E G IS L A T IO N

Brown states that Chairman Fccles has had a holding company 
bill drafted and has stated that he Till not consult the Council in 
advance of the introduction into Congress of legislation. He feels that 
legally the Board ought to consult the Council and it has also a moral 
obligation to do so.

Win ton says the position on 13 B should not be tied up with 
the question on information on pending legislation. The Council should 
s+and on its record on 13 B and keep faith with Eccles.

It was agreed that the Council should meet in the Board Room 
of the Federal Reserve Building tomorrow at 9 : 3 0  A. M. and meet with the 
3o*rd at 10  A. M . Furthermore, the Secretary was instructed to try to 
arrange to have Dr. Goldenweiser lunch with the Council to discuss the 
gold ratio question.

B?rTTGN y-QQDS

Brown m ade a  m ost d e t a i l e d  a n d  i n t e r e s t i n g  rep o rt  on the resu lts

of the Bretton  ftoods C o n f e r e n c e  s p e a k in r  f o r  about 1  - h o u r s . As he is  

publishing an  a r t i c l e  i n  th e  J o u r n a l  o f  B u s in e s s  o f  the U n iv e r s it y  o f 

Chicago on t h i s  ^h o le  s u b j e c t  c o v e r in g  i d e n t i c a l l y ,  more or l e s s , the 

^ewarics made a t  t h i s  m e e t in g  i t  w as deem ed u n n e c e ssa ry  to have the 

Secretary o f  th e  C o u n c il  make n o t e s  o f  w h a t  he  s a i d .

The m e e t in g  a d j o u r n e d  a t  6 P .  M .
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The  C o u n c i l  met in  th e  Board  Boom 

o f  th e  F e d e r a l  R e s e r v e  B u i l d i n g , 

a t  9 : 4 0  A ,  M . ,  on Septem ber 1 8 ,

19U .

A l l  m embers o f  th e  C o u n c il  w ere 

p r e s e n t ,  e x c e p t  t h a t  M r . F r a s e r  

r e p r e s e n t e d  M r , T r a p h a g e n  and 

M r . B a i r d  r e p r e s e n t e d  M r . W a k e f i e l d .

Flem ing  s a i d  h e  b e l i e v e d  th e  d is c u s s io n  on in fo rm a tio n  o f  

pending l e g is l a t io n  i s  a  m a tte r  o f  t i m i n g . O b v io u s l y  the C o u n c il  i s  

entitled to in fo r m a t io n  o n ly  a f t e r  a b i l l  h a s  a c t u a l l y  been d r a f t e d  to 

be introduced in t o  C o n g r e s s  and  th e  C o u n c il  s h o u ld  be  g iven  p ro p o sed  

bill:* in  s u f f i c i e n t  t im e  to e n a b le  i t  to  make a stu d y  o f  a b i l l .

There  w as g e n e r a l  a g r e e m e n t  w it h  t h i s  s ta te m e n t .

Brown s t a t e d  t h a t  i t  i s  h i 3 u n d e r s t a n d in g  the  C o u n c il  does  

not see any o b je c t io n  to  th e  f o r m a t io n  o f  c r e d i t  p o o ls  and i f  t h e r e  i s  

any ioubt of l e g a l i t y  t h i s  h a d  b e t t e r  be  rem o ved . H o w ev e r , h e  t h in k s  

the whole q u e stio n  o f  th e  d o u b t  o f  l e g a l i t y  i s  a  r a t h e r  f a r f e t c h e d  o n e .

The m e e t in g  a d jo u r n e d  a t  9 : 5 0  A .  M .
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At 1 0 :0 5  A . M . ,  the C o u n c il  h e ld  a jo in t  meeting 

-vith th e  B o a rd  o f  G overnors o f  the F ederal Re

serve  Sy ste m .

A l l  members o f  the  C o u n c il  were present except 

t h a t  M r . F r a s e r  re p r e s e n te d  M r. Traphagen and 

M r . B a ir d  r e p r e s e n t e d  M r . W a k e f ie ld . The fol- 

ow ing  m embers o f  the  Board  o f  Governors were 

p r e s e n t : C hairm an  E c c l e s ; V ic e  Chairman Ransom; 

G o vern o rs  M c K e e , D r a p e r , and  E vans ; a l s o , M essrs. 

C la y t o n , T h u r s t o n , M e r r i l l ,  C arp en ter , G oldenw eiser, 

^ y a t t ,  D r ^ i b e l b i s ,  V e s t , Sm ead, P a u lg e r , P arry , 

and L e o n a r d .

* t  sh o u ld  be  n o t e d  t h a t  M r . V e st  jo ined  the meet

in g  a t  1 1 : 1 0  and  D r .  G o ld e n w e ise r  a t  11:4-5•

?SGUL4TIQN L

Brow n . The q u e s t i o n  abou t am ending  R egulatio n  L  was ra ised  by 

lathers in  Ne-v York i n  c o n n e c t io n  w it h  the  c r e d it  pool formed th ere . The 

situation has  ch anged  s in c e  th e  Bo ard  a d d re ss ed  it s  l e t t e r  tc the C o u n c il .

