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Minutes of actions taken by the Board of Governors of the
Feq
fral Reserve System on Friday, December 5, 1947. The Board met

in
the Board Room at 11:00 a.m.

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. Draper
Mr. Evans
Mr. Vardaman
Mr. Clayton
Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Smead, Director of the Division of
Bank Operations
Mr. Bethea, Director of the Division of
Administrative Services
Mr. Vest, General Counsel
Mr. Nelson, Director of the Division of

Personnel Administration

There were presented telegrams to the Federal Reserve Banks
i BDStOH, Philadelphia, Atlanta, Chicago, St. Louis, and San Fran-
Hlsco Stating that the Board approves the establishment without
Ch&nge by the Federal Reserve Bank of San Francisco on December 2,
¥ the Federal Reserve Banks of Philadelphia, Atlanta, and Chicago
mlDecember L, 1947, and by the Federal Reserve Banks of Boston
“8 B, Louis today of the rates of discount and purchase in their
existing schedules.

Approved unanimously.

There was presented a telegram to Mr. Clarke, Assistant

ecret&ry of t
he Federal Reserve Bank of New York, reading as
fOllOWS-
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"Board of Governors has approved effective De-
Cember 8, 1947, elimination of your Bank's maximum
Commitment rate of one-fourth per cent per annum or
in the alternative a flat fee of not to exceed $50
on Section 13b loans guaranteed under Regulation V.
Otherwise Board of Governors of the Federal Reserve
System approves establishment by your Bank, without
Ch?nge; of rates of discount and purchase in Bank's
€Xisting schedule, advice of which was contained in
Jour telegram dated December L4."

Approved unanimously.

‘ Chairman Eccles expressed the view that consideration
Should be given shortly to an increase in the discount rate in
Sffecy, 8t the Federal Reserve Banks in line with the seven-point
prOgram that was discussed at the last meeting of the Federal
Open Market Committee, and that in discussions of this matter
1t the Presidents of the Federal Reserve Banks next week, the
oarg Should take the position that sometime before the end of

® Year action should be taken by the Federal Reserve Banks
" the Board to advance the discount rate at least to 1-1/L

Der
Ce
Dt. He also suggested that, in discussing reserve require-

Iy
Cehts, the Board take the position that reserve requirements of
mentral Teserve city banks should not be increased in the im-
a:diate future owing to the fact that there would be consider-
> Pressure on the reserves of those banks because of seasonal

dem
and
§ for currency during December and because of heavy tax

ot
tlons and retirement of bank-held Government securities
Wh

leh
Would continue until around the end of March 1948, and
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the effect of an increase in reserve requirements during this
Periog would be to cause the banks to sell Govermment securities
%o the Reserve Banksin order to obtain the additional required
TSServes. He felt that at that time the matter should be re-

eveq again on the basis of conditions then existing, including

y Change in total bank loans outstanding.

In this connection, Chairman Eccles stated that he had had
an ®Xchange of correspondence with Mr. Sproul on the question wheth-
°F the discount rate should be raised to 1-1/8 or to 1-1/4 per cent,

* Sproul taking the position that the increase should be to 1-1/8
Per cepy and he taking the position that it should be to 1-1/4 per
seat, He outlined the reasons which Mr. Sproul and he had given in

COrrespondence for their respective positions, and these reasons
:ere discussed by the Board. At the conclusion of the discussion,
8 Other members of the Board expressed concurrence with Chairman
“leg 88 to the position to be taken by the Board in discussions
5 thig matter with the Presidents next week.

Under date of December 1, 1947, Mr. Rouse, Vice President
0
: the Federal Reserve Bank of New York, advised that following

0 -
uncement of an increase in acceptance rates by dealers, the

SEI‘Ve Bank h . : : :
ad increased its currently effective buying rates
On b

8,
kers acceptances to 1-1/8 per cent on maturities up to 90
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da,
Y8, 1-1/)4 per cent on maturities up to four months, and 1-3/8 per

cent for five and six months maturities, that the sales contract
Tate hag been increased to 1-1/8 per cent, and that the buying rate
°R trage acceptances had been fixed at 1-1/2 per cent. The wire
&lso 82id that for the present at least the Bank did not contemplate
Il‘creﬂsing the minimum buying rate of 1 per cent.
At this meeting there was a discussion of whether it would

desirable for the Board to eliminate the minimum buying rate for
Ceptances purchased by Federal Reserve Banks and instead require
that Changes in acceptance buying rates be approved by the Board
Store they become effective, as is the case with other rates at
o Federal Reserve Banks. Chairman Eccles stated that he felt
1 matter was not of substantial importance since the acceptance
inng rate had 1little practical effect at the present time, and

i because the approval of a minimum rate by the Board accom-
plished 1ts purposes under present circumstances as well as would

© &PProval of specific buying rates. He said that a related
Tmstion had to do with the level of the minimum acceptance buy-
bng Tate, which is now 1 per cent, and he suggested that a letter
:1 "fitten to Mr. Sproul informing him that the Board felt that

S

a
PProved minimum rate should not be below the rate of dis-

in effect for discounts of and advances to member banks

*d by eligible paper.
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Chairman Eccles' suggestion was
approved unanimously.

