
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Friday, July 18, 1947. The Board met in

the Board Room at 10:40 a.m.

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. Evans
Mr. Vardaman
Mr. Clayton

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary
Mr. Thurston, Assistant to the Chairman

Mr. Smead, Director of the Division of

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

Personnel Administration
Mr. Millard, Assistant Director of the

Division of Examinations
Mr. Townsend, Assistant General Counsel

1065

Chairman Eccles reported that it now appeared that the hold-

ing company legislation now pending before Congress would not be

Passed at this session owing to the fact that Transamerica Corpora-

had reauested an opportunity to testify before the House Bank-

and Currency Committee next week, which would mean that the

C°1':mittee would not be able to complete hearings and present the

bill in time for passage by the House prior to adjournment at the

end of the week.

With respect to Regulation W, Consumer Credit, Chairman Ec-

cles reported that pursuant to the understanding at the meeting of

jIllY 11, 1947, he had discussed with the White House the question

.4hether the Executive Order, under which the regulation had been
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issued, should be vacated without waiting for futher action by the

Congrem
ba and that he had been informed subsequently that the Presi-

dent had decided that he would not take any action on the matter

until after it was determined what form action by Congress would

take. 
There was a discussion of whether a wire should be sent to

the Federal Reserve Banks suggesting that they discontinue their

activities in connection with the enforcement of Regulation Tir, but

it was felt that no such action should be taken at this time.

There were presented telegrams to the Federal Reserve Banks

of Boston, New York, Philadelphia, Atlanta, Chicago, St. Louis,

Kansas City, and San Francisco stating that the Board approves the

establishment without change by the Federal Reserve Bank of Kansas

City on July 12, by the Federal Reserve Banks of St. Louis and San

ancisco on July 16, by the Federal Reserve Banks of New York,

Philadelphia, Atlanta, and Chicago on July 17, 1947, and by the Fed-

61111 Reserve Bank of Boston today of the rates of discount and pur-

chase in their existing schedules.

Approved unanimously.

In connection with the above action there was a brief dis-

cussion of whether, in view of the rise in Treasury bill rates fol-

10Iging the action of the Open Market Committee in eliminating the

fixed buying and repurchase option rate earlier this month, consid-

el'ation should be given at this time to an advance in the discount
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rat6e at the Federal Reserve Banks. It was the view of the Board

members present that no change in discount rate should be made un-

less and until the rate on Treasury certificates was increased from

it8 present level of 7/8 per cent, and that the matter should be

Considered at the meeting of the Board with the Presidents of the

Federal Reserve Banks to be held early in October.

Reference was made to a memorandum prepared by Mr. Smead

tinder date of July 11, 1947, with which he submitted a draft of

statement with respect to possible changes in the uniform check

collection circulars of the Federal Reserve Banks to provide for

the acceptance of unsorted cash items under certain conditions and

to shorten the maximum time for deferment of credit for items col-

lected through the Federal Reserve check collection system. The

draft of statement had been prepared in the light of the discus-

Si (In at the last Presidents' Conference, and Mr. Smead stated that

he 'would like to discuss the statement with representatives of some

°I* the Federal Reserve Banks before submitting it to the Board in

final form.

The statement contained the following recommendation, which

/g11.8 read and discussed:

"After reviewing this subject in the light of the
views expressed by the Board and by the Presidents at
their June 1947 Conference, I should like to submit the
following for the consideration of the Board:
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"1. That Federal Reserve Banks authorize member
banks and nonmember clearing banks to send
them a daily average of as many as 200 items
without sort of any kind for one day's de-
ferred credit.

2. That if a member or a nonmember clearing bank
sends a daily average of more than 200 items
to the Federal Reserve Bank it be required to
sort such items as follows:

Immediate credit items.
Deferred credit items (for two
days' deferred credit), pro-
vided, however, that if a
member bank wishes to sort
one-day items separately it
shall be given one day's de-
ferred credit for such items.

"Under the above suggestions banks would be expected
to send substantially all of their out-of-town items to
the Federal Reserve Bank for collection.

