
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Friday, January 7, 1949. The Board met

in the Board Room at 10:40 a.m.

PRESENT: Mr. McCabe, Chairman
Mr. Szymczak
Mr. Draper
Mr. Evans
Mr. Vardaman

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

Research and Statistics
Mr. Vest, General Counsel
Mr. Leonard, Director of the Division

of Bank Operations
Mr. Young, Associate Director of the

Division of Research and Statistics
Mr. Smith, Special Counsel to the Board
Mr. Hodge, Technical and Legal Adviser

to Mr. Evans

Mr. Vest stated that Mr. Smith was prepared to summarize

and comment on the arguments made by counsel for Transamerica

Corporation and for the Board on the four motions on which oral

argument was heard by the Board on December 13, 1948, in connec-

tion with the Board's proceeding against Transamerica Corporation.

Pursuant to the understanding at the hearing on December 13, Trans-

america Corporation filed an additional memorandum dated December

24 1948, and the Solicitor for the Board filed a brief under date

of January 5, 1949, copies of which had been furnished to each of
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the members of the Board present at this meeting.

Mr. Smith reviewed the arguments of counsel for Transamerica

and the Board and, outlined fully the grounds upon which, in his opin-

ion, the four motions should be dismissed or denied. He also re-

ferred to the request contained in the memorandum filed by counsel

for Transamerica under date of December 24 that, after disqualifica-

tion of any member of the Board, the remaining qualified members

reconsider the action of the Board in filing the complaint against

Transamerica. Mr. Smith said he would regard that request, which

appeared, for the first time in the proceeding in the memorandum re-

ferred to, as if it were a motion and that in his opinion the re-

quest should be denied for reasons which he presented.

The arguments presented by counsel for Transamerica and the

Board and the statements made by Mr. Smith were carefully considered.

During the discussion, in response to a request by Chairman McCabe,

Mr. Vest stated that he was in agreement with Mr. Smith's conclusions.

At the conclusion of the discussion,

upon motion by Mr. Vardaman and by msni-

mous vote, the Board's Special Counsel was

requested to prepare, in consultation with

Mr. Vest, drafts of opinions and orders

which, for reasons discussed at this meet-

ing, would dismiss or deny the four motions.
In taking this action it was understood that,
If possible, copies of the drafts would be
made available to the members of the Board
present at this meeting on or before Fri-
day, January 14, and that they would be
considered by the Board at a meeting on
Monday, January 17, 1949.
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At this point Messrs. Smith and Hodge withdrew, and Mr. Clayton

and Messrs. Horbett, Assistant Director of the Division of Bank Opera-

tions, and Solomon, Assistant General Counsel, entered the meeting.

There were presented telegrams to the Federal Reserve Banks

Of New York, Philadelphia, Richmond, Atlanta, Chicago, Minneapolis,

Dallas, and San Francisco stating that the Board approves the es-

tablishment without change by the Federal Reserve Bank of San Fran-

cisco on January 4 and by the Federal Reserve Banks of New York,

Philadelphia, Richmond, Atlanta, Chicago, Minneapolis, and Dallas

on January 6, 1949, of the rates of discount and purchase in their

existing schedules.

Approved unanimously.

Reference was then made to a draft of letter transmitting

to the Presidents of the Federal Reserve Banks alternative drafts

Of proposed legislation, prepared in accordance with action taken

at the meeting of the Board on December 31, 1948, to grant to the

Board of Governors additional authority over reserve requirements.

Copies of the draft had been sent to each member of the Board be-

fore this meeting.

Following a discussion, the letter
was approved unanimously in the follow-
ing form:

"As you know, the Board has been giving consider-
ation to a bill to provide for the maintenance of sup-
plemental reserves by all insured banks. In this
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"connection, the Economic Report of the President, trans-

mitted to the Congress today, contained the following

statement:
'On previous occasions I have recommended

that adequate means be provided in order that

monetary authorities may at all times be in a

position to carry out their traditional function

of exerting effective restraint upon excessive

credit expansion in an inflationary period and

conversely of easing credit conditions in a time

of deflationary pressures. The temporary au-

thority to increase reserve requirements of mem-

ber banks of the Federal Reserve System, granted

by the Congress last August, will expire on June

30, 1949. The expiration of this authority with-

out further action of the Congress would automat-

ically release a substantial volume of bank reserves

irrespective of credit needs at the time. The Con-

gress should promptly provide continuing authority

to the Board of Governors of the Federal Reserve

System to require banks to hold supplemental re-

serves up to the limits requested last August, 10

percent against demand deposits and 4 percent
against time deposits. This authority to the

Board of Governors should not be confined to mem-

ber banks of the Federal Reserve System but should

be applicable to all banks insured by the Federal

Deposit Insurance Corporation.'
"Two alternative drafts of a bill have been prepared,

one, designated as Draft A, providing for supplemental re-

serves to be carried by every insured bank in the form of

deposit balances with the Federal Reserve Bank of its dis-

trict, and the other, designated as Draft B, containing

identical provisions but providing, in addition, for the

payment of interest by the Federal Reserve Banks on such

deposit balances.
"Copies of the alternative drafts of the proposed

bill are enclosed for your consideration and comments.