Mr. Carpenter read a memorandum prepared under date of
November 13 by Mr. Szymczak with respect to the suggestion made
8% the meeting on November 4, 1947, that consideration be given

2 Change in the Federal Reserve retirement system which would
permit an employing Bank during a period of high employment to
ret&in the services of an employee until he reached the age of
L 1n any case where his health was good and his abilities were
o8 impaireq . The memorandum stated that the Federal Reserve
B&nks WAy now retain officers and employees in active service
up ¢4 age 70, provided the Board's approvael is obtained for each
Year's extension over 65, and that for the following reasons

STe Should be no relaxation in the present policy with respect
bo Tetirement ot age 65: (1) The general trend throughout the
tanks has been one of retrenchment, and there is little evidence
hat the banks are experiencing any manpower shortage. (2) The
I‘etention in service of older employees would impede the progress
:f younger employees with promise. A certain amount of turnover
® to be desireqd. (3) If a more liberal policy we?e adopted

ere
Wight be a tendency on the part of more employees to request

that
the-
hey ve carried on for their own personal reasons and thereby

make
1t more difficult for the Banks to effect retirement at age 65.
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The
lemorandum recommended that, inasmuch as the Federal Reserve
B
8nks may, under the present procedure, continue employment of
Off5
*Cers ang employees beyond age 65 in certain circumstances,
o
Change be made in that procedure.
Chairman Eccles expressed the opinion that if an officer
or o
MPloyee were continued in service beyond age 65 he should be
re i
Quireq tq elect retirement benefits and his salary should be
redu
°®d by an emount equal to the retirement allowance.
Mr. Evans stated that he was opposed to continuing people
0 gots
Ctive service beyond the age of 65 in the absence of very ex-
Ce
Ptionay circumstances.
After a discussion, upon motion by
Mr. Verdaman, the recommendation contained
in Mr. Szymczak's memorandum was approved
unanimously, with the understanding that a
letter would be written to the Presidents of
all Federal Reserve Banks informing them
that hereafter the compensation of any per-
son retained in active service for more than
90 days after attaining age 65 should not be
more than the salary as of the date of re-
tirement less retirement benefits.
( Mr. Evans referred to the rule set forth in the letter
8-81
5 6) Sent by the Board to the Chairmen of all Federal Reserve
Ankg
Wder date of December 21, 1944, that, with respect to the

g

pOintment .
» of Class C directors and directors of branches of the
eqe

Ty,
: Reserve Banks, the Board, as a general policy, would not
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*PPoint as a girector anyone who was 70 years of age or who would
becomg 70 prior to the expiration of his term. He said that the
®Tsonnel Committee recommended that an exception to this rule be
"8de in the case of Mr. Creighton, whose term as Class C director
L Whose designation as Chairman and Federal Reserve Agent at the
Federal Reserve Bank of Boston would expire on December 31, 1947,
"M who would pe 69 years of age at that time.

DUring a discussion of changes that might be made in the
rule’ Mr. Szymczak stated that he believed the rule to be a good
ey and that it would be a mistake to make an exception to it.

1th Tespect to a suggestion that a new rule be adopted, Mr.
ZYchak said that a change in the rule to enable the Board to
Telke 81 exception to the existing rule would cause difficulty

°F the Board in the future, particularly in connection with the
feappointment of Presidents of Federal Reserve Banks, and that
i U8V rule were to be proposed the matter should be explored
fu11y before it was adopted.

Mr. Vardeman expressed the opinion that it would be &
mist&ke to make an exception to the rule, but that he believed

ke should be no age limit applicable to Class C-directors or

dip
ec
tors of branches appointed by the Board.

Mr. Evans stated that his reason for suggesting that an
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exception be made to the rule in this instance was that Mr. Creighton
hag been g good Chairman, that the Federal Reserve Bank of Boston had
‘nder Vay a building program in which Mr. Creighton had teken an un-
usually active interest, and that there was no other qualified and
*Utable person known to be available and willing to accept the
Chairmanship of the Federal Reserve Bank of Boston at this time.

Mr. Clayton added that if Mr. David, Deputy Chairmen of the
BQStOH Bank, would accept the Chairmanship he would be opposed to
making an exception in this case, but that Mr. David would not
Secept, that designation and that there was some doubt as to whether
= ¥ould pe willing to continue as a Class C director because of
e Pressure of other work, and that therefore he favored continuing

' Creighton as a director and Chairman and Federal Reserve Agent.

Chairman Eccles said that he would not favor a change in the
Corollary rule that precluded the appointment of full-time Presidents
" Pirgy Vice Presidents of Federal Reserve Banks after they were
2 Put that entirely aside from the Boston situation and the sug-
¥steq Teappointment of Mr. Creighton, he felt there was justifi-
*tion for a change in the rule as applied to Chairmen and Class C
directors or branch directors who serve on a part-time basis and
104 not, have the physical vigor end stamina that a full-time

OPeyq 4 .
ting officer should have.
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There was a discussion of Chairman Eccles' suggestion that
the
Tule be modified on the grounds that it handicapped the Board

in
appOinting men who would make excellent Chairmen or Class C

directOrs .

