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A short discussion took place regarding the situation in reference to Regulation Q.
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MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

May 14, 1945
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hn the ¥|ewse Pressed in such a statement. The Chairman of the Board declined to commit

Imselt in that respect.
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Th 1:15P. M,
e meeting adjourned at 1:15 WALTER LICHTENSTEIN,

Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
May 14, 1945
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The meeting adjourned at 5:00 P. M.
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NOTE: This transcript of the Secretary”
notes is not to be regarded aa complete or
necessarily entirely accurate. The transcript
should be considered as h*incr strictly for the
sole use of the members of the Federal Advirory

Council.

W. Le-

Secretary*b notes on meeting of the Federal Advisory
Council on May 13, 194.5* at 2:00 P. M., in Room 336
of the Mayflower Hotel, Washington, D. C.

All members of the Federal Advisory Council

were present, except that Mr. Thomas P. Beal
served as alternate for Mr. Charles S. Spencer,Jr.,
and Mr. Charles E. Rieman served as alternate for

Mr. Robert V. Fleming.
The minutes of the meeting of February 18-19, 194-5# copies
of which had been sent previously to the members, were approved.

REGULATION Q

Gifford said that the question had been submitted to the coun-
sel of each bank involved and if he regarded the practice as illegal,
it should be discontinued. A letter to this effect had been sent out
by the Federal Reserve Banks but actually only 29 banks had received
such a letter and all were in the Eighth District. He understood the
3o*ird of Governors had decided to enforce the law but would try to be
in touch only with those banks which were notoriously violating the
regulation. Apparently, it is contemplated to base action on the exam-
inations of July 19£4. Mr. Chester Davis came to Louisville and addressed
the Clearing Hou:—e but at that time had little comprehension of the com-
plete confusion prevailing. As far as Gifford knew, only the banks in
the Fighth District had received a letter so that all of this night merely
have been a kind of trial balloon o~ possibly Mr. Davis was acting on his
o responsibility. (Rieman said that banks in Baltimore did get letters.)
Gifford read the letter of the counsel of hie bank, James W, Stites,
dated March 7, 1945* and addressed to J. McF~rnon Barr, President of the

First National Ban* of Louisville.

said that Hansom either had sent out letters or had the

HrovTi
it but so far the Bonrd had really not

Comptroller of the Currency do
done anything.

It was decided to ask the Board at the end of the session to-—
morrow what is being done in connection with regulation Q.
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Yy . TH teXUIIEMSNTS AND TAXATION TO P3SVENT INFLATION

Brown said Vinson and the S"C wanted a 100 per cent margin
ytquireaent imposed in order, among other things* tc take care of the
situation of floor traders on the Stock Exchange. In March it seemed
as 1f action might be taken within a few days. Taft, In speaking of

per cent tax on capital gains, said that there would be no sense
in 1aposing such a tax as long as the Board had not exhausted the powers
it possessed, such as imposing a per cent margin requirement on
loans made for the purpose of carrying stocks; only after the Board had
sxhausted its powers and it was found it could not control the situation
should a 90 per cent tax on capital gains be tried.

The Secretary of the Council re*id the telegram which Mr. Brown
had sent to the Chai”™an of the Board of Governors under date of March 13,
1945 It should be noted that at the time the telegram was sent it had
bsen impossible to ret in touch with Messrs. McCoy and Fleming but both
of these subsequently expressed their approval of the telegram. The
telegram in question read as follower

"All members of the Federal Advisory Council except Fleming who
is still 1ll in bed and McCoy who is vacationing in Florida and
therefore could not be reached have approved of the following
resolution and have authorised me to forward it to you as Chair-
man of the Board of Governors of the Federal Reserve System:

* The Federal Advisory Council considers j fould be unfortun-
ate and unwise at this tine to require a 1 per cent margin on
loans made for purchasing and carrying listed securities. The amount
of credit now in use both by banks and brokers for such purp—ose

is relatively small. Cu*-rent purchases in the stock mnrket are
being ma.de primarily for cash. A 100 per cent margin requirement
at this time might affect the market for a short period, but once
such a requirement was put into effect any restraining influence
the Federal Reserve Board would have over the market through its
control of margin requirements would be exhausted, furthermore,
such a requirement would tend to restrict the use of venture
capital in the development of business enterprises. It would

also tend to upset confidence and it very probAbly would cause
many people to sell government obligations and to buy less of
forthcoming government issues so that they could be in a position
to buy stocks for cash. The Council desires that this statement

be published in the event the Board should decide on a 100 per cent
margin requirement at the time such requirement is announced. There
is no objection to its publication in advance of any decision by
the Board*n.