As no bank i s  r e q u ir e d  to  p a r t i c i p a t e  i n  a n y  g iven  lo an  un less  the action  

is unanimous and a s  each  b a n k  i s  r e p r e s e n t e d  on the Committee the occasion 

does not a r i s e  o f  th e  o f f i c e r  o f  one ban k  r e p re se n t in g  another bank . The 

Council sees no o b j e c t i o n  to  an  am endment such as  has  been suggested but 

thinks there i s  a c e r t a i n  d a n g e r  in  am endment for t h is  s p e c ia l  purpose 

since by im p lic a t io n  m any e x i s t i n g  arrangem ents  to which no o bjection  has 

ever been r a i s e d  may be t h o u g h t  to be i l l e g a l .

F c c le s  a g r e e s  w i t h  Brown t h a t  th e re  i s n ft any need o f  an amendments

McKee a l s o  t h i n k s  th e r e  i s  a danger in  am ending the r e g u la t io n .

Ransom b e l i e v e s  th e  New  Y o rk  banks are  r e a l l y  more a fr a id  o f an 

antitrust a c t io n  by th e  D ep artm en t  o f  J u s t i c e  th *n  th ey  are o f Regulation  

L.

Brown sa y s  i f  th e  q u e s t io n  r a i s e d  by the  New York banks has any 

valiiity  then the  m ere f a c t  t h a t  a t  th e  moment the  s it u a t io n  is  s a t is 

factory is  no t  an a n s r e r .  The  C o u n c il  h a s  no o b je c t io n  to a m o dificatio n  

but rould l ik e  to s e e  th e  la n g u a g e  o f  a n y  amendment proposed before  i t  is  

issued, in  o rder  to  m axe c e r t a i n  t h a t  lo n ^  tim e n e c e s s a r y  practices  are 

not made i l l e g a l  by  i m p l i c a t i o n .

E c c le s  s a y s  th e  w h o le  m a tte r  h as  been l a i d  on the table  and there 

is not any p ro sp ect  o f  an  am endm ent.

McKee sa y s  i f  an  am endm ent sh o uld  be drawn up the language wnuld 

first be su bm itted  to  th e  C o u n c i l .
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Eccles read a prepared confidential statement covering the proposed 

HTjeniment to 13b (Wagner-Spence Bill) a copy of which was given to each 

member of the Council* He went on to say that the House Committee had a 

hearing on the bill and he was there for one whole morning and first and 

Isst half to two-thirds of the membership of the Committee was present, 

f&leott was quite belligerent probably due to political pressure from his 

:*rty. Crawford spoke on the other side and answered Wolcott very 

vigorously* Except for Wolcott and Brown, the members of the Committee 

present seemed to be in favor of the bill. Bro^?n, s attitude was due to 

the opposition of the Federal Reserve System to his bill changing Regula

tion Q. Eccles stated he had also appeared at the Senate hearing two 

aomings. Taft had originally opposed the changes but on understanding 
better *hat was proposed he changed his position. Danaher of Connecticut 
seeded satisfied with the answer to his very searching questions and the 

sane was true of Hawkes. Wagner and Maloney were concerned about the 

limitations on the size of loans and wanted to make certain that suffi

cient loans would be made available to small business. Eccles felt it a 

mistake to limit the amounts given to any business because after all the 

purpose of the whole bill was tc help out employment and production.
Since the hearing took place Eccles has suggested an amendment to the 

original bill that not more than half of the loans in amount should be 

aô e than £130,030* He showed that the Smaller Tar Plants Corporation had 

loaned only 38 per cent of its total loans in amounts of less than 

>130,000. Crowley has signified his desire to appear in opposition to the 
bill and also th e  A.B.A. wishes to be heard in opposition on account of a 
resolution which was passed by the convention of the A.B.A. in September 
19A3 in which opposition was expressed to all Government guaranteed loans. 
Spence has stated that it is inadvisable at this time for the House to 
hold more hearings, a n d  he t h i n k s  it best to let the  Senate pass its bill 
and then h av e  th e  House substitute the Senate bill for its own. But at 
present i t  is almost impossible to get action e x c e p t  on vei’y urgent 
natters s in c e  a quorum is very difficult to get in the Senate on account 
of the approaching election. There is no appropriation needed to put the 
Tagner-Spence bill i n t o  operation as it provides that a fund should be 
created out of t h e  *-139 million which constituted th e  surplus of the 
vedê al Reserve B a nk s  which was originally given to the  F.D.I.C. The bill 
Provides t h a t  t h e  s t o c k  h e l d  b y  th e  F e d ^ a l  Reserve Banks should be bought 

~y the T r e a s u r y . H e  p o i n t s  out that in spite of many restrictions the 
Federal R eserv e  Bonks up to  1938 made more loans than the R.F.C. a f t e r  

"hich time th e  r e s t r i c t i o n s  o n  R.F.C. loans b e in g  removed n a t u r a l l y  i t  was 

able to maxe more l o a n s  t h a n  th e  F e d e r a l  R e s e r v e  B a n k s .

Brô n̂ says it seems evident that before  election only the surolus 
Property Bill will be passed.