Upon motion by Mr. Vardaman, it was
agreed that the rule stated in the let-
ter dated December 21, 194k, (S-816)
should be amended to provide that, as a
general policy, the Board would not here-
after appoint as a director of a Federal
Reserve Bank or branch an individual who
was 70 or more years of age or who would
become TO prior to the expiration of the
term for which he would be appointed, and
it would not hereafter reappoint as a di-
rector an individual who was TO or more
years of age.

On this action Mr. Szymczak voted

"nO" .

The meeting then recessed and reconvened at 4:30 p.m.
it the same attendance as at the end of the morning session,
Ycept that Messrs. Vardaman and Bethea were not present and
3 ThurStOn entered the meeting during the discussion.

Mr. Carpenter read a memorandum from Mr. Szymczak dated
Ovember 17, 19&7, which had been prepared as a result of the
iScuSsion of the investment policy of the Federal Reserve Re-
Fement, System at the meeting of the Board on October 31, 194T.

The
< me
Torandum discussed two proposals: (1) That the management

OF 4y
e .
1nvestments for the Retirement System be placed with the
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Federay Reserve Bank of New York as agent for the Retirement Sys-
tem, (2) That investments of the Retirement System be confined
%o Obligations of the United States, International Bank for Re-
construction and Development, and Federal Housing Administration
Insureq mortgages. After commenting upon these proposals, the
memorandum recommended that no specific éction be taken by the
Boarg at this time with respect to (1) transferring the manage-
fent Of the investments of the Retirement System from The Northern
Trust Company of Chicago to the Federal Reserve Bank of New York,

(

2 limiting investments to Government and Government-guaranteed
8ecurities, and (3) the policy of investing in common stocks, but
that the whole subject of investments be discussed openly and
Wy g4 the next Presidents' Conference, after which the Board
foug decide what recommendation to make to the Board of Trustees

of
the Retirement System.

Chairman Eccles stated the reasons for his opinion that

th
b

© manageﬂlent of the investments for the Retirement System should
3 Placeq with the Federal Reserve Bank of New York as agent for
¥ RetiI‘ement System and that the investments should be confined
% United States government securities and obligations guaranteed
b

7 the Government , including Federal Housing Administration in-

s ‘
e mortgages and securities of the International Bank for
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Re°°n8truction and Development which would be coupled with an
Understanding or guarantee that if, on this basis, the Retirement
SYstem could not meet its liabilities, the Federal Reserve Banks
*0d the Board would make good any deficiency in earnings in order
to Maintain benefits on the existing 3 per cent basis. He stated
that Such a procedure seemed to him to be the only alternative to
Ptting the Retirement System on a self-supporting basis, with
the understanding that the Banks and the Board would make fixed
contribUtions and that no additional payments would be made, in
which event it would be necessary to reduce the interest base
fron the present 3 per cent level to such amount as would be
Justified by earnings on investments. He added that it was his
feeling that the present policy of purchasing common stocks for
the Tetirement fund was subject to cri£icism in view of the pos-
Sibility of incurring substantial losses, and that he felt it
Shoulg be discontinued.

Mr, Szymczak raised the question whether the alternative
e leaving the Retirement System free to invest in higher yield-
ing seCUrities would not be prefereble to restricting investments
. proposed by Chairman Eccles, since such an investment policy
i & €uarantee of the retirement benefits would increase de-

c ; , e
iencles in earnings substantially. While he was willing to
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Concur 1 R . ;
n the majority view of the Board, he preferred to continue

the ®Xisting policy.

There was a general discussion of the
points of view in the light of the responsi-
bility of the Board for the investment of
funds in the Retirement System, at the con-
clusion of which it was agreed unanimously
that a memorandum outlining the changes pro-
posed by Chairman Eccles and the reasons
therefor would be prepared and used as a

basis for discussing the matter with the
Presidents next week.

Mr. Szymczak stated that he had also recommended in his
memorandum of September 8, 1947, that (1) the Board change its
representative on the board of trustees of the Retirement System
Svery three years in order that every member of the Board would
tave 80 opportunity to serve in that capacity and to become fa-
Mliar With the operations and management of the Retirement Sys-
tem, 80d (2) that the trustee appointed by the Board should re-
ort 44 the Board or to a committee of the Board such as the
ersonnel Committee on matters that were coming up in the Re-

Femsnt, System which might be of interest to the Board or to

the Stafe

Chairman Eccles stated that in view of the contemplated

Chay,
5 €8s, he felt it was desirable that Mr. Szymczak serve for at
e&st

8nother year as the Board member on the board of trustees and
th

at
the matter of rotating membership might be considered again
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af
ter the proposed changes in investment procedure had been decided

Upon,

It was agreed unsnimously that action
on the two recommendations last referred
to should be deferred until a decision
was reached on future investment policy.