Bro—n went on to explain that as the price of stooks fell about
et tine nothing wan done but lately there has again b«en talk of imposing

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



n 100 per cent margin requirement. It is generally admitted that this
action wouldn’t really accomplianything but it mi*ht force Confess
to place a stiff tax on capital ~aine. The pressure comen from 8£C

and fro® the Office of Economic Stabilization. He believes the Council
uhould restate the position expreneed in its wire of March 13* There
should be considered in this connection alr.o the desire to prevent
inflationary developments in connection with farm and urban reel estate.

Wallace reed a telegram which he had received stating that
there was some talk of extending Regulation W so as to include mortgage
loans and loans for the pur x>se of repairing houses.

Traphaften expresses the opinion that with the change in admin-

istration and the end of the war Iin Europe pressure to do these various
things may be lessened*

Brovin stated he had been told by someone who had the necessary
information and was qualified to express a judgment that war expenditures
could probably be out per cent without decreasing; the efficiency of
prosecuting the war against Japan. Of itself it is certain the Army will
never do this. |If, however, there should be a greater production of
goods for civilian consumption it would do more to check an inflationary
oovement than could ever be accomplished by punitive taxes. The cormmid-
eation of March 13 should be reaffirmed and the Council should demand
publication of the communication in case it is contemplated to carry out
the plan of the 100 per cent margin requirement.

Trashagen believes the Council should oppose any increase in the
capital gains tax and also any extension of the requirement of time to

hold securities in o”der for the holder to avail himself of the capital
faina tax.

Kurtz does not agree as he believes there is too nmuch specula-
tion.

Traphagen says stocks are still Beilin? below the average of
1936—-1937.

Brown said the prices of farm lands are not yet up to what they
vtre in 1913 though they ere higher than they were in 1933-35. In

Chicago there is much speculation in certain types of commercial buildings
%nd apartment house properties.

Traohairen says unless we are to have another depression and
business ia to furnish jobs, capital must be as free as possible and banks
*ust be at liberty to lend froely to enterprises of every type.

Brown said he understands tho Council to be opposed to increase
of nargin requirements, any extension of Regulation F, and against stiffening
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_4*

of the capital gains tax. Possibly th©® holding time oufrht to be ex-
tended to one year instead of having the required holding to be only six

iponths#

Kurtz said that to start new productive enterprises requires
lore than six months and for tjhat matter more than a year and a stiff

capital Tains tax aifiht divert funds from speculation to real productive
enterprises.

McCoy wants a strong protest made against any extension of
Regulation W.

Wallace asks whether Vinson has been informed of the resolution
of the Council.

BroTTn thinks he does know about it but, as a matter of fact,
Vinson no.longer is in charge of stabilization since he has been made
head of the office of war Mobilization and Reconversion and W. H.
has become the heed of the Office of Stabilization.

Davis

inton said the Council should oppose extension of Regulation W
and any change in the capital p.ains tax.

It was unanimously voted on motion made by Mr. Gifford, end
seconded by Mr. Winton, that the Council reaffirm the position expressed
in its communication of March 13, 19/*5, to the Board.

HOLDING COMPANY BILL

Brovm understands Crowley is opposed to the bill. It Mmay not
be considered this year at all. Some, however, believe that hearings
Iay take place this summer. The Federal Reserve Boqgrd has been trying to
aaxe a trade with the Treasury by which the Board will support Bretton
Foods and in return the Treasury should support the Board*s holding company
bill. So far there has not been any definite agreement. The definition
of holding companies is altogether too broad and thore is another clause
in the bill which would prevent industrial corporations from saving banks
"hen they ret into trouble. Corporations saved many banks in thf> period

of 1931 and following.

Baird said he thought the clause stating that any cqncem hold-
ing 10 per cent of the stock of a bank is to be regarded as a holding

company was put in merely for trading purposes. On the whole, the bold-
ine compnniee themselves do not have any preat objection to most of the
bill though th-re are some clauses which ought to be clarified.

