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Minutes of actions taken by the Board of Governors of the

Pederal Reserve System on Friday, June 18, 1948.

PRESENT: Mr. McCabe, Chairman
Mr. Eccles
Mr. Draper

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Board

Telegrams to the Federal Reserve Banks of Boston, New York,

l'ililadelphia, Cleveland, Atlanta, Chicago, St. Louis, Kansas City,

eall San Francisco stating that the Board approves the establish-

Without chnnge by •the Federal Reserve Banks of Atlanta and

415118as City on June 14, by the Federal Reserve Bank of San Fran-

CO on June 15, by the Federal Reserve Bank of St. Louis on

16/ by the Federal Reserve Banks of New York, Philadelphia,

01elieland, and Chicago on June 17, 1948, and by the Federal Re-

8I'lre Bank of Boston today of the rates of discount and purchase

4 their existing schedules.

Approved unanimously.

Memorandum dated June 14, 1948, from Mr. Leonard, Chair-

°f the Loyalty Board, recommending that that Board be author-

to use written interrogations to afford an employee an op-

Ly to submit additional information which was considered

4cilsable or necessary to clarify the record before the Loyalty

la"
decided to close a case favorably or to make charges.

Approved unnnimously.
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Memorandum dated June 16, 1948, from Mr. Brown, Assistant

I)irector of the Division of Research and Statistics, recommending

the appointment of Miss Joan M. Moeller as a clerk in that Divi-

81°11, on a temporary basis for a period not to exceed six months,

ith basic salary at the rate of $2,168.28 per annum, effective

°f the date upon which she enters upon the performance of her

kties after having passed the usual physical examination. The

letlorandum also stated that it was contemplated that Miss Moeller

10111d become a member of the Federal Reserve retirement system.

Approved unanimously.

Memorandum dated June 16, 1948, from Mr. Brown, Assistant

1)1rector of the Division of Research and Statistics, recommending

the 843Pointment of Miss Nancy J. Smith as a clerk-stenographer in

thao. 
Division,' on a temporary indefinite basis, with basic salary

at the rate of $2,168.28 per annum, effective as of the date upon

/411-ch she enters upon the performance of her duties after having

1311esed the usual physical examination. The memorandum also stated

t119vt it was contemplated that Miss Smith would become a member of

tli"ederal Reserve retirement system.

Approved unanimously.

Memorandum dated June 16, 1948, from Mr. Brown, Assistant

ctor of the Division of Research and Statistics, recommending
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that the resignation of Weir M. Brown, an economist in that Divi-

81°A, be accepted to be effective, in accordance with his request,

at the close of business June 30, 1948, with the understanding

that a lump sum payment would be made for annual leave remaining

t0 his credit as of that date.

Approved unanimously.

Memorandum dated June 17, 1948, from Mr. Thomas, Director

or the Division of Research and Statistics, recommending that the

IseSignati on of Miss Mary R. Wilkinson, a clerk in that Division,

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

the close of business June 18, 1948, with the understanding that

IIIMP sum payment would be made for annual leave remaining to

credit as of that date.

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks

'e6141-1:1g as follows:

"The Board of Governors has reviewed again the

question of the attendance of Federal Reserve Bank

Qfficers and employees at banking schools and, in

the light of the recommendation made by the Presi-
dents at the joint meeting with the Board on May 21,

1948, the statement of policy as contained in the

1°ard'5 letter of February 3, 1947, (S-957, F.R.L.S.
IT 092), has been amended as follows:

'Selection of officers and employees to attend

 banking schools 
'The Board feels that officers and

employees of the Federal Reserve Banks
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"'should be encouraged to participate in

the Graduate School of Banking, the Central

States School of Banking, and the Pacific

Northwest School of Banking, and that the

Federal Reserve Banks should follow a Sys-

tem policy which is as nearly uniform in

its application as may be practicable in

view of the varying local conditions and

responsibilities of the individual Federal

Reserve Banks. To this end the Board would

interpose no Objection to the payment by

each Federal Reserve Bank of the transpor-

tation expenses to and from the schools,

the registration fees, resident and exten-

sion tuition fees, and the dormitory and

dining hall charges of officers and em-

ployees selected to attend. The Board also

would interpose no objection to the grant-

ing to such officers and employees of leave

of absence with pay of such duration as may

be necessary to enable them to attend the

resident sessions of the schools, in addi-

tion to their regular annual vacations.