There was also a discussion of
whether the Board representative on
the board of trustees of the Retire-
ment System should be a member of the
investment committee and upon Mr. Szymczak's
recommendation, it was agreed unanimously
that such membership was not necessary at
this time.

Mr. Szymczak read the following draft of letter to Senator
Clee M. Reed:

"This letter is in response to your telephone re-
Quest for information with respect to the proposal for
SESignation of reserve cities published by the Board
% Governors in the Federal Register on October 24,
.9h7, A copy of the notice published in the Register
1S enclosed for convenient reference. As stated in

he notice, the Board's action was taken under the
irOVisions of Section 11(e) of the Federal Reserve
¢t, which authorizes and empowers the Board of Gov-
®rnors of the Federal Reserve System -

'"To add to the number of cities clas-

sified as reserve and central reserve cities

under existing law in which national banking

associations are subject to the reserve re-

quirements set forth in section twenty of

this Act; or to reclassify existing reserve

and central reserve cities or to terminate

their designation as such.'
is "Under Section 19 of the Federal Reserve Act, it
FedPI'OVided that member banks shall maintain with their

€ral Reserve Banks reserves against their demand de-
POsits of not less than 13 per cent if located in central
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"reserve cities, not less than 10 per cent if located in
reserve cities, and not less than 7 per cent if located
€lsewhere. By virtue of the statutory authority of the
Boarg of Governors to increase such requirements, member
banks in central reserve and reserve cities are present-
1y required to maintain reserves of 20 per cent of de-
Mand deposits and member banks located elsewhere must
tarry reserves of 14 per cent. All classes of member
banks are required to maintain reserves of not less

than 6 per cent against time deposits.

"Differentials in reserve requirements as between
®entral reserve city banks, reserve city banks, and banks
locateq elsewhere, were contained in the National Bank
Act long before the Federal Reserve System was established.

€n the Federal Reserve Act was enacted in 1913, it con-
aineq provisions, as had the National Bank Act, for dif-
ferent reserve requirements for member banks in central
reserve cities, reserve cities, and other places; but the
oard, as above indicated, was given authority to add to
SXiSting central reserve and reserve cities, reclassify
Such cities, or terminate their designation as such.

"In the years since the enactment of the Federal
Reserve Act, changes which have taken place have in-
dcateq the advisability of terminating some cities
88 reserve cities or of adding other cities to the

ist. For example, the relative volume of interbank
depositg held by banks in some reserve cities has
Substantially declined, while the relative volume of
Such deposits held by banks in other cities has shown
& considerable growth. From time to time, the Board

28 made designations and terminations of reserve cities,
Sometimes on the initiative of the member banks located
herein and sometimes on the Board's own initiative. The
®nclogeq page 401 (with the change typed thereon) from
the Boarqd's publication, Banking and Monetary Statistics,
Shows g list of all changes in reserve city designations
Since the passage of the Federal Reserve Act. The Board's
Past determinations have been made on the basis of all

€ pertinent facts in the case of each city concerned,
YUt the Bosrd has given particular weight to the volume
®0d relative importance of interbank deposits held by
8nks in the city.

"Notwithstanding the many changes in designation

¥hich have been made by the Board in individual cases,

1701




1702

12/5/l¥7 =15«

"present, reserve city classifications are unsatisfactory
and the Board is impressed with the need of providing

& logical and sppropriate basis for the designation of
Such cities. After careful study of the problem, es-
Pecially during the last few years, and after consider-
ing various possibilities in this connection, the Board
Proposed and published in the Federal Register the basis
°f classification described therein.

"The notice of the Board's proposal which was pub-
lished in the Federal Register invited interested parties
Yo submit written data, views and arguments with respect

O the proposal; and representatives of member banks in
those cities which would be affected under the proposal
8re being afforded an opportunity to express their views
Orally at the offices of the Board on December 10, 1947.

"It is important to observe that under the Board's
Proposal member banks in those cities whose designation
88 reserve cities would be terminated would not be sub-
Jected to any additional or greater reserve requirements;
on the contrary their present reserve requirements would
be reducedq.

"The Board recognizes that statutory changes may be
Deeded in order to provide a fully satisfactory basis for
differentials, if any, in reserve requirements, and that
Perhaps the existing law should be amended to eliminate
the distinction between central reserve, reserve, and
Other cities and to provide that any such differentials
Should be based on the character of the individual bank's
Usiness or deposits without regard to its location.

"The Board hopes that the ebove explanation of this
Datter will serve your purposes."