E c cle s  s a y s  p r o b a b l y  th e  S m a l le r  W ar P l a n t s  C orporation  b i l l  r i l l  

*lao be p a ss ed .

jurMDMENT TO 13b
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F le m in g  a g r e e s  w it h  E c c le s  th at  in  order to d e feat  some 

of the o b je c t io n a b l e  m easu res  you roust propose something in  their 

place and h e  t h in k s  i t  in a d v is a b l e  f o r  the  A .b .A .  to oppose 

the pro p o sed  amendment to  1 3 b .

At  1 1 : 1 0  M r . V e s t  jo in e d  the m e etin g .

F le m in g  t h in k s  th e  A .  B . A .  may change i t s  p o s it io n .

E c c l e s  r e g a r d s  th e  amendment to sectio n  13b  as merely 

bc-in? a k in d  o f  in s u r a n c e  pool fo r  the  h a n k s , as he does not 

b e lie v e  t h a t  banks  i n  th e  p a s t  have  been  a b le  to set up suf

f ic ie n t  r e s e r v e s  to  t a k e  c a r e  o f  bad l o a n s .

M cKee q u e s t io n s  th e  statem ent t h a t  banks have fa ile d  

on acco un t  o f  bad  co m m ercial l o a n s .  th in ks  such instances 

have been  r a r e  a n d  t h a t  f a i l u r e s  o f  b an ks  have resu lted  from 

bad in v e stm en ts  an d  bad  c o l l a t e r a l  l o a n s .

Brown a s k s  how  f a r  th e  f i n a n c i n g  power o f  the Sm aller 

War P la n t s  C o r p o r a t io n  w i l l  go. I s  i t  o n ly  fo r  the a c q u is it io n  

of p la n ts  o r  a ls o  to  c o v e r  o p e r a t io n s ?

V e s t  r e f e r s  to  S e c t io n  14-, sub- section  ( f )  o f  H .R .5 1 2 5  and 

shows t h a t  th e  b i l l  i s  in t e n d e d  to  co ver  n o t  m erely the a c q u isi

tion o f  p l a n t s ,  b u t  a l s o  t h e i r  o p e r a t io n  by  small b u s in e s s .

B r o ^  say s  h e  p resum es  t h i s  can r e fe r  only  to acauisi-  

tion o f  s u r p lu s  p r o p e r t y  by sm all b u s i n e s s .

E c c l e s  e x p r e s s e s  th e  o p in io n  t h a t  in  p ra c tice  there 

would be p r e c io u s  f e r  r e s t r i c t i o n s .

In  a n sw e r  to  a  q u e s t i o n  by  K u r t z , E ccles  states  (guarantees 

would be g r a n t e d  by th e  r e g i o n a l  F e d e r a l  H e  serve Banks and the 

Board w o uld  o n l y  i s s u e  g e n e r a l  r e g u la t io n s  and f i x  the rates*

The Board  w o uld  n o t  e x p e c t  to p a ss  on the  a c tu a l  lo an s  but 

n a t u r a l ly  r e c e i v e  r e p o r t s *
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NATION ON PROPOSED LEGISLATION

Carpenter r e a d s  a  form al statem ent  on the su b ject  a copy o f which 

WRS handed to each member o f  the  C o u n c i l .

Bro^n says  th a  C o u n c il  r e g a r d s  i t  as odd that  other bank super

visory bodies l i k e  the  C o m p tr o lle r  an d  the  F . D . I .  C . are  w ill in g  to d is 

cuss proposed l e g i s l a t i o n  a n d  th e  Bo ard  o f  Governors in  general refuses 

to do so. He does n o t  r e g a r d  i t  a s  a  m atter  o f  c o n fid e n c e . Taking the 

0r: :osed amendment to  13 b and  th e  h o l d in g  company b i l l ,  as examples, it 

would have been veil i f  t h e s e  h ad  been  d is c u s s e d  in  advance with the 

Council. He r e g a rd s  t h i s  a s  a  m a tte r  v e r y  d i f f e r e n t  from such topics as 

a change in  m argin  r e q u ir e m e n t s *

E ccles  c la im s  th e  F e d e r a l  R e s e r v e  System i s  in  a  very d iffe r e n t  

situation from th a t  o f  th e  s u p e r v is o r y  a u t h o r it ie s  whose functions a fte r  

all are very  much r e s t r i c t e d .

Bro n  say s  e v e r y  one  on the  C o u n c il  r e a l i z e s  that w hile  the members of 

the Board are  d i s c u s s i n g  a  t o p ic  among them selves or w ith  other adm inistrative  

“gents o1” ' iih  i n d i v i d u a l  m embers o f  C o n g r e s s , they  can not take the Council 

into tfc^ir c o n f id e n c e . B u t  ai*ter a b i l l  h a s  a c t u a lly  been prepared to be handed 

to some member o-:" C o n g r e s s , to b e  in t r o d u c e d , then in  n e a r ly  a l l  cases there 

could be l i t t l e  r e a s o n  w h y  r;u c h  a  b i l l  co uld  no t be shown to the Council before 

being introduced  i n t o  C o n g r e s s .  A f t e r  a l l ,  the members o f  the Council general

ly speaking have h a d  m ore e x p e r ie n c e  i n  o p e r a t in g  banks than have the members 

of thQ Board and a re  t h e r e f o r e  m ore f a m i l i a r  with some o f  the p ra c t ic a l  prob- 

lesas in v o lved .