Inasmuch as the Board may be called upon to furnish a

draft of a bill on this subject to Congress at an early

date, we will appreciate receiving your comments by wire

as soon as possible."

Unanimous approval was also given to

the following letter to the Presidents of
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the Federal Reserve Banks, copies of
which had been sent to the members of
the Board before this meeting:

"A tentative draft of a bill to make permanent the

Board's authority to regulate consumer instalment credit
has been prepared and a copy of the draft is enclosed
for your information. The Economic Report of the Presi-
dent transmitted to the Congress today recommends that
the authority to regulate consumer credit be continued.

"Due to an urgent request for a bill, this draft
has been submitted to the Bureau of the Budget for con-
sideration in connection with the President's program.
However, if you have any comments to make concerning
this draft, we would like to have the benefit of them
for consideration in connection with any other changes
that may be proposed in the bill.

"The present thought is that permanent, self-con-
tained legislation somewhat along the lines of the draft
would be preferable, that the next preference would be
similar legislation with a time limit, and that the
third preference would be an extension of Public Law 905,
possibly with some revision in phraseology. The Board
would like your views as to this suggested order of
preference.

"We will appreciate it if you will submit your
views by wire as soon as possible."

Mr. Carpenter referred to the discussion at the meeting on

December 28, 1948, of the draft of letter to be sent by the Presi-

dent establishing an informal Federal Loan Policy Committee. He

stated that, in accordance with the action at that meeting, he

called Mr. Eccles on the telephone and read the draft to him,

and that Mr. Eccles stated he would have no objection to the pro-

Poaal if it was understood that the selective as well as the general

Powers of credit control of the System would be excluded from the

matters on which the Loan Policy Committee would make recommendations.
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Mr. Carpenter went on to say that members of the staff had discussed

this point and the reasons given by Mr. Eccles for his position and

that it was felt that the Board might wish to consider it further,

Particularly since the meeting of the technical committee at which

the draft would be presented had been postponed.

In the course of the ensuing discussion, it was suggested

that policies in connection with consumer instalment credit con-

trol could be very closely related to Federal loan and loan guar-

antee policies which would be subject to review by the proposed

committee, such for example as the relation of the housing program

to the question whether Regulation W should be amended to include

repair and modernization loans. It was the consensus of the mem-

bers present that it would be desirable if questions relating to

the selective credit controls were reviewed by the Committee,

Which could in any event do nothing more than submit advisory

views.

At the conclusion of the discussion,

it was agreed uuanimously that the draft

of letter should be revised by the staff

along the lines of the discussion and

submitted to the Board again.

Mr. Evans stated that Mr. Donald Montgomery, Chief of the

Washington office of the United Automobile Workers-Congress of In-

dustrial Organizations, visited his office this morning to discuss

the terms of Regulation W, Consumer Instalment Credit, and that
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Mr. Montgomery appeared to be appreciative of the frankness with

Which the representatives of the Board were willing to discuss the

Problem. Mr. Montgomery indicated, Mr. Evans said, that it might

be in the best interests of consumers to have the maturity provi-

sions of the Regulation lengthened, but that his organization was

not prepared at this time to recommend an extension of maturities,

and that his only specific request was that the Board study the

matter and be prepared to make a change if the facts justified it.

Mr. Evans went on to say that, except for the requests received

from the Kaiser-Frazer Motor Car Company and dealers for these

automobiles and from some appliance dealers, there was little

or no indication that the terms prescribed in Regulation W were

responsible for any appreciable reduction in the volume of sales

of durable goods. He added that, in view of the comments in the

Press with respect to the effect of Regulation W on the sales of

new and used automobiles, he had written a personal letter to

ChrYsler Corporation, General Motors, Inc., and the Ford Motor

C°mPaAY asking for their views on the matter and on the question

whether the Regulation should be relaxed. He made the further

statement that he did not want a situation to arise in which

legUlation W would be blamed for a substantial falling off in

sales when the causes for such a decline might have no relation

to the Regulation.
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In a further discussion, Mr. Evans stated that he and the

staff group would continue to study the problem and would keep the

Board informed of developments. He questioned whether action at

this time to extend to 24 months the maximum terms permitted by

the Regulation would have the effects claimed by those urging

that action.

Mr. Young stated that memoranda were being prepared with

respect to the recent tendencies in the economic situation and

factors entering into the determination of policies under Regula-

tion W, and that these would be submitted shortly.

At this point all members of the staff with the exception

of Mr. Carpenter withdrew from the meeting.

Chairman McCabe presented a request submitted to the Per-

"nnel Committee, in accordance with the established procedure,

by Mr. Young, Associate Director of the Division of Research and

Statistics, for authority to make an official trip to Philadelphia

to speak at the second annual forecasting conference on "The Out-

look for 1949" sponsored by the Chamber of Commerce of Philadelphia.