Berry said he thought the Council had better wait until the
problem has d*v*loped further before doing anything.
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Bro*m feels tho Council minht well express its feelinr? about
the itan”~r of the definition in tho bill*

BArrr says it is hard to make a definition v*hich ™ould pive
the Board any freedom of action,

%Jl\/lol G\l |NDUSTR|AL AND TECFI\O.%'OAL H@.NVE BY FHDK"MAL HESrRV—- 3AUKS

Hinton p.rsrues that the Federal Reserve System should f»ive serv-
ice to local industry which could he done by channeling it through local
««Bb*r binks, Small industries need technological and othor services
ccep'able to those which bijy corporations have bat small business can
not afford to establish the kind of research departments large corpor-
ations have. The Research Advisory Service has done this sort cf work
for come tine but it ought to be done by a public body and if so th*
Federal Reserve Bank could do this much better than an institution like
the Smaller Tar Plants Corporation*

Baird says the Smaller ~ar Plants Corporations has started

rerion™l research organisations. It has b«en trying it out in Buffalo
and it i3 ccndidt*ring dividing the country into ten regions. It will
ask a capital subscription from industries and banks to carry on this
roric*

Kurta said the Federal Reserve Bank of Philadelphia had at
tines employed industrial sn”ineers and the like in connection with loans

under 13(b).

Baird said the Research Advisory Service does not undertake to
solve the problems of individual business but through bank distributes
information about methods employed by other businesses and tells where
information can be obtained,

Bro®Mn said it is his understanding that the Smaller War plants
Cor for*tton is anxious to have some organisation i?hich would do for small
business what the ~reat corporations are able to do by having large
research staffs. It is a question whether it is desirable to have such
Bervice placed under the control of the Federal Reserve System. It is
c*rtainlv difficult to imagine that the Federal Reserve System would
actually establish technological research institutions*

Tflinton thinks that what is meant is a kind of clearing house or
r®fe—ence bureau in order to send applicants to the riftht source for the

particular information needed*

Brown sums up the general feelinr of the Council that it does
not desire to make any suggestion to the Board in this connection but on
the oth”~r hand feels that this is not the business of the Federal Reserve

Syatea*
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"MCHTNG of kar savings bonds

Winton said cashing of E bonds in hia own bank in March was
in relation to sales though the situation was somewhat bette** in
A’ril* ornrht to be pointed out, however, that there was an aviation
riant designated as a sales agency for E bonds but which did not cash
bonds so that his bank, perhaps, Hold less than it normally would but
at the same time did the cashing, rinton ?ives some figures showing
that for the country as a “hole cashings are increasing in relation to
gales and in his own area this percentage is somewhat hirher than it is

for the country as a whole.

Wallace suggests that an extension of Regulation W raitfht *rell
cause people to cash in more bonds. As a matter of fact, the over-all
picture is not very bad.

Bro”n says the effect of all this has been to increase savings
deposits and in so far as the money received for bonds is spent it will
also increase commercial accounts. This causes the ratio of capital to
deposits to decline still further but he does not see that there is any-
thing for the Council to do or, for that matter, for the Board of Governors.

INFORMATION GIViSN BY BANKS TO CERTAIN LARGE DEPOSITORS

Brown calls attention to the fact that this topic was suggested
by the Boird of Governors. There are a few corporations such as duPont,
Ford, and some of the insurance companies which demand a breakdown of the
bond account and the prices the bonds are carried at. This is in opposi-
tion to Eccles* belief that banks should not carry bonds of B3 or higher
rating at anything less than the purchase price while bonds poorer than
B3 should be carried on a four year average. |If banks are allowed to
carry bonds on an amortized basis or at a price lower than they are then
they are not under any pressure to sell and this defeats the purpose for
which the rules for bank examinations were changed.

Traphagen thinks giving out information to some depositors favors
these as against others.

Brown said to deprive banks of the right to give out information
is really an interference with the management of the bank and will lead
to h*d banking practices. He feels that the Board of Governors should
not prevent the practice by regulation nor should there be a law to pre-
vent it even thourrh probably most bankers do not like the practice.

Winton thinks confidential information is not to be divulged for
in times of depression this will creite di ficulty.
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Traphagen think3 banka should be prohibited froa skiving out
information other than that appearing in the published official state-
ment* A vote w”s tak™n und it “as ound that t—o of th© swashers of the
Council ~ere in fevor of prohibition being inposed upon hanks to ~ive
out special in onaation *vhile eight wore opposed to any regu*. * on or
law*

The general sentiment of the members of the Council nas that
the credit pools established on recommendation of the American Bankers
Association have had a good effect but have had very little tc do.

Hie Secretary of the Council presented the letter free the

Assistant Secretary of the Board of Governors, d*ted M-rch 7, 19A5, deal-
ing *ith Bill S* 795, which would ar*end the Servicemen’s Readjustment
Act of 1974 so as tc enable large banka to sake loans to veterans without
regard to limitations and restrictions of any other statute with respect
to the ratio of such loans to the a praised value of the property or *dth
respect to the maturity of the lo*m. Hie Council approved of the action
of the Board of Governors in su porting this amendment.