Approved unanimously.
Reference was then made to a memorandum prepared by Mr. Smead
Uhder date of December 5, 1947, calling attention to the statement
with Tespect to changes in check collection procedures which, pur-

Su&
A Yo the Board's letter of October 22, 1947, was to be dis-

Cuss
oL With the Presidents next week. The memorandum also submitted
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® draft of letter to the Presidents relating to the suggestion con-
t&ined in the letter that if a bank sends to its Federal Reserve
Bank op branch s daily average of more than 300 items payable in
Slother Federal Reserve Bank or branch territory, such items must
i Sorted and 1isted separately. The draft of letter stated that
1 view of the comments of the Federal Reserve Banks and of the
indicated possibility that they could remedy the situation on a
VOluntary basis with the member banks concerned, by arranging
*lther for direct sendings in all cases where the volume of such
*heckg &verages 300 or more per day or for the appropriate sorting
i listing of the checks if deposited by a member bank in its own
Sera) Reserve Bank or branch, the Board had decided to postpone
iy June 1, 1948, further consideration of action on the proposed
requiTEment. The letter also stated that in the méantime it would
ie appreci&ted if the Banks would advise the Board as and when def-
I‘Ilite 8rrangements were made with the member banks concerned for
emedying the situation on a voluntary basis.
It was agreed unanimously that the

statement regarding changes in check

collection procedures would be discussed

with the Presidents and that they would

be advised that the Board contemplated

advising the Federal Reserve Banks as

proposed in the draft of letter referred
to above.

At this point Messrs. Smead, Vest, and Nelson withdrew and




1704

12/5/17 17-
the action stated with respect to each of the matters hereinafter
%¢t forth was taken by the Board:

Minutes of actions taken by the Board of Governors of the

Fe
deral Regerve System on December 4, 1947, were approved unani-

moUsly,

Letter to Mr. Weigel, Assistant Vice President of the
Feq,
€ral Reserve Bank of St. Louis, reading as follows:

"The Board will interpose no objection to the
Change in membership of the employees of the Little
Rock Branch from the Blue Cross Association of St.
Louis to the Arkansas Health Plan, as proposed in
Jour letter of November 26, 1947, if such change
1s approved by the directors of your Bank."

Approved unanimously.

Telegram to Mr. Peyton, President of the Federal Reserve

Bank
°f Minneapolis, reading as follows:

"Reurlet December 1, 1947, Board approves desig-
naFion of Robert C. Johnson as special assistant ex-
8Miner for Federal Reserve Bank of Minneapolis."

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks read-

in
& as follows:

"On a number of occasions in the past, the Board
hasg taken the position that, in an election of Class A
OT Class B directors of a Federal Reserve Bank where
€re are only two candidates, failure of a voting
Member bank to indicate both first and second choices
Tenders its ballot invalid. This position was taken
Scause of the provision of section 4 of the Federal
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"Reserve Act requiring the officer casting a member
bank's vote to indicate 'first, second and other
Choices' and because in the event of a tie vote, a
bank would be enabled, by failing to indicate a
Second choice, to effect the election of its first
Choice candidate. The specimen ballot enclosed
With the Board's letter of March 31, 1927 (F.R.L.S.
#3110) provided that both first and second choices
Must be indicated and that failure to observe such
Instructions would invalidate the ballot; and it is
Understood that the instructions sent out by the
Federal Reserve Banks in cases in which there are
only two candidates usually contain a provision to
this effect.

"Recently, this matter has again had the con-
Sideration of the Board's Counsel and it is believed
that the requirements of the law can be substantially
let without necessarily following the practice above
described. In lieu thereof, in all future elections
When there are only two candidates, each voting member
bank may be required to indicate only one choice, but,
in order to give recognition to the above-mentioned
Provision of the law, it is desirable that the voting
Instructions refer to the law and state in appropriate
language that the member bank in meking a choice for
One candidate will be deemed for the purpose of the
Statute to have indicated the other candidate as its
8econd choice. If this procedure is followed, it is
Suggested that in the preparation of circulars and
forms where there are only two candidates a statement
% this effect be included either on the ballot itself
OT elsewhere. This procedure contemplates that the
ballot will not provide a space for the indication of
& second choice and that no ballot will be invalidated

8Cause it indicates or fails to indicate a second
Choice in such elections."

Approved unanimously.
Letter to the Presidents of all Federal Reserve Banks ex-
Cept
Atlantg reading as follows:

"The Board has been advised in a letter from the
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"President of the Federal Reserve Bank of Atlanta that
twWo of the Bank's assistant examiners have been classi-
fied by the Regional Director of the Wage and Hour Di-
Vision of the Department of Labor as nonexempt under
the Fair Labor Standards Act. President McLarin states
that this situation causes burdensome and unnecessary
8dministrative difficulties within the Bank, and sets
forth reasons why assistant examiners should be exempt
under the law. He has asked the Board to take the mat-
ter up with the National Administrator of the Wage and
Hour Division with a view to obtaining a ruling that
assistant examiners are exempt.

"In considering this matter the Board would like
to be advised what the situation is in this respect at
Jour Bank, whether you feel that the matter should be
taken up with the Administrator on behalf of all Fed-
eral Reserve Banks, and if it is not to be taken up as
& System matter whether you would want to have it taken
UP on behalf of your Bank as well as on behalf of the
Other Banks which so request. If you desire either
Of such courses of action it will be appreciated if
YOu will furnish the Board with a complete description
°f the quties and functions of your assistant examiners
8nd the extent to which each of them exercises discre-
tion and independent Jjudgment; whether all of your as-
Sistant examiners perform essentially the same func-
tlons; the salary paid to each assistant examiner; a
Statement as to the extent of the administrative dif-
flculties involved because of the classification of
Some or all of your assistant examiners as nonexempt;
%04 such other information as you may feel would be
Useful in connection with this matter.