E c cles  sa y s  t h e r e  i s n * t  a n y  r e a s o n  why amendments cannot be proposed 

after a b i l l  has b e e n  I n t r o d u c e d  i n t o  C o n g r e s s .

Brown p o in t s  o u t  how  v e r y  d i f f i c u l t  i t  i s  to b r in ^  in  amendments 

after a b i l l  h as  b e en  in t r o d u c e d  i n  C o n g r e s s  w ith o u t  in  many instances caus

ing a sharp c o n f l i c t  to  a r i s e  b e tw e e n  th e  C o u n c il  and the  Board.

Ransom sa y s  t h e  C o u n c i l  a n d  B o a rd  ought to work together and it  

should not be a  q u e s t io n  o f  l e g a l  r i g h t s .

3ro n  say s  m em bers o f  th e  C o u n c i l  do no t  w ish  to nut th is  question 

on the basis  o f  l e ^ a l  r i g h t s .  I f  th e  C o u n c il  i s  g iven  opportunity  to d is 

cuss "o an ] con p e n d in r  m e a su r e s  w it h  com plete  freed o m , much public  controversy 

^ould b-- a v o id e d , ^ t  I s  a  q u e s t io n  o f  a t t i t u d e  and the Council reco gnizes  there

*re rome topics which the Board c a n n o t  w e l l  d is c u s s  Tith the C o u n c il . But the 

lotion here is, 1cm 1 1  it possible in most cases  to let the Council or its  

“xecutive Committee have drafts of b i l l s  before such are introduced into  

'W r e s s .
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Ransom an sw ers  t h a t  1 3 b  h a s  b een  d is c u s s e d  w ith  th e  C o u n cil  fo r  

ssny years and h** a sk s  w h e t h e r  the F . D . I . C . ,  f o r  exam ple h ad  d isc u ss ed  

»ith croups o f  ban kers  i t s  h o l d i n g  coraoany b i l l .  A f t e r  a l l  th e  F . D . I . C .  

is Crorley and the C o m p "r o l l e r  i s  o n ly  a s in g le  perso n  b u t  on the Board 

you anv have m a jo r it ie s  an d  m i n o r i t i e s  an d  th e  l a t t e r  m ight in  some cases  

be very glad to have  the  s u p p o r t  o f  th e  C o u n c il  a g a in s t  the  m a jo r ity  o f  

the Board.

At 11:4-5 D r .  G o l d e n w e is e r  jo in e d  th e  m e e t in g .

Flem ing r e i t e r a t e s  how  much more c l o s e l y  members o f  the C o u n cil  

are in touch w ith  p r a c t i c a l  o p e r a t io n s  o f  b a n k s  than  members o f  the  Board 

and he b e lie v es  much c o u ld  b e  g a in e d  by  f r a n k  d i s c u s s i o n s .

Eccles  says t h a t  i f  T i t l e  2  o f  th e  B a n k in g  A c t  o f  1 9 3 5  had  been  

shorn to the C o u n c il  i n  a d v a n c e  o f  i t s  i n t r o d u c t i o n , the C o u n c il  un

doubtedly would  have  o r g a n i z e d  an  o p p o s it i o n  to  i t .  O n ly  by  ty in g  i t  up 

*itfa fhe p r o v is io n s  f o r  t h e  F . D . I . C .  w as  i t  p o s s ib l e  to p a s s  i t  a t  a l l .  He 

does not agree  w it h  Bro~*n a n d  Ransom  a b o u t  t h e  l e g a l  a s p e c t s  o f  the q u e s t io n . 

It i 5n ft a q u e s t io n  o f  c o n f i d e n c e  i n  m embers o f  the  C o u n c i l .  The q u e s t io n  

is, rtiat are the  l e g a l  r e s p o n s i b i l i t i e s  o f  each  b o d y . W it h o u t  d e s ir i n g  to 

be technical, the  f a c t  r e m a in s  th e  C o u n c i l f s r e s p o n s i b i l i t y  i s  to re p r e 

sent the b a n k in ?  v ie w  o f  t h e  c o u n t r y  *?hile  t h e  B o ard  h a s  o t h e r  resro n si-  

bilities. He does n o t  t h i n k  i t  d e s i r a b l e  to  c o n s u lt  p r iv a t e  b an kin g  

interests on many t o p i c s .  T h e  B o a rd  h a s  h a d  a lo n g  e x p e r ie n c e  in  d e a l in g  

with holding c o m p a n ie s , a n d  i t  a n d  i t s  s t a f f  a r e  more co m petent to  d e a l  

with this s u b je c t  th a n  a n y  o t h e r  b o d y . T h e r e  a re  m any q u e s t io n s  on v h ic h  

the advice o f  the  C o u n c i l  i s  v e r y  h e l p f u l  and  the  C o u n c il  through  i t s  

neibers is  a b le  to f u r n i s h  l e a d e r s h i p  to  th e  b a n k in g  f r a t e r n i t y  o f  the  

country. The C o u n c il  h a s  t h e  r i g h t  to  make recom m endations on an y  to p ic  

and to be g iven  a l l  d a t a  a v a i l a b l e .  ? ! i i l e  a  p ie c e  o f  l e g i s l a t i o n  or a 

regulation i s  u n d e r  d i s c u s s i o n ,  th e  C o u n c i l  d o es  n o t  h a v e  a n y  r ig h t  to 

exoect to see them .