The meeting adjourned at 6f20 P. It
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On Sfey 14., 19A5, at 10:30 A. ft., the Council
held a joint meting rith the Board of Gov-
ernors of the Federal Reserve Systea in the
Board Room of the Federal Reserve Building.

All Berbers of the Council f?ere present ex-
cept that Mr. Thoa?is P. Beal represented Mr.
Charles E. Spencer, Jr., and Hr. Charles E.
Riesan represented Mr. nohert 7. Fleming.
The following aerabers of the Board of Gov-
ernors *<ere present: Chnira&n Eccles; Vice
Ghairnan Ransoaj Governors Szvaczak, McKee,
and “r.s; also, Messrs. Thurston, Morrill,
C\rpenter, Bray H&rsaond, Wyatt, Vest,
Goldenweiser, Thomas, Psulger, Siaead, Parry,
Leonard, and Bethea.

ly"LISMISITS AND TAXATION TO PREVENT IHFLATIOK

>rom rsays Council feels military expenditure* should be re-
duced ft? far as possible and the production of civilian goods and housing

should be increased. Araed services will not of theaselves sake reductions
unless forced to do so. A certain gentleman in position to kno”™ all of
the facts has stated that ire no” have ac—e tanks and “hips than will be

aed*U for the rest of the ~*,r and there could be a cutback of 5?0 billion
without turting in the least the war effort against Japan. The Council
dees not believe there is any a&rked speculation in stocks and even in the
case of fare and urban real estate a stage has not been reached where any
action is required. To be sure, there is some speculation in larger
apartaeat buildings and hotels and certain types of commercial buildings
but even in those cases prices paid have not as yet reached the replace—
sent ?slue. The Council things it inadvisable tc put into effect a 100
;er cent saargin requirement on loans made for the purpose of carrying
stocks. There are reports that the Board of Governors is considering
putting under Regulation W such aatters as necessary improvements in

buildings. In the opinion of the Council this would also be a mistake.
It is anxious to know what the situation is in regard to the 100 per cent
tirein requirement end th' extension of Regulation The Council further—

lo*e is opposed to a heavy and punitive capital gains tax although it be-
lieves it might be desirable to extend the holding period froa six months
to* year. It feels tax exemption enjoyed by foreijmers our?fct to be
investted since apparently considerable refuges funds are “scaping taxa—

kion.

McK*e asked whether the present margin requirements are regarded
adequate.
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3ro—n states that raising or lowering the margin requirements
w five or tan wr cent, —would not have any effect on* w*y or another,

Eccles says all -rovemrrient agencies concerned feel something

oopht to be done in order to hold the line against inflation* The O.P.A.
finds black markets extending everywhere and the Treasury finds an
Increase in evasion of taxation* There has been a gr”~t expansion of
—urrency in circulation as there has been in bank deposits, bend holdings,
ani the like* People are using up whatever reserves of goods they my
h&ve M1 and pressure upon prices Is becoming very great* The military
snist he brought face to face with the necessity of having real cutbacks.
It i? planned to have 11 million r»en fi“htinc Japan. Japan is no longer
%5 nsce to this country In the sense that it can attack; Nn and isore is
bein' asfcsd than 1is being; needed for the ®ar effort* There is also great
pressure to help relieve the European situation and it is unquestionably
necessary for us to do something, otherwise there will be chaos in
G~rsany and unless vie do help Russia will just take over the whole of
lurope* Consequently, re must be prepared to send ever a lot of help if
ire wish to atop Russia* It is proposed to appropriate $70 billion for the
*ar against Japan in the coming fiscal year. It may be better to right a
war of attrition and thus be able to help win peace ,( in Europe in the next
twelve months* The Food Situation will be more CI’ItICa than ever before.