"It will be appreciated if you will advise the
Boarq concerning this matter as soon as practicable.”

Approved unanimously.

1706

Letter to The First National Bank of Tampa, Tempa, Florida,

Te
&ding as follows:

"This refers to Mr. Taliaferro's letter of Oc-
tober 31, 1947, addressed to the Federal Reserve Bank
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"of Atlanta, with respect to a determination by the
Board that The First National Bank of Tempa and the
Union Security & Investment Company, both of Tampa,
Florida, are not engaged as a business in holding
the stock of or managing or controlling banks.

"The Board understands that The First National
Bank of Tampa controls the Union Security & Invest-
lent Company which, in turn, owns over 85 per cent
Of the shares of stock of The Broadway National Bank
Of Tampa, but neither The First National Bank of Tampa
NOr the Union Security & Investment Company owns or
controls any stock of, or manages or controls, any
Other banking institution, except stock held by The
First National Bank of Tampa in fiduciary capacities
in the normal course of its trust business.

"In view of these facts, the Board has determined
that The First National Bank of Tampa and the Union Se-
Curity & Investment Company are not engaged, directly
°r indirectly, as a business in holding the stock of,
Or managing or controlling, banks, banking associations,
Savings banks, or trust companies, within the meaning
°f section 2(c) of the Banking Act of 1933, as amended;
804, accordingly, The First National Bank of Tampa and
the Union Security & Investment Company are not hold-
ing company affiliates for any purposes other than
those of gection 23A of the Federal Reserve Act.

"If, however, The First National Bank of Tampa or
the Union Security & Investment Company should at any

ime own or control a substantial portion of the stock
°f, or manage or control, more than one banking insti-
tutiOn, this matter should again be submitted to the
?&rd for its determination. The Board reserves the
Tight to make a further determination at any time on
the basis of the then existing facts."

Approved unanimously.
Letter to Mr. Sproul, President of the Federal Reserve
Of New York, reading as follows:

"This refers to your letter of November 1k, 1947,
Telating to the amount which the Reserve Banks should

1707
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"loan against Treasury bills and requesting any views
that the Bosrd may wish to express in connection with
the matter.

"The Board sees no reason to differ with the con-
Clusion which you have reached, that is, that inasmuch
8s Treasury bills are sold at a discount the Federal
Reserve Banks should establish a loan value approxi-
Mating the price at which they are sold.

"The first of the two questions mentioned in your
letter relates to the applicability of the provisions
of section 3(e) of Regulation A which require that, in
81y case in which the amount of an advance made by a

ederal Reserve Bank on a member bank's note secured
?y Obligations of the United States is less than the

face amount' of such obligations, the Reserve Bank
Shall include an explanation of the facts and cir-
CUmstances of the case in its loan schedule submitted
to the Board.

"The language of the regulation is broad and does
B0t distinguish between interest-bearing obligations
ﬁnd those which are sold at a discount. However, it
18 believed that the underlying principles apply only

© loans of less than 'face amount' as that term is
Used in the case of interest-bearing obligations, i.e.,
he Principal of the obligations. It would not appear,
frefore, to conflict with these principles to construe
he Tegulation as not requiring any explansztion of loans
8gainst, Treasury bills in amounts approximating the price
%% which the bills are sold by the Treasury since the
ifference between the sale price and the amount payable
na meturity represents interest. The Board believes
5 &t an explanation in these circumstances is unneces-
ary,

"The second question relates to the value at which
TreaSUry bills should be accepted as collateral for
Federal Reserve notes pursuant to the second paragraph
°f section 16 of the Federal Reserve Act. It appears,

OWever, that this question is academic at this time
Since the Reserve Banks furnish excess collatéral in
SUCh amounts as to make it immaterial whether the Treas-
Wty bills are accepted at the amount payable on maturity
°F at cost. Also, it is believed that this question is
Bl Necessarily involved in the determination of the
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"amount which the Reserve Banks should loan against
Treasury bills.

) "It is understood that you have placed this sub-
Ject on the agenda for discussion at the next meeting
Of the Presidents' Conference. If any of the Presi-
dents have views different from those stated &bove,
1t will pe appreciated if you will advise the Board
&ccordingly."

Approved unanimously.
Letter to the Honorable Preston Delano, Comptroller of
the
Currency, reading as follows:

"For some time the Board of Governors has had
Under consideration the advisability of requesting
legiSlation, along the lines of the enclosed draft,

© amend the capital requirements for the admission
°f State banks to membership in the System and for
the establishment of branches by member banks.

