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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Tuesday, February 4, 1947. The Board met

in the Board Roan at 11:05 a.m.

PRESENT: Mr. Eccles, Chairman
Ir. Draper
Mr. Evans

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Chairman
Mr. Smead, Director of the Division

of Bank Operations
Mr. Vest, General Counsel
Mr. Leonard, Director of the Division

of Examinations
Mr. Nelson, Director of the Division

of Personnel Administration
Mr. Tomsend, Assistant General Counsel
Mr. Millard, Assistant Director of the

Division of Examinations

Mr. Vardaman's office reported that he was absent on official

business, attending the Midwinter Trust Conference of the American

1/ 111cers Association and a meeting of the board of directors of the

Federal Reserve Bank of New York.

The Secretary read a memorandum dated January 29, 1947, pre-

Pre d by Mr. Smead in response to the request made at the meeting of

the Board on December 17, 1946, relating to the preparation and sub-

of annual budgets by the Federal Reserve Banks. The memo-

l'anchlin also discussed the present instructions of the Board in con-

nection with the supervision of salary and certain other expenditures

of the Banks and the work being done on functional expenses, and
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stated that it was believed that the procedures outlined in the memo-

randum would provide an adequate and effective supervision over the

"Penditures of the Federal Reserve Banks and were as effective as

cr more effective than the procedures followed by the Bureau of the

13114get, the General Accounting Office, and the Civil Service Commis-

814m in supervising expenditures of the various Government departments

and agencies.

The following draft of a letter submitted with Mr. &mead's

Memorandum was also read:

"Now that the war is over the Board has decided to
ask the Federal Reserve Banks to resume the submission
of annual budgets which were temporarily discontinued
in 1942 upon the recommendation of the Presidents' Con-
ference, because of the difficulty of estimating in
advance the cost of the various war activities they
were constantly being asked to perform. Some of the
Banks have continued to operate under a budget proced-
ure although the submission of a budget to the Board
was not required.

"As you know, Congress and the President have in-
dicated an intention recently to scrutinize more closely
the expenditures of the various departments and agencies
Of the Federal Government. In the Legislative Reorgani-
zation Act of 1946 Congress evidenced its intention in
this respect by directing the Comptroller General 'to
make an expenditure analysis of each agency in the
executive branch of the Government (including Govern-
ment corporations), which, in the opinion of the Comp-
troller General, will enable Congress to determine
whether public funds have been economically and effi-
ciently administered and expended.'

"Responsibility for supervision and control of the
costs of operating the Reserve Banks, including expenses
incurred by them as fiscal agents of the United States,
is shared by the boards of directors and officers of the
Banks and the Board of Governors. As the agency of the
Government charged with responsibility for general super-
vision of the Reserve Banks, the Board should be able to
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"demonstrate whenever necessary that it is in a position
to and does adequately supervise expenditures of the Re-
serve Banks for salaries and for other purposes. This
subject was discussed during the last meeting of the
Chairmen's Conference, and the Board desires to discuss
the matter with the Presidents at the time of their next
conference in Washington.

"Ahile the procedure followed by the Reserve Banks
in preparing the budget will depend upon the internal
organization of the Bank or branch, it is essential that
it be prepared in such a manner that persons in charge
of the respective units may be held responsible for ex-
penses incurred therein, and that the budget be reviewed
and approved by the senior management and the board of
directors.

"The budget should be submitted to the Board on Form 634a,
which will be in the same form and detail as the functional
expense report (Form F. R. 634) after revision following
the receipt of the report of the Subcommittee on Functional
Expense Accounting. Under this procedure, the budgets of
all of the Banks and their branches will be on a comparable
basis, and the Board will be in position to compare the
budgets vdth functional expense reports subsequently sub-
mitted.

"A copy of the budget for your head office and each
branch, if any, should be submitted to the Board not later
than May 1 for the year 1947 and for subsequent calendar
Years not later than November 1. The budget for 1947
Should show expenses for 1946 for ready comparison with
the budget figures, and also volume of work figures,
where such figures are called for by the functional ex-
pense report, for both 1946 and 1947. A similar proce-
dure should be followed for subsequent years with expense
and volume of work figures estimated to the extent nec-
essary. It will also be helpful to the Board if the
budgets are accompanied by a brief explanatory state-
ment regarding any material differences between the
budget and expenses for the preceding year, any new
items included in the budget, and any important changes
in operations including any transfers of operations
from branches to the head office or vice versa.