textile situation Is unbelievably tight, The textile industry has
suffered 'cl loss of /=S million non and at the game time the whole army
BU?t be equipped wi—-tti cotton slothing for the war against Japan, so the
civilian situation f&ll be the “orst ever. Transportation of all kinds
is bad and there is a shortage of parts for agricultural machinery.
People ought to realise that a landing in Japan and on the Asiatic conti-
nent means huge casualties. Russia will dominate Korea, the continent of
Asia, and those regions generally. If the American public decides that
ire aust have uncondi i1onal Japanese surrender then probably we rill need
11 <aallion sen and the expenditure of $70 billion in 1945-76. This would
se—n a huge loss of life and a great danger of inflation* In reality
jj*0?3 is ~ danger to Russia and not to us* There is pressure that sone—
thing be done about checking speculation on the stock market and in far®
and urban real estate. The only possible curb is by means of regulating
credit as was done with instalment sales by Beans of Regulation W* As far
as keeping dovn rentals the regulations have been evaded by a kind of
sale nethod. The Board of Governors can be directed to do something by
Executive Order and if the Board will not act the S. E. C. might take over
the matter of margin requirements, the Farm Credit Administration the
control of rural 7eal estate, and the Federal Housing Administration the

control of urban real estato* It is far better to have the Federal Pe-—
sarve System handle these natters than these other agencies. A capital
g%ins tax is a better Instrument than credit control, as credit control
does not touch people paying cash and credit control curbs the legitimate
buyers and the legitimate farmer. A capital gains tax will get after

everybody and *ould be by far the b*st way tc curb speculative activities.
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McKce aefcs why the Council wif*ht not ~ubait n resolution to be
publish”.

Eccles agrees.

Bro—~'n asks whether th” Board >ould concur if tho Council pub-
lished a statement with which the 3o0ard was in agreement but there ”“as no
jjijprer to this inquiry. He *ent on to state that in his opinion everyone
should use his influence to brinr about cutbacks.

Eccles says General Marshall is the man to convince. Admiral
Kins *n ) General Arnold ~ouid probably not raind having the numbers in the
srsy cut down *hile MacArthur wants a huge l«nd arsy.

3ro~=n guestions judging by the information he has received that

K~.cArthur does want a huge land array.

Eccles says the Navy has been increasing its desand for ships
enornourly and has only comparatively recentlv issued contracts for BO
sore ships. Byrnes refused to ~ive the Navy priority for materials or
aanpo”er and in that nay the Navy ras stopped.

Ransom suggests that General Marshall be asked to discuss these
catters frankly with the Council and the Board as he is the only man “ho

cdgi really answer the questions.
Fccles McKee both threw cold water on this idea.
McKee again suggests that the Council publish a statement.

Protv-—R said the Council presumably ?»ould if the Board *?ould agree
to concur publicly.

Kccles says that the Board is a public agency ~hich by Executive
Ori”“r has been forbidden to publish statements while th Council is not

subject to this order.

/jtnsoii said that in his opinion it might be well first to discuss
all the problems with people who have to make the decisions and if everyone
is in a”eenent there would be no reason to have any public statenant.

Eccles says the policy of the various people is already well
Guram. Tor oxuaple, there is the demand for an array of 11 million men.
Th*re is obviously no intention of changing the present draft regulations
in ~_it* of the desperate man shortage in many regions. The Array and Navy
3c not kav”® ~ny intention of cutting. The opinion o” Patterson and other
officials of tl?e Armed Services 1is that the American public wants sn all
out t*r while £ccle« feels that the public has never heard as to what the

alternatives to this are.
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SfcKkee says he believes the Council is the obvious body to

brinr out the o+h*r side.

Kurtg doubts whether a Council resolution rould have rsiuch effect*

Gifford thinks the Council might ~ell have a resolution even
tfooust* he »1lpo doubts whether it -rould h«ve much effect.

Berry ask 3 mshat *?ould be the effect if th*> Board tried to in-
fluence the situation and made a statement.

Fccl”s wants to know to *hom such ? statement should be made.

Hinton believes the Council should give the Board the support
it needs and is in entire agreement with the Board on all mntters except
the capital jmias tax. He would like to have an opportunity of meeting
General Marshall and Admiral King to discuss the situation.

gcK—-i—e asky whether the position of the Council would be weaker
or stronger after such a conference which mi“ht tie the Council’s hands.

hird thiriKg the public would like to ha:e the boys horse and

there ought to be soee way to arouse public opinion. Re believes there

is ft danger thnt if General Marshall c&mo to discii'; the situation he
sight wall give information which would tie the hands of the Council. He
“liev”rs that the best way to go about it is for tho Council to approach

their respective delegations? Iin Congress.

Eccles thinks it a good idea to have Berbers of the Council See

the Senator? T?hcm they know troll. It is not equally important tc see
seabere of the House. He feels convinced Russia rill not spend men and

aoney if we are willing to fight the war against Japan for her.

wonders —-whether President Trumsn might not be in favor
of a cutback in the case of the Envy and asked whether it *ould not be

possible to approach the President. He doubts whether a body like the

Council should issue a resolution since bankers have too little influence
on public opinion. If the Board thinks the way to approach the situation
is by n*"nR of cutbacks, why, then, is it so anxious to try oth<” methods.