'Under the policy that has been in ef-

fect in the past, total attendance at the

Graduate School of Banking of representa-

tives from the Federal Reserve System has

been limited in order to prevent System

representation from becoming disproportion-

ate in relation to the entire student body

of the school. While the Board does not be-

lieve that it should provide for a specific

limitation on the number of officers and em-

ployees that might be sent to the banking

schools by any Federal Reserve Bank, an ar-

rangement should be retained to review the

situation with respect to the total number

proposed to be sent by the Federal Reserve

Banks and the Board each year. Accordingly,

it is requrested that as soon after the first

of each year as possible and not later than

February 1, each Federal Reserve Bank advise

the Board of the total number of officers and
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"'employees it proposes to send to the various

banking schools. As soon as this advice is re-

ceived from all of the Federal Reserve Banks
each Bank will be informed whether the total

number proposed to be sent is too large in re-

lation to the total student body of each school

and, in the event it is, the necessary reduction

will be worked out.
'The advice sent to the Board regarding the

prospective attendance of officers and employees

at each banking school should include the follow-

ing:
(a) Total number who will attend forth-

coming session at Bank's expense

(b) Total number who will attend forth-

coming session entirely at their

own expense during their annual

vacations
(c) Number of first-year students

(d) Number of second-year students

(e) Number of third-year students

(f) Number who have attended the first

or second sessions, or both, but

who will not attend the forth-

coming session.'

"The foregoing statement of policy supersedes and

cancels the Board's letter of February 3, 1947, (S-957,
P.R.L.S. #9092).

"In addition, the fourth paragraph of the statement

with respect to participation in and support of activi-

ties of the American Institute of Banking by the Fed-

eral Reserve System as set forth in X-9729-b, October 30,
1936, (F.R.L.S. #9092), has been changed to read as fol-

1°ws and the fifth paragraph has been deleted:

L12122abership Dues, Tuition Fees  Cost of Text-book, and 

Other Expenses
Federal Reserve Bank officers and employees

enrolling in A.I.B. courses leading to a pre-

standard or standard certificate should assume

personally the expense of membership dues, tui-

tion fees, and cost of textbooks. Except under

conditions such as those referred to in S-992-a,

(F.R.L.S. #9092), dated September 10, 1947, Fed-

eral Reserve Banks or branches should not provide
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"'for payroll deductions to take care of an in-

dividual's educational expenses, since it is
understood that tuition fees may be paid on an

instalment basis and that students requiring
financial aid may obtain scholastic loans from
funds which the chapter has available for the

purpose. On the other hand, as an incentive

and reward for scholastic endeavor, the Reserve

Banks may, in their discretion, refund tuition

fees and the cost of textbooks to such of their

employees as complete A.I.B. study courses with

a good scholastic average as distinguished from

barely passing grades."

Approved unanimously, together with

the recommendation contained in a memoran-

dum from Mr. Nelson, Director of the Divi-

sion of Personnel Administration, dated

June 4, 1948, that the provisions in the
letter be applied to Board representatives

at such schools hereafter, including those
who will attend the Graduate School of Bank-
ing at Rutger's during the summer of 1948.

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

or IT
'4ew York, reading as follows:

"Your letter of June 8 regarding the leaves of
absence of Messrs. Adler, Wallich, Coombs, and Baran

arrived after Governor Szymczak had left on his vaca-
tion. it was read to him over the telephone, however,
and he asked me to acknowledge it.

"The arrangements in connection with the Greek

Mission and the ECA have been especially noted, and

also that it was through oversight that information
regarding them did not reach us sooner. In view of the
Chairman's membership on the NAC and the responsibili-

ties of the Board in the international field, it is help-

ful to the Board to have information regarding such as-

before definite arrangements for them have

been made. However, the Board is in hearty sympathy
with the assignments you mention and is confident that

they will prove valuable to the programs in question."