"Upon receipt by the Board the budgets will be
analyzed carefully, and in case the Board wishes further
Information with respect to any items included therein
it will communicate with you. Should it appear at any
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"time that expenses for a given function (as listed in
the recapitulation sheet of the budget report, Form
F. R. 634a) will exceed the budget, the Board should
be advised in advance as to the probable amount and
the reasons therefor.

"Tour Bank has submitted, in response to an earlier
request from the Board, budgets for 1947 covering the
Research and Statistical and the Bank Examination func-
tions of your Bank. However, expenses for these func-
tions should be included in the budget requested above
so that it will be complete. Although the Board will
continue to have the special interest in, and relation-
ship to, the expenses of these departments that it has
had in the past, after this year budgets for these
functions will not be called for apart from the general
budget.

"The Board will be glad to discuss with you at the
time of the forthcoming Presidents' Conference any ques-
tions or suggestions that you may have with respect to
the effective operation of the budgetary procedure."

There was a discussion of the proposed budget procedure,

the extent to which the budgets would be reviewed by the Board,

arid the means by which operation of the budgets would be verified.

this connection it was stated that the Division of Bank Operations

W°111c1 revie carefully the budgets upon receipt for the purpose of

llging to light any changes that should be made in them, that the

8c)ard members whose assignments included special functions at the

Bellits such as the research and examination functions also would

the budgets of the respective divisions at each Reserve

that the Division of Bank Operations would revie;. actual

e Penditures at least quarterly, and that both the Division of

Ban%
4 Operations and the Division of Examinations would make field
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insPeotions of the operation of the budgets but that such inspec-

tions would not represent a duplication of work.

Chairman Eccles stated that the Division of Bank Operations

should go over each Bank budget with a fine tooth comb, require

JUstification of any questionable item, and, if necessary, send a

member of the staff to the Bank to investigate any item that ap-

peared to be out of line.

There was also a discussion of fiscal agency costs, the

aznount of fiscal agency work performed by the Reserve Banks for

Ilhioh reimbursement was not obtained, and the possibility of

absorbing more of such costs partly as a means of reducing account-

ing and billing work at the Reserve Banks but mainly as a means of

in
creasing the service provided the Government at a time when

earnings of the Reserve Banks :ere large.

Upon motion by Mr. Evans, the let-
ter set forth above requesting the
Federal Reserve Banks to resume
submission of budgets was approved
unanimously.

It was also understood that the
question of absorbing more of the
costs of fiscal agency operations
would be discussed at the meeting
with the Presidents at the end of
this month.
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Chairman Eccles stated that in accordance with the under-

standing at the last meeting of the executive committee of the

Federal Open Market Committee, he and Mr. Sproul were going to

the Treasury next week to discuss ,Auestions relating to open market

P°11CY, and that if an opportunity afforded he (Chairman Eccles)

Probably would discuss the questions of (1) action by the Board to

establish a rate of interest to be paid to the Treasury by the

Federal Reserve Banks on Federal Reserve notes under section 16

Of the Federal Reserve Act for the purpose of absorbing the excess

earnings of the Federal Reserve Banks; (2) a franchise tax; and

(3) greater absorption by the Federal Reserve Banks of fiscal

agency expenses. In that connection he requested Mr. &mead to

give him a memorandum of the total fiscal agency expenses paid by

the Banks, the amount reimbursed, and the amount absorbed by the

Batiks.

Reference was made to the memorandum prepared by Messrs.

814ead and Millard dated December 13, 1946, and referred to at the

teeting of the Board on December 17, 1946, concerning expenditures

or 
luncheons, entertainment, etc., at the Federal Reserve Banks.

The 
memorandum, which had been circulated among the members of the

11°ards concluded with the statement that it appeared that the best

IlraY tor the Board to exercise a greater control over expenses in-

by the Reserve Banks for entertainment purposes would be

to 46k each Bank to submit a budget covering its anticipated
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expenditures for each general category of entertainment. It was

noted that this memorandum had been prepared and submitted to the

Board before the proposal for submission of general budgets.

It was agreed unanimously that
the general budgets to be requested
of the Federal Reserve Banks would
provide sufficient information with
respect to prospective expenses for
luncheons, entertainment, etc., and
that it would not be necessary to
request the Banks to submit special
budgets covering expenditures of
this kind.