3. That member and nonmember clearing banks hav-
ing a daily average of more than 300 items
payable in the territory of any one other
Federal Reserve Bank or branch (including
other offices in the same district) be
(a) requested to route such items direct,
(b) advised that if such items are deposited

with their own Federal Reserve Bank or
branch credit therefor will be deferred
one additional day, and

(c) told that the Reserve Banks reserve the
right to require member banks sending
large volumes of cash items to the Fed-
eral Reserve Banks for collection to
route such items direct to the Federal
Reserve Bank or branch of the territory
in which the items are payable.

4. That Federal Reserve Banks continue their pre-
sent efforts to speed up the collection of
checks by the use of air transportation.

"If these suggestions were adopted, it is not believed
that the daily average amount of 'float' of the Federal Re-
serve Banks would be increased by more than around $200 mil-

The float that would result from a reduction in the
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"maximum period of deferment to two days was estimated by
the Committee on Collections at about $187 million."

There was a discussion of (1) Mr. Evans' opinion that the

Check collection system should be changed to provide for immediate

credit on all cash items sent to the Federal Reserve Banks for col-

lection, and (2) the extent to which maximum deferment of cash items

ccsuld be reduced at this time. It was pointed out that the Federal

4serve Banks were not equipped to handle the volume that would re-

sult from accepting all items for immediate credit without prior as-

sortment, and that it would not be practicable to take action at

the Present time which would go much beyond that suggested in the

above 
recommendation. There was also discussion of (1) the effect

that changes of this character

bale on the operating expenses

hclf effective they would be in

att
ractive, and (3) the timing

chang

in the check collection system would

of the Federal Reserve Banks, (2)

making membership in the System more

of the effective date of any such

Chairman Eccles stated that the giving of immediate credit

all items would increase very substantially the amount of cre-

(lit extended by the Reserve System through float, and that if it

ver'e given on a uniform basis to all banks, there was a question

whether it would make membership more attractive to smaller banks

thsn it is under the present system, inasmuch as large city banks
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14)41d then continue to urge smaller banks to send them cash items

tc31' collection because they would be able to give immediate credit

°II such items without disadvantage to themselves by depositing them

at the Federal Reserve Banks for collection.

Upon motion by Mr. Vardaman,
it was agreed unanimously that
Mr. Smead should discuss the
statement attached to his memo-
randum with the Chairman of the
Presidents' Conference Committee
on Collections and with such op-
erating officers of other Federal
Reserve Banks as he saw fit, and
that after these discussions he
would resubmit the matter to the
Board for further consideration
and approval of a proposal for a
discussion with the Presidents at
the time of the next Presidents'
Conference. It was understood
that if at that time the Presi-
dents expressed objection to the
Board's proposal they would be
asked to prepare an alternative
proposal at the next succeeding
Presidents' Conference.

There was then presented a memorandum from Mr. Szymczak pre-

Pared under date of July 15, 1947, in which it was recommended, for

the reasons stated therein, that the Board indicate that it would

4°t approve certain changes in the Federal Reserve retirement system

beriefits which had been discussed informally at the time the trustees

°t the retirement system met in Washington in June and which had
bee
4 Sent to the Board for informal consideration in a letter dated

j114e 13, 1947, from Mr. Rounds, Chairman of the Retirement Committee.
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The proposed changes were as follows:

1. Change the basis of the pension benefit (for
future employees) from a 3/4 per cent cash refund settle-
ment to a one 2er cent straight life settlement without
the privilege of converting to a cash refund basis.
Actuarially the 3/4 per cent cash refund plan is the
equivalent of approximately 9/10 per cent on a straight
life basis so that if this change were to be made the
Pension benefit would be increased somewhat.

If the above change were adopted, certain collateral changes

1(3111d also be necessary, the most important of which were:

2. The minimum benefit which is now expressed as
c44 for each year of service up to twenty years, or $480
per annum upon a cash refund basis, would be restated as4
4;30 for each year of service u7) to twenty yebrs, or t600
per annum on a straight life basis. The change would be
Slightly more than the actuarial equivalent of the pre-
sent cash refund benefit.