Fccles says the suggestion to curb speculation by means of con-
trolling credit is an alternative, The actual amount of credit involved
small but 100 per cent margin requirement would check floor traders.
Furthermore, the present feelinr in Congress is that the Board has not a»
yet really used the powers it has and it ou”ht to use these before sus-rgest—

other methods.

Traph—-igen vould be sorry to see th® Tosrd exercise all of its
Powers Nnm and th”n not have any left. The prices of stocks present
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still 15 per c*»nt below tho hir;h of 1935-37. The present values
really ;o nothin,r else than represent th” iap—~ov*»aent Iin various corpor-
ations. is opposed to a statement by the Council at this time. It
jmy be that thf' Arsed Force? are simpl;s .playing poker with the Japanese
by mkin? th*m °'~lieve that there are C|n'r< to be hurre forces available
m-l thus bring about a quicker end to the w*r. The "™hole situation airfit
riiiJt itself,

~syacaak suggests having a sta ement prepared vhich could be
used to sho” to Vin:*on and V> H, Davis,

McKee suggests preparing a statement «hich would be available
vh©never the right tiae cane tc make use of it,

Traohafr”~n thin&e it better to approach Senators rather than
have any stateaent.

Eccles agrees that there would be a danger in makint? a public
statement,

Bradshaw is opposed to & statement.

McCoy believes ther”™ should be a statement tc- be £iven to the
Board to be used —-»hen the ri“ht time comes.

Eccles asks why doesn’t the Council give the Board a statement
as to its views. Ke would very much liie to have the Council recomsend
a prolongation of the holding; period under the capital gains tax.

"inton agrees with Eccles but believes it would be a mistake
tO include in d Statement the question of capital trains tax.

Eccles says cutbacks alone 7?ill not help for there are a great
es.ny p—iaary products of *iiich there is such a shortage that cutbacks

*ili not change the situation. For example, there is such a shortage of
luaber that there isn’t any possibility of solving the housing situation
at the presont time. He says that money created so “ar has meant an in-

crease of /,00-5GQ per cent in spending power.

Beal does not believe there has been a real speculative rise in

the martet. Investment money isnft able to obtain a sufficient amount of
cor orate bon is so the trust funds are bein#? invested partly in government
bcndn partly in common stocks. He believes the Council should do some-

thing to maste its vi——ws kno>n.

Rleaan believes the public —rants the war to be over but on the
chole is ill-informed. He does not think there is any n«ed worrying about
stock aar*c«t ris«.

Brown states that the Council *ill meet later to consider the
**tter Of isHuinfr « statement.
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PPnTVG COMPANY BILL

Sroy—n. Council hadn’t taken any position es to whether such
a bill should bo introduced at this time and Aether it should include
% freestin® or a death sentence druse. The Council does object to the
definition of holding companies in the hill especially to part b of the
mNini—ion. Xt in opposed to any such dragnet authority being ftiven to
—ny administrative body. For example, in Boston, mutual savings banks
held I*rge blocks of stock of Boston banks, and as they act through an
assocl.'ltion they mi~fct be? held to be holding companies. Then, for ex-
is the Heilman family which holds blocks of
StOC in the e<—eils-T,rgo in Sen Francisco, the United State® National in
Portland, Oregon, and in the Kerchants* and Farmers Rational of Los Angeles,
*nd, in consequence, the Bellman family, or the estate, night be declared
a holding company. Then, it should be noted that in the past,industrial
ccapanies bare set up new banks and helped banks that were in distress,
the United States Steel Corporation didin Gary, Lever
The present bill sight make such help im-

ispie, in California thsre

as, fcr example,

Brothers in Hammond, etc.
possible because though the Board presumably w<mld five permission to

these soapanies tc hold stock from year to year, still no corporation

like the United States Steel would be willing to run the slightest risk

cf b in?? declared a holding company and bainf? forbidden to manufacture
st**el. Hie Council would like to know whether there are to be hearings,

and shea, and whether the hill and the
Comptrollers Office.

is being supported by the F.D.I.C*

Eccles. Immediate hearings are not likely for there is much
legislation having precedence over the holding— company bill. The bill
ha? been cleared through the Comptroller, S.K.C., F. D. I. C., and Budget.
“snte & b5.eath sentence clause and rill surest such an amend-
a matter of fact, a group like the Mel-
be affected by a death sentence since it
in the Individual banks but
like a holding

?h* Treasury
aent —hen the bill comes up. As
b*nk group in Florid*, would not
is not incorporated and does not own stocks
is ju?t " management ~rcup. Nevertheless, it acts exactly
company. As for himself, he isn’t i»oing to try to push the bill at all.