Ransom a g r e e s  t h e  C o u n c i l  h a s  no  l e g a l  r ig h t s  b u t  in  many ca ses

its advice w ould  be v e r y  h e l p f u l  t o  th e  B o a r d , fie w o uld  b e  so rry  to have  

the a&tter r e d u c e d  to  a l e g a l  f o r m u l a .

K urtz  say s  th e  C o u n c i l  h a s  no  r i g h t  to  p ry  in t o  a d m in is t r a t iv e  

aatters but i f  the  B o ard  i s  c o n t e m p la t in g  l e g i s l a t i o n  a f f e c t i n g  the  member 

banis or any l a r g e  segm ent t h e r e o f  th e n  th e  C o u n c il  sh o uld  be  in fo rm e d .

For e x /a p le , the M i n n e a p o l i s ,  S a n  F r a n c i s c o ,  a n d  B o ston  d i s t r i c t s  may be 

vitally a f fe c t e d  by  th e  h o l d i n g  companies b i l l ,  and  in  t r y in g  to get one 

particular situation s t r a i g h t e n e d  o u t  m any in n o c e n t  b y s t a n d e r s  m i?h t be 

hurt.

F c c le s  r e p e a t s  t h a t  th e  B o ard  an d  i t s  s t a f f  a re  th o r o u g h ly  com

petent to ju dge  a l l  f a c t o r s  a n d  w e ig h  one  a g a i n s t  the  o t h e r .  O n ly  the 

Board can ju dge  ?h t  i t  s h o u l d  recom m end to  C o n g ress  and  in  d o in g  t h is  

it «ust knor how i t s  r e c o m m e n d a t io n s  w i l l  a f f e c t  the  v a r io u s  in t e r e s t s  

involved. T h er e  i s  a lw a y s  a m p le  tim e  ^ o r  a l l  p a r t ie s  to be  h e a r d  b e fo r e  

lei? slation i s  e n a c te d  a n d  e v ^ n  a f t e r  i t  h a s  b een  e n a c te d  th e  co urts  may 
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Kurtz asics d o e s  th e  Board f e e l  u n d er  any o b lig a tio n  to consult 

the Council on m atters  a f f e c t i n g  the m ajor in te r e s ts  o f  member banks or 

do6S it  n o t .

McKee r e p l i e s  t h a t  the  q u e s t io n  posed  by Kurtz is  too broad .

Take the h o i iing  company b i l l ,  f o r  exam p le , something hnd been needed to 

be done for a lon ^ t im e . He w ould  h a t e  to th ink  that the Council ?<ould 

be obliged no t  to ma-ce i t s  v ie w s  k n o m  b ecau se  i t  had been consulted in  

advance and th e re b y  h a d  b e e n  co m m itted . He w ish ed  to point  out that the 

holding company b i l l  i s  n o t  l e g i s l a t i o n  a s  y  t and the whole thing is  a 

teapest in  a te a  p o t .

E c c le s  says  i f  p ro p o s ed  l e g i s l a t i o n  is  made known to the C o un cil, 

it w ill be in  a p o s it i o n  to  o r g a n iz e  fo r c e s  in  o p p o sit io n . I f  the 

Council is  w i l l i n g  to  h a v e  i t s  d ay  in  c o u rt  by  d is c u s s in g  the matter with 

the Board very  '-ell an d  pood b u t  in  t h a t  ca se  i t  should not be able  to go 

to C o n fe s s  to oppose a  m e a su r e  p ro p o sed  by  the Bo ard .

Win ton says i n  h i s  v ie w  i f  th e  C o u n c il  i s  inform ed in  advance by 

the Bo^rd o f  a c t io n  i t  p r o p o s e s  to  t a k e ,  h e  i s  sure i t  vo u ld  not v io late  

any confidence and  i f  i t  d e c id e d  to oppose  a measure which had been shown 

to it in advance  i t  s h o u ld  s t a t e  so to the  B o a rd . But he does not see how 

the Council can c o o p er a te  w it h  th e  Board  i f  i t  does no t have any knowledge 

of the Board*s  i n t e n t i o n s .  H e  do es  n o t  v is h  to out the n a tter  on a le g a l  

basis but w h eth er  o r  n o t  th e  C o u n c il  h a s  a n y  l e g a l  r ig h t s  he asks whether 

it rould not be  h e l p f u l  i f  th e  Bo ard  su b m itted  to the C o u n cil  b i l l s  before 

the«e were put in t o  th e  h o p p e r .  A f t e r  a l l ,  no group ever has the answer 

to all u e s t io n s  and  th e  B o a r d  an d  th e  C o u n c il  co operating  clo sely  together 

could be very  h e l p f u l  to  e a c h  o t h e r . He does  not regard  the Bof r d 1 s formal 

st-tesent as b ' in g  f a i r  to  th e  C o u n c i l .  I t  does no t expect to be consulted 

every time some c o n v e r s a t io n  ta k e s  p la c e  w it h  a member o f  Congress but 