3. The present limitation of ;"6,000 on a cash re-
fund basis, which is fixed as the maximum normal pension
Payable to any member, would also be changed to a com-
parable figure on a straight life basis. The actuarial
equivalent of $6,000 would be about '',7,200 and a figure
of $7,500 would be suggested as the revised maximum nor-
mal pension in terms of round figures.

After a discussion of the rea-
sons which had been advanced for
and against the proposed changes,
upon motion by Mr. Szymczak, the
following letter to Mr. Rounds
was approved unanimously:

"The Board has considered the amendments to the Pules
and Regulations of the Retirement System as proposed in
Your letter of June 13, 1947, and, while it is sympathetic
to your desires to see that retiring employees select the
mode of settlement which is most advantageous to them, it
would appear that this objective can, to a considerable
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"extent, be accomplished under the present rules and
regulations by a full explanation of the benefits to em-
ployees at the time of retirement, without changing the
standard form of benefit offered.

"The Board does not feel justified in approving at
this time the proposed benefits which would increase the
liability of the Retirement System. While it is recog-
nized that the proposed changes will not of themselves
Increase the contribution rate of the Federal Reserve
Banks, they will absorb what will otherwise be an ap-
parent saving to the System, which at this time does not
seem desirable."

.”/.. Evans referred to the fact that the retirement fund was

not earning the 3 per cent on which the liabilities of the retire-

inent system were based and he raised the question of the nature of

the Boardts responsibility for the investment policies of the re-

ti
-/"ement system and what, if any, action the Board should take in

that connection. There was a discussion of the investment policies

fallowed by the retirement system in the past and the manner in

these policies had been carried out. It was the consensus

°I' the members °resent that the Board did have some responsibility

fc)r these policies particularly for the reason that, if the retire-

nient system failed to earn at a rate which would enable it to dis-

charge its liabilities, the Federal Reserve Banks and the Board would

be 
called upon to make additional contributions

/1°111d have to be approved by the Board. It uas

Itembers present that the policy followed in the

to the fund which

the feeling of the

past should have

i'neluded provision for investment in Federal Housing Administration

111°rtgage3 and additional amounts of long-term Government securities
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and that steps should be taken to see that a more effective policy

l'Tas followed in the future.

meeting

reServe

Federal

At the conclusion of the dis-
cussion, it was understood that
Mr. Szymczak, in consultation
with the appropriate members of
the staff, would look into the
problem of how the investment
policies of the retirement system
should be formulated and approved,
and that when that had been done
the matter would be placed on the
agenda for further consideration
by the Board.

Mr. Clayton referred to the understanding reached at the

on July 11 with respect to the proposal for designation of

cities that would be submitted to the Presidents of the

Reserve Banks and the Federal Advisory Council, and stated

that essrs. Smeed, Vest, and Townsend had since suggested that

krther consideration be given to the matter, and that their speci-

fic Proposals were contained in a memorandum dated July 17, 1947,

11"ing in part as follows:

"The members of the staff who have considered this
matter wish to express the following opinion to the car-
mittee of Board Members on the subject:

"That the preferable action for the Board to take
in order to settle the problem now confronting it is to
mend Regulation D so as to provide that reserves shall

be maintained against deposits received by each office
of a member bank according to whether or not such office
is located in a reserve city or a nonreserve city.
. "If the Board, in addition to amending the Regula-
tion, wishes to change the reserve city designations,
that a formula should be adopted of say 1/4 or 1/5 of
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"1 per cent of interbank deposits and all cities having
less than that amount of deposits would be terminated as
reserve cities and all cities having more than that
amount of deposits would be retained or designated as re-
serve cities."

Mr. Vest stated that the above opinion was expressed because

itliras felt that the preferable action would be for the Board to

anlerld. Regulation D, Reserves of Member Banks, to require reserves

ac
cording to whether the office of a bank was located in a reserve

eitY or a non-reserve city, and that if the Board did not feel such

was desirable and decided to adopt a new formula for the

deBignation of reserve cities, it would be better to have a fixed

Percentage in the formula which would provide that all cities having

less than a certain amount (1/4 or 1/5 per cent) of interbank de-

posits of the entire country would be terminated as reserve cities

and all cities having more than that percentage would be required to

continue as reserve cities.