In connection with a discussion of luncheon and entertain-

'tent expenses, Chairman Eccles referred to the Board's letter to

411 Federal Reserve Banks dated May 14, 1946, which stated that

costs of operating the Banks' cafeterias might be absorbed to the

extent of 50 per cent, as shown in the functional expense report.
He expressed the view that the authority granted by the Board in
this 

respect was too liberal and should be reduced. There was a

&isoussion of the circumstances under which the 50 per cent limit

had been approved in lieu of the 33-1/3 per cent limit that had

been Permitted since 1926, of the value to the System of providing

lunches for employees, and of the higher costs necessarily

illourred in the operation of lunch rooms owing to the comparatively

811 number of meals served, the fact that only one meal a day is

Provided, and other factors.

It
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It was agreed urizimousl,y that
the question of the absorption of
cafeteria expenses would be dis-
cussed with the Presidents at
their next Conference, when the
question of the general budget
was discussed.

Reference was then made to the action taken at the meeting

°11 August 20 1946, when the Board approved payment of the entire

eoet of the dinner in connection with the conference of examiners,

With the understanding that the extent to which the cost of similar

dinners would be paid by the Board in the future would be decided

Upon recommendation of the Personnel Committee when the arrangements

for a conference were being made, and also to action taken at the

nleeting on December 17, 1946, when the Board approved payment of

the entire cost of a dinner in connection with the conference of

Reserve Bank economists.

Chairman Eccles stated that the payment of the costs of

alleh dinners might subject the Board to criticism when the prin-

e441 attendance was composed of members of the staffs of the

B°4rd and the Federal Reserve Banks, that conferences of this

tIrPe were in a different category from the Conference of Chairmen

°f the Federal Reserve Banks who served in an honorary capacity

without salary, and that the Board could not justify the payment

Qt the costs of dinners for staff members to the extent that it

e°11.141 for the Chairmen, or on special occasions for the Presidents,

" for outside organizations such as the Association of State Bank

SUPervisors.
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Upon motion by Mr. Evans, it was
agreed unanimously that hereafter
expenses for dinners given in con-
nection with conferences of members
of the staffs of the Board and the
Banks should not be paid by the
Board.

The Secretary read a draft of a letter to Mr. Davis,

President of the Federal Reserve Bank of St. Louis, as follows:

"This will acknowledge receipt of your letter of
January 30, 1947, with reference to the absorption by
the United Bank and Trust Company of St. Louis of the
cost of shipments of currency and reviewing your dis-
cussions of the subject with the President of the Bank.

'Tour letter evidently crossed in the mails our
letter of January 30, 1947, regarding this subject.
Our letter stated the position of the Board with
respect to the absorption by member banks of the
cost of currency shipments in the light of Regula-
tion Q.

"Vie note that you are considering having your
examiners make a special investigation of the pn-ctice
Of the United Bank and Trust Company of absorbing the
cost of currency shipments, but it occurs to us that
in the circumstances there is a question whether any
useful purpose would be served by a special investi-
gation for this purpose."

Upon motion by Mr. Evans, the
letter was approved unanimously.

Chairman Eccles read P letter dated February 4, 1947,

trQm Mr. Hari, Chairman of the Federal Deposit Insurance Corporation,

4kjnE) for an early reply to his letters of January 10 and January

27) 1947, concerning the request of the Comptroller General dated

1)ecember 17, 1946, for access to examination reports of certain

State member banks in connection with the reviev, of operations

44d practices of the Federal Deposit Insurance Corporation now

be'„
-'t conducted by the General Accounting Office.
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The matter was discussed, and
unanimous approval was given to a
letter to Chairman Han l reading as
follows:

"This is in reply to your letters of January 27 and
February 4, 1947, regarding the request to you by the
General Accounting Office for permission to examine
reports of examination of insured banks.

"As you will recall, on January 28 Governor Vardaman
discussed with you the desirability of arranging a confer—
ence at which representatives of the Treasury Department
and of the Comptroller of the Currency would join with
YOU, and Governor Vardaman in meeting with the Comptroller
General to discuss various aspects involved in the use of
reports of examination of banks. Immediately follo-Ang
his conversation with you, Governor Vardaman discussed
the matter with Mr. Foley, Assistant Secretary of the
Treasury, and asked Mr. Foley to arrange for such a
conference. Replies to your letters had been deferred
Pending the outcome of such a conference, the desira—
bility of which had been discussed earlier at a meeting
of representatives of your Corporation, of the Comptrol—
ler of the Currency, and of the Board.