•rhen a b i l l  h a s  a c t u a l l y  b e e n  d r a f t e d  then  the C o u n cil  m ight w ell  be con

sulted. I f  such a p r o p o s e d  b i l l  w ere  su b m itted  to the C o un cil i t  would be 

understood t h a t  the  C o u n c i l  w o u ld  n o t  d is c u s s  i t  w ith  anyone in advance o f 

it* in tr o d u c t io n . The  B o a rd  on i t s  p a r t  w ould  know w hether or not the 

Council was o pposed  to  th e  b i l l  a n d  a l l  ca rd s  would be face  up on tbe 

table.

A d i s c u s s i o n  to o k  p l a c e  as  to  the d ates  fo r  the n ext  meeting of 

the Executive  Com m ittee o f  th e  C o u n c il  an d  o f  the m eeting  o f  the v.hole 

Council. I t  w as d e c id e d  t h a t  th e  n e x t  m e etin g  o f  the Executive  Committee 

should be h e ld  on O c t o b e r  2 5  a n d  th e  m e etin g  o f  the ' ho le  Council on 

December 3-4-.

E c c le s  s a id  t h e  C o u n c i l  o u g h t  to ret behind  the T-loan program 

*rh. Brie the b a n k e rs  u n d e r s t a n d  i t .  I t  sh o u ld  be made c le a r  to the bankers 

that the p r e s e n t  a r r a n g e m e n t s  v i l l  n o t  f o  b e l o  the f i r s t  t ie r  o f con

tractors. He b e l i e v e s  th e  C o u n c il  an d  b a n k e r s  g e n e r a lly  should support 

the progra* h ic h  i s  i n t e n d e d  to  l e t  th e  p r iv a t e  bnnking  system do the 

job.

The m eetin g  a d j o u r n e d  a t  l i l O  P .  W .
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At 1 : 2 0  P .  M . ,  the  C o u n c il  met a t  lun ch  

w ith  D r .  G o l d e n w e is e r .

The s-<me members o f  the  C o u n c il  were p r e s e n t  

a t  t h i s  m e e t in g  a s  a t  th e  o th e r  m eetin g  

e x c e p t  t h a t  M r . W a l la c e  w as a b s e n t .

D r . G o ld e n w e is e r  d i s c u s s e d  th e  problem  o f  the r a t i o  o f  gold  r e 

serve to member bank d e p o s i t s  i n  th e  F e d e r a l  R eserv e  Banks and  n o tes  in  

circulation. The  r e q u ir e d  r e s e r v e  r a t i o  i s  /+0 per cent  a g a in s t  no tes  fo r  

circulation and 35  p er  c e n t  a g a i n s t  d e p o s i t s .  In  the  l a s t  2.0 y ears  the 

whole question  h a s  n o t  b een  d i s c u s s e d  v e r y  much fo r  a f t e r  th e  la r g e  gold  

aovesents to t h i s  co u n tr y  b e g a n  th e  r e s e r v e s  w ere  alw ays  a m p le . But in  the  

last year and a h a l f  a b o u t  $2 b i l l i o n  o f  g o ld  h as  been  w ith d raw n  from the 

country. T h is  h as  h a p p e n e d  b e c a u s e  we h a v e  n o t  been  a b le  to export goods 

so that co u n tr ies  t h a t  h a v e  b e e n  s e l l i n g  u s  a n y t h in g  have  been  t a k in g  out 

payment in the  form  o f  g o ld  r a t h e r  th a n  i n  th e  form  o f  g o o d s . r e have  e x 

ported a very  la r g e  am ount o f  goods  b u t  p r a c t i c a l l y  a l l  o f  them have been  on 

lend-lease. In  a d d it i o n  t h e r e  h a s  b een  a  g r e a t  in c r e a s e  o f  currency  in  

circulation. The  in c r e a s e  i n  F e d e r a l  R e s e r v e  d e p o s it s  h a s  n o t  been v e ry  

great. For a  tim e th e  i n c r e a s e  in  c i r c u l a t i o n  Kept i n  step  w ith  the- in c r e a s e  

in pay ro lls  and  r e t a i l  s a l e s ,  b u t  now th e  in c r e a s e  canno t  be due to th ese  

factors, p r o b a b ly  r e s u l t s  from  the f a c t  t h a t  the  lo w er  income groups  

hrve been a c cu m u la tin g  r e l a t i v e l y  l a r g e  am ounts in  m oney and are  h o l d in g  a 

large part o f  t h is  a c c u m u la t io n  i n  t h e  form  o*' c u r r e n c y . I t  m ust be r e 

membered th a t  the  p r e s e n t  r a t i o ,  o f  r e s e r v e s  o f  53.3  p e r  cen t i s  the  o v e r 

all reserve and r e f e r s  t o  c u r r e n c y  a s  w e l l  as  d e p o s it s  so th a t  the  o ver- all 