Chairman Eccles stated that an amendment to Regulation D such

that proposed would not establish a standard for designating re-

serve 
cities, that the Board should establish such a standard, that

he felt it was only a matter of time until Regulation D would be

aluended to provide that reserves be based upon the location of de-

but that adoption of such an amendment was not desirable at

this time because of the addition it would make to member bank re-

se1.7se under present inflationary conditions and because it would

not be
appropriate to make such a change at a time when the bank
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holding company legislation was still under consideration by Con-

and the Lakewood Village case was before the courts.

With respect to a fixed dividing line in the formula by

Rhich reserve cities would be determined, it was the consensus of

the members of the Board that a "twilight zone" such as was con-

in the proposal agreed upon in the meeting of July 11 was

desirable, and that a formula such as had been agreed upon at that

meeting would establish a satisfactory standard for determination

of reserve cities.

It was agreed unanimously that

a draft of a letter to the Presi-

dents of the Federal Reserve Banks

and the Federal Advisory Council

along the lines agreed upon at the

meeting of July 11 should be pre-

pared and submitted to the Board.

At this point Messrs. Smead, Vest, Nelson, Millard, and Town-

send left the meeting, and the action stated with respect to each

of the matters hereinafter set forth was taken by the Board:

Minutes of actions taken by the Board of Governors of the

l'ederal Reserve System on July 17, 1947, were approved unanimously.

Memorandum dated July 14, 1947, from Mr. Thomas, Director

°f the Division of Research and Statistics, recommending the appoint-

niellt of Miss Sophia Cooper as a research assistant in that Division,

°4 a temporary indefinite basis, with basic salary at the rate of

42 7/3 70.20 per annum, effective as of the date upon which she enters
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11P0a the performance of her duties after having passed the usual

Physical examination. The memorandum also stated that Miss Cooper

/4a.e a member of the Civil Service retirement system and would re-

Taain in that system.

Approved unanimously.

Letter to Mr. Sproul, Chairman of the Conference of Presi-

dents, reading as follows:

"Reference is made to the approval by the Conference
of Presidents at its June 4, 1947, meeting of the recom-
mendation of the Committee on Personnel that the banks
discontinue the practice of making regular contributions

On a special military schedule for employees on military
service to provide full creditable service for the period
of such military service, with the understanding that upon
the return of an employee from military service, the bank
will make a special contribution to cover the service for
the period of absence, or the current rate of the bank's

contribution will be adjusted to cover the cost.
"As you know, the plan for uniform treatment of em-

plyees at the Federal Reserve Banks who may be called for
military service adopted in October 1940, as amended, in-
cluded certain benefits in addition to those required
under the Selective Training and Service Act of 1940. In-
asmuch as there does not appear to be the same occasion
for the granting of such additional benefits as there was
when the above-mentioned uniform plan was adopted, it will
be appreciated if you will have placed upon the program
for the forthcoming Presidents' Conference for considera-
tion the subject of the discontinuance of such additional

benefits, with the specific question as to whether the

granting of service credit under the Retirement System
for military service and the reimbursement for the cost
Of premiums on National Service Life Insurance should not
be discontinued as of January 1, 1948, in resnect to any
military service thereafter."

Approved unanimously.
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Letter prepared for Chairman Eccles' signature to Mr. Prentiss

M. Brown, Chairman of the Board, The Detroit Edison Company, Detroit

261
Michigan, reading as follows:

"I have had an opportunity to bring to the attention
Of the Board your letter of July 15 advising of your elec-

tion as a director of the National Bank of Detroit and in-
quiring whether you should resign as a director of the
Detroit Branch of the Federal Reserve Bank of Chicago.