Approved unanimously.

Ilark
c'r Richmond, reading as follows:

Telegram to Mr. Wayne, Vice President of the Federal Reserve
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"Your letter June 14 re Herman P. Hamilton, Chester,

South Carolina. Noted that he will represent the bank

in its relations with customers but not in specific trans-

actions. Also that stenographer whose entire salary will
be paid by bank, as well as office space furnished him,

Will be used by Mr. Hamilton in the conduct of his own

business; and these factors in effect constitute sub-

stantial and regular compensation for services rendered

On the basis of the information presented, and especial-
13r because of the considerations above mentioned, it is
Board's view that Mr. Hamilton would be not merely serv-

ing in an advisory capacity to the directors or officers

of the bank but would have such functions and relation-

ships to the bank that he would be an officer or em-

Ployee of a member bank within meaning of section 32 of

Banking Act of 1933. Kindly advise Mr. Hamilton of

Board's position as above outlined."

Approved unanimously.

Letter to Mt. DeMoss, Vice President of the Federal Reserve

Bellik of Dallas, reading as follows:

"In accordance with the request contained in your

letter of June 15, 1948, the Board approves the desig-

nation of the following employees as special assistant

examiners for the Federal Reserve Bank of Dallas:

Wm. C. Allen
George Dennis

Gordon M. Wilkins

"The name of Orval Walker has been removed from

the list of special assistant examiners."

Approved unanimously.

Letter to Mr. Slade, Vice President of the Federal Reserve

8411k
Of San Francisco, reading as follows:

"This refers to your letter of May 17, 1948, re-
garding a loan made by the First National Bank in

Richmond, California, to the Minton Construction Corn-
Pay and guaranteed by the War Department under Regu-
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"lation V. As indicated in your letter, Mr. Morse

Erskine, Attorney for the bank, talked with members
Of the Board's staff regarding this matter several

weeks ago and, since Mr. Erskine's return to Cali-

fornia, he has forwarded to Mr. Hackley of the

Board's Legal Division a copy of a memorandum with

respect to the matter which has been submitted to

the War Department.
"It is our understanding that the present con-

troversy between the bank and the War Department

arises from the fact that a certain bonding comonny

Which had paid claims of materialmen of the borrower
Upon the borrower's default, brought suit in a lower
State court and recovered a judgment against the bank
for amounts paid by the Government to the bank as as-
signee of the borrower's claims under his war con-
tract, and that the bank must now post a bond to
stay execution of that judgment pending appeal to a
higher court. We understand that the principal ques-
tion involved is whether the War Department is ob-

ligated, under the guarantee agreement which is still

outstanding, to share with the bank the expense which
must be incurred by the bank in posting that bond.

"We gather from the memorandum submitted by Mr.
Erskine that the War Department has heretofore rerused

to Participate in the litigation between the bank and
the bonding company. It is understood that the War

DePartment has indicated that it will refuse to re-

imburse the bank for any loss resulting from the bank's

alleged negligence in failing to give notice of its

assignment to the bonding company as required by the

Assignment of Claims Act and that the Department will
give careful consideration to the bank's claim under
the guarantee agreement only after the extent of the
bank's loss shall have finally been determined by the

Judgment on appeal.
"We note from your letter that, while your Bank

has not participated in this controversy or expressed
IlnY opinion as to the merits of the case, nevertheless
lt has been your view that the War Department is not
meeting its obligations under its guarantee agreement
With the bank. You suggest that the Board might wish
tO take the matter up with the War Department and the

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



et.

6/l8/)8 -9 -

"Department of Justice for the purpose of explaining
to the appropriate officers the background and intent
Of that provision of the guarantee agreement relating

to the effect of violations of the agreement by a fi-

nancing institution upon the continuance of the War

Department's obligations under that agreement.