could prob b ly  go to  a b o u t  38 p e r  c e n t .  I t  may be q u e s t io n e d  w h e th er  the 

problem w i l l  really a r i s e  b e f o r e  a  y e a r  from  t h is  D ec em b e r . I t  i s  p r o b a b le , 

sor»over, that there w i l l  n o t  b e  much f u r t h e r  i n c r e a s e  o f  cu rren c y  in  

circulation and also n o t  much more o u t —f l o w  o f  g o l d . The ch ances  a re  the  

whole problem w i l l  s e t t l e  i t s e l f  b e f o r e  a n y t h in g  n e e d  be d o n e . I f ,  h o w e v e r , 

something does have tc be d o n e , i t  i s  p o s s i b l e  to  i s s u e  c u rre n c y  w h ic h  ôes 
not require a g o ld  r e s e r v e  such  a s  th e  s i l v e r  c e r t i f i c a t e s .  About $2 

billion could  be p r o v i d e d  i n  t h i s  w a y . T h is  sh o u ld  n o t  be  enco uraged  u n le s s  

absolutely n e c e s s a r y . F u r t h e r m o r e , the T r e a s u r y  c o u ld  turn  over  : 1 , 8 0 0  

Billion from the S t a b i l i z a t i o n  F u n d . T h e  l e g a l  r e s e r v e  re q u ir em e n ts  m ight 

be reduced though t h i s  i s  not d e s i r a b l e  s in c e  r e s e r v e  req u irem en ts  sh o u ld  

be regulated by c r e d i t  c o n d i t i o n s  and n o t  b y  a  q u e s t io n  of the am ount o f  

"old on h~-nd. I t  s h o u ld  be  p o in t e d  o u t  a ls o  t h a t  th e  F e d e r a l  R e se rv e  B>*.nk 

notes do no t require a  g o l d  c o v e r a g e  b u t  o n l y  Governm ent bonds or  com—

■arcial notes. Possibly, the last is the most satisfactory way of handling 
this situation. Of course, the Board could also approach Congress and ask 
that the legal requirements be reduced but the Treasury fears that this 
Hi?ht have a very bad effect on the Government bond market. At the present 
Uie# the whol 1̂ discussion is dying down. At onrt time th*> Federal Reserve 
35nics1 notes were all taken out of circulation but were put back in 1933 
*heri thê e was fear of a great drain on the currency. They were issued in 
1933 Just as a gesture but as a matter of fact were never needed. About 
two ye >rp ago -660 million of old notes which were on hand were issued in
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order to s ve paper  and  p r i n t i n g  and th ereb y  much needed manpower. These 

were issued in  a r a t h e r  un o rth o do x  manner in  order that the Federal Re

serve System r o u ld  no t  n e e d  to  pay  l^1- per cent in t e r e s t . At the present tim e, 

they could  be is s u e d  in  a p e r fe c t ly  orth odox  vmy since  the Federal Reserve 

Ranks have la r g e l y  in c r e a s e d  t h e ir  su rp lu s  and th e ir  income has also  in creased .

As a result o f  the issu e  a b o u t  two years ago a b i l l  a c tu a lly  passed the 

Senate to r e p e a l  the B o ard* s right  to is s u e  the b i l l s .  Nothing m s  done 

about i t  but o b v io u s ly  i f  i t  7-ere contem plated  to iss u e  Federal Reserve Bank 

n o te s  - gain , C o ngress  w o u ld  be e n t i t l e d  to an e x p la n a t io n , and, i f  Congress 

didn 't  l ik e  the p r o c e d u r e , the  l e g a l  requirem ents w ould  have to be reduced. 

Sothing need be done n o r  b u t  the  q u e s t io n  w i l l  come up on June 3 0 , 1 9 4 5 , "hen the 

ripht to pledge Governm ent s e c u r it ie s  or  commercial paper for the issue of 

Federal Reserve Bank n o t e s  w i l l  e x p i r e . As a m atter o f  f a c t , the present law 

has a p ro v is io n  for s u s p e n d in g  u n d er  c e r t a in  co nditio ns  reserve requirem ents.

The amount o f  e:old -hich w i l l  have  to be  d e p o site d  in  the In tern atio n al Sta

bilisation  Fund  i s  r e l a t i v e l y  sm all and the  amount to be pa id  in  to the 

capital o f the  p roposed  I n t e r n a t i o n a l  B ank  i s  r e a lly  n e g l ig ib l e . I t  may be 

presumed th a t  a f t e r  the  Germ an c o lla p s e  cu rrency  wi l l  flow  back into  the 

banks and in  any  e v e n t  n o t h in g  ? ;i l l  p ro b ab ly  have  to be done u n t i l  next sum

mer.

The m e e t in g  a d jo u r n e d  a t  2 : 0 0  P .  M .
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P BOARD OF GOVERNORS

Y o f  the

FEDERAL RESERVE SYSTEM 

Washington 2 5 ,  D .C .