"The Board is interested in legislation of this
Rature because the existing requirements result in
Wwarranted discrimination. The requirements for
admission of State banks to membership are arbitrary
804 unreslistic and prevent sound banks, which are
Otherwise entitled to membership and whose deposits
8re insured, from becoming member banks. The re-
dUirements for the establishment of out-of-town

Tanches by State member and national banks commonly
®Xceed the capital needs of the banks and are much
Dore stringent than the requirements under many State
laws for the establishment of out-of-town branches by
tate banks. This results in unfair discrimination
88ainst State member and national banks and leads to

he withdrawal of State banks from membership and the
Conversion of nationsl banks into State nonmember banks.

also effectively closes the door to membership for

Deny State banks which are otherwise eligible'.

"With respect to the admission of State banks to
Membership, the Board has in mind legislation which
woulg insert, in lieu of the existing capital require-
ments’ a provision requiring that an applying bank
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"have capital and surplus funds which, in the Jjudgment
°f the Board, are adequate, provided that the minimum
Capital stock shall be $50,000. Since the require-
Ments for the admission of State banks are now based
largely upon those for the organization of national
banks, this raises a question as to whether a similer
Change in the latter requirements is desirable.

"With respect to branches, the legislation under
Consideration is designed to permit a State member
bank or a national bank to establish, with the approval
?f the appropriate Federal authority, any branch which
1t could establish as a State nonmember bank. The ade-
Quacy of the bank's capital structure would be one of
the factors required to be considered in acting upon
81 application to establish a branch.

"The Board would be pleased to have your views
Concerning this subject and any suggestions with re-
SPect to the enclosed draft bill."

Approved unanimously.
Letter to Mr. D J. Needham, General Counsel, The American

an .
XeTs Association, T19 15th Street, N. W., Washington 5, D. C.,

resqs
8ing ag £o11ows:

"This refers to your letter of October 29, 1947,
8ddresseq to Chairman Eccles, in which you requested
Comments and suggestions concerning a proposed bill

© Permit national banks to convert into or consoli-
date with State banks.

: "The proposed bill has been reviewed and there
18 €nclosed herewith a memorandum prepared by the
Oérd's counsel which contains certain suggestions
Principally of a technicel nature.

"In view of the fact that the purpose is to

®qualize the positions of the State and national
Snking systems in connection with consolidations
and conversions, the Board is prepared to endorse
legislation of this nature, if the Comptroller of
Th? Currency has no objection to the legislation.
his is upon condition, however, that those inter-
®sted in such legislation will agree to lend their
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"Support to the correction of another inequity in the
law which the Board believes is of at least equal im-
Portance

"Under existing law, a national bank or a State
bank which is a member of the Federal Reserve System
&nd desires to establish out-of-town branches must
have & capital stock of at least $500,000 (unless
located in a State with a population of less than
1g000,000, when somewhat lesser capital is permis-
8ible); and moreover such a bank must have a capital
Dot less than the aggregate capital required for the
©stablishment of national banks in the various places
Where the bank and its branches are located. These
Tequirements commonly exceed the cepital needs of
the banks and are much more stringent than the re-
duirements under many State laws for the establish-
Ment of out-of-town branches by State banks. This
Tesults in unfair discrimination sgainst national
banks and State member banks and operates to the
disadvantage of the national banking system and the
Federal Reserve System.

"The Board feels that this inequiteble situation
Sbould be eliminated by appropriate TFederal legisla-
tion ang hopes that the American Bankers Association
80d others interested in the proposed conversion and
C?nsolidation statute will agree to support legisla-
tion for this purpose. "

Approved unanimously.
Letter to Mr. Gilbert, President of the Federal Reserve
2 Dallas, reading as follows:

"Reference is made to the recent exchange of
telegrams regarding the absorption by your Bank
during 1947 of more than 50 per cent of its cafe-
®ria expenses.

"In your wire of November 17 you state that,
to Comply with the Board's request that steps be
8ken to bring cafeteria expenses absorbed for the
Year 1947 within the 50 per cent authorization, it
¥ould be necessary during the remainder of the cal-
*ndar year either to increase prices charged employees