"The information given you by Mr. Harris with respect
to the provisions of the Board's regulations is correct and
it has been the policy of the Board in the selection of
new directors of branches of Federal Reserve Banks not to
appoint men who were directors of commercial banks. How-
ever, the regulations were intentionally written in the
form quoted in your letter so as to permit exceptions to
that policy in proper cases and the policy generally has
not been applied in cases where an individual who was not
a director of a commercial bank at the time of his appoint-
ment as a branch director but subsequently accepted a com-
mercial bank directorship.

"In the circumstances, the members of the Board in
Washington are unanimous in their request that you continue
to serve the branch until the end of the current year when
tne term of your appointment as a director will expire.
The Board appreciates very much the willingness indicated
in your letter to conform to the policies established by
tne Board and it hopes that notwithstanding the new re-
sPonsibility that has come to you as a director of the
national bank, you will be able to find time until the
end of your present term to continue the fine service you
are rendering as a director of the Detroit Branch."

Letter

Ikti°nal Bank,

Approved unanimously.

to Mr. Albert D. Graham, Chairman of the Board, First

Baltimore 3, Maryland, reading as follows:

"This refers to your letter of July 1, 1947, re-
garding the practice which is being followed by a member
bank in Baltimore of accepting nonpar items free of ex-
change. It is understood that the member bank forwards
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such items for collection to certain nonmember banks
Which, in return for the maintenance with them of com-
Pensating balances, remit at par for such items to the
member bank.

"Since the member bank in question does not itself
absorb exchange charges, it does not appear that there
ls involved a payment of interest by a member bank in

violation of the law or the Board's Regulation Q. We
feel, however, that the practice is an undesirable one,

since it lends support to the making of exchange charges
by nonmember banks and encourages the circuitous routing
of checks. The practice obviously grows out of the fact
that the regulations of the Federal Deposit Insurance
Corporation regarding nonmember insured banks do not
Prohibit the absorption of exchange charges.

"As you know, both member and nonmember banks are
Prohibited by law from paying interest on demand deposits
and it is the Board's position that the absorption of ex-
change charges as compensation for the use of funds is a
payment of interest within the meaning of the statutory

prohibition. The Federal Deposit Insurance Corporation,

however, has adopted a contrary position in applying the
law to insured nonmember banks and this situation still

continues.
"We have consulted with the officers of the Federal

Reserve Bank of Richmond regarding the problem which you
present and so far as we know there are only two nonmem-
ber banks in the Fifth District which engage in the prac-
tice of absorbing exchange charges for correspondent
member banks as described in your letter. Inasmuch as
the law limits the deposit balance which a member bank
can maintain with a nonmember bank to 10 per cent of the
member bank's capital and surplus, the extent to which a
member bank can resort to the practice to which you re-
fer is limited by the amount of its capital and surplus
and the number of nonmember bmks which would be willing
to enter into such an arrangement. We hope, therefore,
that the practice will not grow and that it will not be

followed by other institutions. We appreciate your writ-
ing us about this matter and hope that you will decide
tnat the competitive situation resulting from the prac-
tice is not so significant as to cause you or other Balti-
more banks to adopt the practice."

Approved unanimously.
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Letter to Mr. McConnell, Vice President of the Federal Re-

serve Bank of Minneapolis, reading as follows:

"This refers to your letter of June 26, 1947, trans-
mitting copies of the report of examination of Bank Shares
Incorporated, Minneapolis, Minnesota, as of April 141 1947,
and requesting that we advise you whether the Board has
any objection to your furnishing a copy of the report to
Mr. R. S. Beatty, District Chief National Bank Examiner.

"It is noted that national bank examiners participated
in the examination of the holding company and made simul-
taneous examinations of its two subsidiary national banks.
In the circumstances, you are authorized to furnish a copy
of the report of examination of the holding company to the
Chief National Bank Examiner at Minneapolis, if he re-
quests it, for his confidential information and use.

"It is suggested that, at the time of transmission
Of the report to the District Chief National Bank Examiner,
You inform him that the report will not be submitted to
Bank Shares Incorporated, in order that he may govern
himself accordingly in the confidential use of the report."

Approved unanimously.