A ug u st  1 8 ,  1 % 4

jjr . Walter L i c h t e n s t e i n ,  Secretary- 

Federal A d v is o ry  C o u n c il  

38 South D earbo rn  S t r e e t  

Chicago, I l l i n o i s

Dear Mr. L i c h t e n s t e i n :

T h is  l e t t e r  i s  

asking fo r  a l i s t  o f  the  

eral A dvisory  C o u n c il  to 

September 1 7 - 19- 1 944 .

A q u e s t io n  h a s  a r i s e n  i n  c o n n e c t io n  w it h  th e  p la n  p ro 

posed by the  Po stw ar  S m a ll  B u s in e s s  C r e d it  Com m ission o f  th e  Amer

ican Bankers A s s o c ia t i o n  a s  a  means o f  p r o v id in g  c r e d i t  f o r  sm all 

business u n d er  w h ich  a  g ro u p  o f  b a n k s  i n  New Y o rk  w o uld  become 

associated f o r  the  p u r p o s e  o f  p a r t i c i p a t i n g  i n  com m ercial and  i n 

dustrial lo a n s  o r i g i n a t i n g ,  an d  made by o u t l y in g  c o rre sp o n d en t  

banks, thro ughout the  c o u n t r y . The  p la n  co ntem p lated  t h a t  such 

loans v^ould be p a s s e d  up o n  b y  a com m ittee r e p r e s e n t in g  th e  p a r t i 

cipating b a n k s , th e  m em bers o f  w h ic h  w o u ld  c o n s is t  o f  o f f i c e r s  o f  

the banks, and  each  member o f  th e  co m m ittee  in  a d d it i o n  to  a u t h o r it y  

to commit h i s  own ban k  w o u ld  be g i v e n ,  b y  a  r e s o l u t io n  a d o p te d  by  

the board o f  d ir e c t o r s  o f  a n o t h e r  p a r t i c i p a t i n g  b a n k , a u t h o r it y  to 

commit the second  b an k  a s  w e l l .  I t  w as e x p e c t e d  t h a t  th e  p la n  

would be so drawn t h a t  i t  c o u ld  be  a d o p t e d  by  an y  group  o f  banks 

in any of the  p r i n c i p a l  c i t i e s  o f  th e  U n i t e d  S t a t e s ,  b u t  t h a t  i t  

would be u s e d  f i r s t  b y  an  a s s o c i a t i o n  o f  b a n k s  w h ic h  w ere  members 

of the New Y o rk  C l e a r i n g  H o u s e .

I n  the  d i s c u s s i o n  o f  th e  p l a n ,  i t s  sp o n sors  s a i d  t h e ir  

attorneys h ad  a d v is e d  t h a t  a  l e g a l  q u e s t io n  was in v o lv e d  b e c a u se  

under the arran g em en t  a s  p r o p o s e d  th e  o f f i c e r  o f  one b a n k  w it h  

authority to  commit th e  s e c o n d  b an k  m ig h t  be  an  o f f i c e r  o f  the se c 

ond bank u n d e r  th e  a p p l i c a b l e  p r o v i s i o n s  o f  the  C la y to n  A c t ,  and  

his service  i n  th a t  c a p a c i t y  w o u ld  be  i n  v i o l a t i o n  o f  th e  law  and 

the B o ard 's  R e g u l a t io n  L ,  I n t e r l o c k i n g  Bank  D ir e c t o r a t e s  u n d e r  the  

Clayton A c t . In  t h e s e  c i r c u m s t a n c e s , th e  r e p r e s e n t a t iv e s  o f  the  

banks in q u ir e d  o f  mem bers o f  the  B o ard  o f  G o v ern o rs  w h e th e r  the

0

in  response to  yours o f August 8 , 1944-, 

su b je c ts  which th e  Board w ishes th e  Fed- 
d isc u ss  a t  i t s  m eeting a t  Washington on
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Board would be w i l l i n g  to  amend i t s  r e g u l a t io n  to p erm it such serv

ice, as i t  w ould  h av e  a u t h o r it y  to  do u n d e r  s e c t io n  8 o f  the C layton  

Act.

There i s  some q u e s t io n  h e r e  w h e t h e r , fo r  the  purposes o f 

the Clayton A c t , the  o f f i c e r  o f  th e  one ban k  w o uld  be an  o f f ic e r  or 

employee o f  the seco nd  b a n k , b u t  a s i d e  from  th a t  q u e s t io n  the Board 

would ap p re c ia te  i t  i f  th e  C o u n c i l  w o uld  c o n s id e r  and a d v ise  the  

Board whether i t  w o u ld  be  a d v is a .b le  to amend R e g u la t io n  L  i n  the  

manner p ro p o sed .

There  may be one or  more a d d i t i o n a l  item s  w hich  the  Board 

would l ik e  to h a v e  th e  C o u n c il  d i s c u s s  a t  the  forth com ing  m e e t in g . 

In that event y o u  w i l l  be in fo r m e d  i n  tim e to  b r in g  the m atters  to 

the attentio n  o f  th e  m embers o f  th e  C o u n c il  b e fo r e  the date  o f  the 

meeting.

V e r y  t r u l y  y o u r s ,

( S i g n e d )  L .  P .  B e t h e a ,

A s s i s t a n t  S e c r e t a r y

C

P
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