"Since the receipt of your letter, a representa-
tive of the Board has discussed with an officer of
the War Department on an informal basis some of the

aspects of the issues involved in this case in the

light of the facts available to us, but without sug-

gesting or indicating in any way that the Federal Re-

serve System is taking or expects to take a position
in the matter.

"While we appreciate the difficulties of the bank's

situation, the case involves a controversy between the

bank and the War Department, which is, of course, a part
of the Government. The Federal Reserve System acted only
in an agency capacity for the War Department in connec-
tion with the execution of the guarantee agreement here

involved. Consequently, the Board does not feel that
it would be appropriate for it to intercede in any way
in the present controversy.

"We shall, of course, be interested in the outcome
of the matter, and it will be appreciated if you will
keep the Board advised of any further developments in
this connection."

Approved unanimously.

Letter prepared for Chairman McCabe's signature to the Honor-

Charles W. Tobey, Chairman, Committee on Banking and Currency,

d. States Senate, reading as follows:

"In your letter of June 8, 1948, you requested an
°Pinion as to the merits of the bill S. 2817 which has

been referred to the Senate Committee on Banking and
Currency and which would amend subsections (s) and (y)
°f section 12B of the Federal Reserve Act, as amended.

"A principal purpose of the bill is to change the

Present law so as to prevent recovery by the Federal

DePosit Insurance Corporation, except in cases of
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"actual fraud, fraud, on any obligation or other claim law-

fully acquired by it from an insured bank, unless the

bank itself could have recovered on the obligation or

Claim . The amendment would be retroactive to August

23, 1935, the date of the Banking Act of 1935, and,

for example, would deny recovery by the Corporation

on a note given by an insured bank as collateral for

a loan from the Corporation where there existed an

oral, side agreement, not disclosed to the corpora-

tion, between the insured bank and its customer pur-

Porting to limit or prevent collection of the note

by the bank.
"Recent court decisions have ruled that such side

agreements do not constitute a defense against the Fed-

eral Deposit Insurance Corporation in a suit on a note

subject to such an agreement and given the Corporation

as collateral for a loan to the bank. In so holding

in D'Oench, Duhme & Co., Inc., v. Federal Deposit In-

surance Corporation, 315 U.S. 447 (1942), the Court,

among other things, recognized that such a side agree-

ment operated to pad the bank's assets and 'concealed

the truth from the vigilant eyes of the bank examiners.'

It needs no argument,' said the Court, 'to demonstrate

that the integrity of ostensible assets has a direct re-

lation to solvency.'
"The effect of the bill S. 2817 would be to set

aside the aforementioned decisions and permit the ex-

istence of situations among bank assets looked upon

with disfavor by the courts as impediments to the

Proper examination of banks. Accordingly, it is the

Board's opinion that the enactment of this bill would

not be desirable.
"Your request for the Board's views is appreciated."

Approved unanimously.

Telegram to Mr. }Choke, Vice President of the Federal Re-

%-e Bank of New York, reading as follows:

"Your wire June 17. Board approves three months
extension by your Bank to Banque de France of gold

3,-°ans of $10,000,000 each maturing June 22, July 2,

'2) 14, and 20 on the same terms and conditions as

11°1f apply to the maturing loans, as set forth in your

wire to the Board of March 18, 1948, with the under-
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"standing that (1) the Banque de France requests such re-

newal in each case and (2) if subsequent developments in
the international situation make resubmission to your Di-

rectors desirable, the matter will also be resubmitted
to the Board.

"It is also understood that the usual participation

in any extension of these loans will be offered to the

Other Federal Reserve Banks."

Approved unanimously.

Telegram to Mr. Knoke, Vice President of the Federal Reserve

11441( of New York, reading as follows:

"Your wire June 17. Board approves renewal by your

yank for three months, to September 24, 1948, of the
2,800,000 balance of the gold loan to Banque de Grece
due June 24, 1948, on the same terms and conditions as

applied to the maturing loan, which were set forth in

Your telegram to the Board of December 18, 1947.

"It is understood that the usual participation will

be offered to the other Federal Reserve Banks."

ApProved:

Approved unanimous

Chairman.

461g.
Secretary.
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