"The Board hopes that the proposed conference may
be held at an early date when questions of general pol—
icy may be considered. In view of the apparent urgency
of the matter, however, and despite the fact that the
conference has not as yet been held, the Board consents
to your making available to the representative of the
General Accounting Office, under the same terms and
conditions as you do with respect to the reports of
examination of insured nonmember banks, reports of
examination of the State member banks included in the
list forwarded with your letter of January 10, 1947."

At this point Messrs. Smead, Vest, Leonard, Nelson, Townsend,

ll'ci t6il1ard withdrew from the meeting and the action stated with re—

to each of the matters hereinafter set forth was then taken by
the Board:
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Memorandum dated January 31, 1947, from Mr. Thomas, Director

Of the Division of Research and Statistics, recommending that the

resignation of Mrs. Maria Nikonenko, a clerk in that Division, be

accepted to be effective, in accordance with her request, at the

close of business February 7, 1947, with the understanding that a

lump sum payment would be made for annual leave remaining to her

credit as of that date.

Approved unanimously.

Memorandum dated February 3, 1947, from Mr. Bethea, Director

Of the Division of Administrative Services, stating that E. F. Ander-

e°11, a sergeant in the guard force in that Division, Aill attain the

retirement age of 65 on February 25, 1947, and will retire effective

March 1, 1947. The memorandum also stated that Mr. Anderson was a

4isMber of the Board Plan of the Federal Reserve Retirement System.

Letter to Mr. J. iv. Chappell, Box 5055, Tucson, Arizona,

reading as follows:

"The Securities and Exchange Commission has referred
to us your letter of January 21, 1947, concerning require-
ments of the Board's Regulation T with respect to purchases
in cash accounts with brokers.

"The so-called cash transaction in which credit is
extended by a broker in the interval between purchase by
the broker and payment by the customer is considered by
the Board to be a type of credit transaction which, when
entered into in good faith, should be facilitated even
though margin requirements are high. It does, however,
Provide a means by which trading can be carried on with-
out the customer providing any margin whatsoever. Con-
sequently, the Board hAs felt that the cash account
Should be safeguarded against such abuse.
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"The theory of the rules which have been made appli-
cable to cash accounts is that the customer has the funds
available to make payment for securities purchased but,
for his convenience, is given a period of time to effec-
tuate transfer of funds to the broker. If payment is not
made before sale, there is some indication of the type of
abuse referred to in the previous paragraph, and the Board
has accordingly provided that if payment is not so made,
Purchases in the next 90 days shall not be effected by
the broker unless cash is deposited in advance to show
that the customer has the funds. The Board recognizes
that some bona fide cases of sale before payment will
occur and has provided for these by permitting the
broker to make application to a committee of a national
securities exchange or of a national securities associa-
tion for authorization to disregard this provision in
the particular instance.

"We believe that, if you have any transactions
which come within this provision of the regulation,
you will be able to work them out satisfactorily with
Your broker."

Approved unanimously.

Letter to Mr. Blair, Secretary of the Federal Reserve Bank

of Cleveland, reading as follows:

"This refers to your letter of January 28, 1947,
Which raised a question in connection with the 'appraisal
guide value' of used automobiles under Regulation W. You
referred to the fact that the 'appraisal guide value' may
not be increased by the value of a heater or radio but
ask whether separate credits may not be set up for the
car, for the heater, and for the radio, under the pro-
visions of section 6(d) of the Regulation.

"You will note that the definition of 'cash price'
in section 8(h)(7) includes the cash price of the article,
the cash price of any accessories, delivery and installa-
tion charges, and sales taxes, whereas the definition of
appraisal guide value' in Part 4 of the Supplement in-
cludes the estimated average retail value plus any ap-
Plicable sales taxes. This implies that in computing
the 'appraisal guide value' the price of accessories
Should not be included. This interpretation was in-
herent in the Board's letter 5-954 which was written
on the same day as your letter. It likewise follows
the method of computation used in 1:-116 (F.R.L.S.
8672.12).
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"Consequently, the amount of credit which may be
extended in the sale of a used car may not be increased
on account of a heater or radio, although it may be in-
creased on account of an over-drive or automatic trans-
mission as extra equipment."

Approved unanimously.

Telegram to Mr. Young, President of the Federal Reserve

Bank of Chicago, reading as follows:

"Retel 31. Board authorizes your Bank to waive assess-
ment of penalties for deficient reserves in those cases
where in the judgment of your Bank the deficiencies re-
sulted from blizzard conditions in your District during
week ended February 1. Please advise amounts of penalties
waived."

Approved unanimously.

Thereupon the meeting adjourned.

Secretary.

Chairman.
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