Letter to Mr. Sihler, Vice President of the Federal Reserve Bank

Chimg o, reading as follows:

"This refers to your letter of July 5, 1947, with
Which you enclosed a copy of a letter from the Chicago
Stock Exchange forwarding a memorandum entitled 'Plan
for Improving Markets on the Chicago Stock Exchange!.
The Chicago Stock Exchange wishes to know whether the
proposed plan is consistent with Regulation T.

"The plan is intended to reduce the cost of clearing
?ertain trades of 'floor members?, that is, members who
Initiate trades on the floor for their own account and
'who do not transact a business in securities with the
Public. It would apply only to floor members! tin and
outt trades which do not involve the receipt or delivery
of securities. Under the plan such trades would be
cleared directly by the Clearing Corporation, thus chang-
ing the present practice by which they are cleared through
a clearing member. The memorandum indicates that the
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"change would eliminate certain bookkeeping steps, and the
resulting costs, that are incident to the present method
of clearing such transactions.

"On the basis of the facts presented in the memorandum,
the Board is of the opinion that the proposed plan does not
conflict with the present provisions of Regulation T."

Approved unanimously.

Letter to Mr. Sproul, President of the Federal Reserve Bank

of New York, reading as follows:

"This refers to Mr. Wiltsets letter of April 9, 1947,
and enclosures with regard to the question whether the
firm of Merrill Lynch, Pierce, Fenner & Beane is primarily
engaged in the types of business described in section 32
of the Banking Act of 1933. The question arises because
of the service of Mr. Samuel L. Fuller as a director of
The Commercial National Bank and Trust Company of New
York, and as a partner in the firm of Merrill Lynch,
'fierce, Fenner & Beane. In this connection we note that
in 1944 Your bank informed Mr. Fuller that such firm should
not be regarded as primarily engaged in the types of busi-
ness described in section 32. We also observe that repre-
sentatives of your bank have had more recent discussions
with Mr. Fuller with regard to this matter.

"The Board wishes to review this matter and accord-
ingly, it will be appreciated if your bank will communi-
cate with Mr. Fuller and, after referring to your previous
correspondence with him on this subject, advise him on be-
half of the Board that the Board expects to give considera-
tion to the cuestion whether his service as a director of
The Commercial National Bank and Trust Company of New York
and as a partner in the firm of Merrill Lynch, Pierce,
Fenner & Beane is in conformity with section 32 of the
Banking Act of 1933, and that the Board will be glad to
consider any information or statements which he may care
to submit with regard to this question. Please also advise
Mr. Fuller that if he wishes to submit any such information
he should furnish the same to your bank for transmission to
the Board as soon as practicable and within 30 days follow-
ing your letter to him."

Approved unanimously.
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Letter to Mr. Sproul, President of the Federal Reserve Bank

of New York, reading as follows:

"Reference is made to Mr. Viltsels letter of April
16, 1947 and subsequent correspondence with regard to the
question whether the firm of Dominick & Dominick is pri-
marily engaged in the types of business described in sec-
tion 32 of the Banking Act of 1933. The question arises
be cause of the service of Mr. Bernon S. Prentice as a
Special partner of the firm of Dominick & Dominick and as
a director of the Fulton Trust Company of New York, a mem-
ber of the Federal Reserve System. In this connection we
note that your bank has advised Mr. Prentice that this
service is not prohibited by section 32.

"The Board wishes to review this matter and accord-
ingly, it will be appreciated if your bank will communi-
cate with Mr. Prentice and, after referring to your
previous correspondence with him on this subject, advise
him on behalf of the Board that the Board expects to give

consideration to the question whether his service as a
Special partner of Dominick & Dominick and as a director
of the Fulton Trust Company of New York is in conformity
With section 32 of the Banking Act of 1933, and that the
Board will be glad to consider any information or state-
merits which he may care to submit with regard to this
question. Please also advise Mr. Prentice that if he
wishes to submit any such information he should furnish
the same to your bank for transmission to the Board as
soon as practicable and within thirty days following
Your letter to him."

Approved unanimous?

410W' mir_

Chairman.

Secretary.
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