%cKee says the definition ws put in with full knowledge of its
‘casenuencee. H —doubts whether any board would abure the power given but

discretion is n”<*ded to moet certain situations.

Brown says he would like to have an opportunity to discuss the

question of the definition.

IMChVATIQa GIVi.N 3Y BANKS TO CERTAIN LARGS DEPOSITORS

that eitfht of the members of the Council were op-

3ro— n states
~Nive special infor-

imposition of a prohibition on banks to

pose. to ‘he
two had voted in f*vor of such a rrohibition.

a tion to some de ositorn;
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HcKoe r«ad th«v regulation covering th* use of reports of eTCRBilners
furnis"f* to toftnScs*
~crniT POOLS

3ro*m st*vt*s that, in th» opinion of this Council, the credit
pools hs—v® h*id a ~cod iff®ct tent not. nuch ui-2 had b”«n rsa?® of

The neetin?: adJoirrn™d at 1:15 P. M.
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The Council reconvened in the Board Room
of the Federal Reserve Building at 2:45
P. M. on May 14, 1945.

All members oi* the Council wer* present
except that Mr. Thomas P. Beal represented
Mr. Charles E. Spencer, Jr., and Mr. Chftri”®s

E. Rieraan represented lir. Robert V. Fleming.

Bro'’n said the question before the meeting is whether the
wished to make any statement on the question of reduced military

in order to promote production of goods for civilian con-
is a—kinf£ the Council to make a public state-
do much good. He

Council
operations
sumption. Evidently no one
let but he 'renders whether a private statement will

asks:

1. Do”s anyone want a public statement? All opposed.
.Should a private statement be n&de to the Board?

If a Ptatement would prevent such things as the

Berry.
inflation by taxation

extension of Regulation W, or tryinr to prevent
th n the st iteraent mi“ht be desirable,

allace says that if the Executive Committee will hold a
**etin£f in June or July bett —-r inform'S5tion might be available at that time.

§r<ysn states there should be a meeting of the Executive

Ccaai". tee in July, aad perhaps on July 5* lhere is danger of making a

private statement for sooner or later it might leak out.

Gifford believes the tax problem is immediately imminent.

savB that it may be possible to take a poll of the
telephone. He t*ould like to see what actual cut-
the ne:—:t few weeks before taking any action.

Wallace
Council by means of
backs t'-ke place in

Berry says everything depends on nature of statement.

TTjnton says a statement would have more effect if it came from

the —-Thole Council rather than just from th" ~jcecutive Committee. He
»ould not want to QO a.® far as Mr. Eccles suggested and doubted Aether
the Council could afford to appear to attack the war effort even by in-
direction. That would be too dangerous. On th« other hand the Council
should show that it is willing to make some statement.

would be on stronger f'rrund if it

Bsird says the Council
in his attempts to bring about

sisply assured the Chairman of support
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cutbacke. A statement aight be prepared and it could be left to the
decision of the Executive Coranittee when the tirae would bp opportune
to pi“te it to the Board. He personally believes th* Holding period
aader the capital ruins tax might well be extended to n year, but he
doesn’t think it has nuch connection with the problem being discussed.

Tr—phagen. The market is not out of hand and bringing in
the aatter of capital gains tax aerely confuses the issue.

At 3:15 P. M. Dr. Goldenf»el3er appeared before the Council
and diseussea the present situation. Total production reached it?
peak in 194.3, rent down in 19&4, and evidently is still declining.
In m ? tilere “ras a sharp drop in the production of goods for civilian
consumption, but there has beer; little chnnge since. The chart does
net include agriculture and services. If these were included, it
probably would show that civilian consumption has really net gone
ic*n at all, and thr-t the decline is entirely confined to industrial
reduction. Tlie chart indicates that the program proposed does not
envisage in the next three months any substantial increase in production
of civilian goods. Nevertheless, he believes that as a matter of actual
fact the output of civilian goods by August will be larger and production
for -sa purposes reduced. Probably some of the talk o further huge in-
creases Iin production of war materials is simply intended as a part of
psychological warfare. In the next six ssonths csployr.ent and income will
rea&in very high levels. In mny lines there is a vry tight situation.
If the Japanese "ar war® to end before any casing takes place, we should
nave a rather abrupt transition. In order to have an orderly easing of
1lis situation, it is necessary to keep present controls in operation
until the fie* of consumption goods becomes normal. H is not desirable
to lo*er any of the:;e controls now, and it Is also desirable to keep up