1711
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"for meals by 35 to 40 per cent, or to reduce very
drastically the portions served, neither of which
1N your judgment would be desirsble for reasons
8iven in your wire.
"Based on the information furnished, the Board
18 satisfied that it will not now be practicable to
bring the amount esbsorbed during 1947 within the
8uthorized limits and, accordingly, withdraws the
Tequest to this effect contained in its telegram of
NOVember 7. In this connection, however, it wishes
to point out that, at the Jjoint meeting of the Board
of Governors and the Presidents of the Federal Reserve
Banks held on June 6, 1947, Chairmen Eccles reviewed
he present authorization for the Banks to absorb
P to 50 per cent of the cost of operating cafeterias
8nd stated that it was the Board's view that the Banks
Should adjust their practice so that by the beginning
°f 1948 they would not be absorbing more than 25 per
¢ent of cafeteria expenses. 1t was apparent that some
°f the Federal Reserve Banks felt that this was too
drastic and rapid & reduction in the proportion of
Cafeterig expenses absorbed, and after considerable
discussion at the joint meeting with the Presidents
on October 7, 1947, the matter was referred to the
Tesidents' Conference Subcommittee on Personnel
88sification and Job Evaluation for study and re-
Port. 7o date the Board has not received a copy of
the Subcommittee's report.
"You describe in your telegrem of November 1k
the plan under which your Bank now furnishes meals
Yo its employees and state that the whole guestion
of dining room operation was reviewed at a meeting
°f the officers early in September, that a plan to
Change to a full cafeteria basis was presented to
Jour Executive Committee and approved, and that
f°110Wing this action the plan was made known to
€ Board in a telephone conversation between Mr.
Nead and Vice President Austin. However, we under-
8t00d from Mr. Austin that your Bank also had under
Consideration the advisability of making a substantiel
“Ocrease during the last quarter of the year in prices
Charged for food in order to bring the proportion of
®Xpenses absorbed within the 50 per cent limit.
"In the circumstances the Board requests that
Steps be taken to reduce, as of Jenuary 1, 1948, the
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"POrtion of the cafeteria expenses absorbed by the Bank
Wwell below the 50 per cent limit so that there can be
Do likelihood in the future of the Bank's absorbing
Wore than half of the cost of operating its cafeteria.
In making these changes it is suggested that your Bank
keep in mind the possible reduction that may be made

in the portion of the expense that may be absorbed
fOllowing the receipt of the report of the Subcommittee
°f Personnel Officers of the Federal Reserve Banks and
action thereon by the Presidents and the Board. In the
Teantime, it is requested that you advise the Board not
8ter than December 20 what plan you propose to put into
effect in response to this request."

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks read-

ak
"8 as follows:

Tl "Referring to the Board's letter of November 19,
946 (s-9k2, F.R.L.S. #3053), in submitting prelim-
Nary plans and estimates of cost for the construc-

ai:n of a Federal Reserve Branch building or a major

iy zrat%on or addition thereto, it will be appreciated

dataFe information furnished includes the following

o 1. Detailed 1list of costs, showing estimates for

orCh items as excavation, concrete work, vaults, stone

£1 Masonry work, structural steel, electric wiring and

aSXtUres, etc. The estimates should be seégregated so
to show in a separate column the cost of the build-

fﬁ% Proper, exclusive of vaults, permanent equipment,

£ Nishings, and fixtures (based on the Trowbridge
Ormula--see Board's letter of January 15, 1947).

Eng 2. Material to be used for outside wall facing

COttCOSt of alternate materials; e.g., limestone, terra

a or marble.

i 3. Cubic content of building or addition to build-

ofgﬁ measuring from exterior of walls and from bottom

asement slab to top of roof slab.

Outes Gross floor space in building or addition, using

vatSlde measurements with no deduction for stairways, ele-

Or shafts, garages, mechanical equipment, etc.
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"5. TUsable floor space in building or addition
(uSing formula on pages 16 and 17 of Instructions
GOVerning the Preparation of Functional Expense Re-
borts) .

6. Ratio of total usable floor space in new or
®nlarged building to (a) present requirements and (b)
Tequirements at time of highest wartime employment.

T. If proposed spece would be in excess of
Present requirements, would building be arranged
SO that space could be rented readily and would it
be the expectation that such excess space would be
Tented until needed?

8. Cubic content of vaults, inside measurements;
type and thickness of vault walls and doors. Question

8S arisen as to whether there is any necessity for
he construction of vault walls and doors of the thick-
Ne8Ss that has been provided in some instances in the
Past, and the Board is studying this problem.
# 9. Sguare foot cost of gross floor space of
ieCently constructed bank or office buildings, if any,
e; ?he city. Such cost to include architects' and
bu%lneerS' fees and all fixed machinery and equipment
net movable equipment.
" In the past some of the Federal Reserve branch
Ulldings have provided for special ornamentation or
azzoration on the outside or inside of the building
@ave provided high ceilings in public lobbies or
f:nklng rooms. The Board will appreciate full in-
ne:mation on these points when preliminary plans for
construction are submitted to it."

Approved unanimously.
Telegram to Mr. Knoke, Vice President of the Federal Re-

seI.ve
Benk of New York, reading as follows:

thy "Your telegram December 4. Board approves

a8 ;e months extension by your Bank to Bank Polski
to bQ:OOO,OOO loan maturing December 9, such loan

.~ B¢ secured by gold earmarked in your vaults. It

l: understood that the loan is to be made on the same
™S and conditions as applied to the maturing loan

85 outlined in your telegram of September L as
©llows;

t
ang
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"(A) Such loan to be made up to 98 per cent of the
Value of the gold held in your vaults as collateral;

(B) Such loan to run for three months;

. (C) Any further extension of such loan to be sub-
Ject to agreement between Bank Polski end yourselves
With no commitment by you for renewal;

(D) Such loan to bear interest for its duration
8t the discount rate of your Bank in effect on the day
on which such loan is made.

It is understoad that the usual participation will be
Offered to the other Federal Reserve Banks."

Approved unanimously.

/ u& / Secretary.

(ALK

Chairman.