restraints impeded by Regulation W. It is possible that in a year from
not? our fighting foreas will be 9Q£ of their present sisc, but that does
not sees likely. Be believes that a period of transition rill start long
before 1946. It is important to bear this in aind. *'cr the last yenrs we

h”"re been spending about *100 billion on the war effort. The cutback is
likely tO mount to 123 billion. He feels the discussion this morning
«as not— very realistic, "7ar is always inflationary and the effect is
bound to continue for soae time. His view, expressed in strict confidence
to this group, is that it is not the business of financial authorities to
suggest' Sow a war should be fought. The business of financial authorities
is to scce t the facts as decided upon by military authorities and then
adjuJt fiscal and financial programs as far dS possible to met the
situation. 4* do not kno** what the real facts art 'tra -h“re.ore not
in a position to pass upon thee. There Is a serious danger o: —jrulatloa
*rA every atteapt’ should be made to hold the line as far as this is
ossible. The root of the waiter is the flow of money and shortage o*
foods. Is the field of credit, the great expansion that has tmcen place
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is, o'l course, in connection '/ith govermaent finance. The restriction

of ocssuRcr credit and higher margin requirements are ail incidental*

faxes —-re not imposed by financial authorities, but by Congress,

fin*n©5al authorities might mice recommendations ms to taxes. He does

not favor a 100 por cont wargin requirement and, in fact, at this prepent time,
does not recommend any increases of the margin requirements. The only

reason he »igh t suggest in increase of 10-20 per cent would be to show that
the Federal Reserve Syrtea, within its own field, is willing to act. Credit
controls should be kept, as at present, ami until such time as s*oods begin

to ‘lc- normally. lie does not have any definite opinion at the moment
re——*rdin;: th lesinability of establishing controls over farm snl urban
red ist .*e. But if there is to be such control, then it had better be

lodged in the Federal Reserve System, as it has more knowledge of these
situations than any other governmental body. As it is, a number of
controls which ought to be managed by the Federal Reserve System, have
been ’iven to cta-*> agencies. If the O0ff5.ee of Far Mobilization and
Reconversion and the Office, of Feonomie Stabilization decided that controls
over real estate should be instituted, then these should be handed cvir
i'or operation tc the Federal Reserve System, Such action might slow up
inflation slightly, Tie ..re likely to have «any spotty situations with
unemployment in so”e places and a shortage of labor in others so that
inflationary and deflationary movesentr sight be going on at the same
Use, In the next few months we are likely to have a shortage of labor
and too s?ueh aone;% Ee shall be very lucky if, after the “r, *e Ilo not
have such inflation. From an economic standpoint, there is no reason for
a change in margin requirement. The capital gains taX might well have
been changed some time ago. It is not ;?c much an anti—-inflationary
Measure as one for tax purposes.

Dr. Goldenweiser left the meeting at 1:25*

Brcrn read a statement on inflation and means of checking it

that he prepared,
Tra.;hag.en objects to any statement.

Baird moves and Traphagen seconds that there be no statement
of anv .<ind issued.

Six members voted that there be no statement. Four voted in

favor of a statement.

On motion made by Mr, 'Winton and seconded by Mr, Baird, it was
voted to le ve to the Executive Committee the preparation of a statement
to bo ‘subraitte 1 to othor moabers of the Council for suggestions and
approval.
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Th~ Secretary Of the council WAdS instructed to inforo the
Chairman of the Board o* Governor**

that the Council had decided not to
issue ft stHt«**«nt at prestmt of any kind as there res too rmt*h d*n”er
it would Lr* sone way or other reach th*> public. Further, that the
Council had authorised the Executive Committee to prepare a careful
stitesent if it seemed desirable at. &Iater period and tg circulate
such a statement among th ?0

other members of the Council r suggestions
and approval*

The Secretary of the Council also was authorised to consult

esith the Secretary of the Board of Governors as tc the best tise to hold

a seetins— of tho 'Executive Committee in June.

The aeeting adjourned at 5:00 P. 8k

KOTB: It night be stated here that it was screed that

the neeting of the Executive Committee be

called to order in the Federal Reserve Building

at 11:00 o’clock or. Wedner*d&7 norning,

June 13,
19-45.
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