Mr. VardsmAn had not approved the request for the reason that he

desired to have discussed by the Board what the policy should be

at this particular time with respect to speeches by members of the

Board and the staff.
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Mr. Vardaman referred to the discussion of this matter at

the meeting of the Board on December 7 and to the statement made

by the Chairman at that time that if he (Mr. Vardaman) wished at

a later time to propose something along the lines he had indicated

Et that meeting, the Board would be glad to consider it. He said

that in previous discussions the suggestion had been made that if

the members of the Board and its staff could refrain from making

speeches and writing for publication during the next six months

or so and have the Board speak only through its Chairman, the

statements made by the Board in that manner would have greater

force and would not be confused with statements made by other

Members of the Board or its staff. He questioned whether a speech

by Mr. Young at the annual forecasting conference of the Philadelphia

Chamber of Commerce would be beneficial to the System at this time.

lie also referred to the radio talk given by Mr. Szymczak last evening

and the recent interview by Mr. Eccles which appeared in the United

States News and World Report. He stated that while both were good)

he wished they had not been made for the reason that with a new Con-

gress coming into session he would like to have the members of Con-

Come to look to the statements of the Board as something to

1130k forward to and seriously regarded and that, unless the public

statements of the Board were confined to statements by the Chair-

°) Particularly in a formative period such as the present, the

Position of the Board would be weakened.
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He went on to say that when he became a member of the Board

some three years ago a policy along that line was suggested by Mr.

Eccles, who was then Chairman of the Board, and that at that time

he (Mr. Vardaman) was opposed to the regulation of consumer credit

by executive order and to the 100% margin requirement then in ef-

fect. He said he felt that he was under obligation to make his

views known on these two matters, which he did in a number of pri-

vate "off the record" luncheon meetings with bankers throughout

the country, making it clear that he was speaking only for him-

self and that, having made his position clear, he was going back

to Washington and do his fighting inside the Board. He added that

he was now satisfied that these talks did not do any good, that

they were misunderstood as indicating a cleavage within the Board,

aid that they should not have been made. The Board, he said, was

in somewhat the same position today and unless the matter was prop-

1Y handled there would be an attempt to get the members of the

Board to give conflicting testimony on the legislation before the

Congress. In these circumstances, he felt there should be an

agreement that, except for statements by the Chairman, members of

the Board erd its staff would not make any public statements during

the next two or three months. He commented further that he was not

trying to deny any member of the Board the right to talk, but that

he Was urging that it would be in the interest of the System not
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to make any speeches in the months immediately ahead. He would ap-

ply this to the staff also for the reason that sooner or later the

members of the staff would say something that would be misunder-

stood and made a great deal of.

Chairman McCabe stated that Mr. Young had accepted the in-

vitation to speak at the Annual forecasting conference in August

of last year. Mr. Vardaman questioned whether that should be con-

trolling and stated that he was expressing his views on the matter

in the interest of finding a satisfactory solution of the problem.

Mr. Draper suggested that in the future members of the staff

be requested to get the approval of the Personnel Committee before

accepting an invitation to speak.

This suggestion was discussed and Mr. Szymczak proposed

that if Mr. Draper's suggestion was adopted, the Personnel Commit-

tee: in connection with its action on staff requests, should (1)

consider whether the preparation of the talk and the trip in con-

nection with it would interfere unduly with the staff member's

14°rk, and (2) require that, in accordance with the action taken

by the Board on February 14, 1936, the speech be submitted to

Mr. Thurston for approval end, clearance with the appropriate mem-

bers
of the Board and its staff before it was delivered.

Mr. Clayton suggested the staff be requested also to inform

the Board of any presently existing commitments to make talks so

that the Board would know of any such cases.
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Upon motion by Mr. Clayton, unanimous
approval was given to a procedure as pro-
posed in the suggestions of Messrs. Draper,
Szymczak, and Clayton.

Thereupon, Mr. Vardaman stated that he

would be willing to approve Mr. Young's
travel request as referred to above.

The discussion then turned to what, if any, action the Board

Should take with respect to speeches and published articles by mem-

bers of the Board.

Chairman McCabe suggested that each member of the Board, as

a courtesy to the other members, might follow somewhat the same pro-

cedure as had been approved for the staff, that is, that each mem-

ber of the Board might inform the Board when he wished to accept an

invitation to speak or write an article and get the views of the

Members of the Board before the acceptance was sent. That proce-

(lure, he said, would not bind any member of the Board to follow

the views of the other members but would keep the other members

informed and would give them an opportunity to express an opinion

as to the desirability of the proposed talk or published article.

Mr. Szymczak expressed the opinion that when a member of

the Board made a speech, he should not express opinions contrary

to the published views of the Board, as that would give the ap-

Pearance of a divided Board and that the Board should work har-

Moniously as a unit. He also suggested that members of the Board
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should clear their talks or articles with Mr. Thurston and should

give copies thereof to the other members of the Board before they

were released.

Chairman McCabe stated that the only commitment he had to

sPeak was to the Pen and Pencil Club of Philadelphia, and he hoped

it would work out that he could make that talk "off the record".

Mr. Szymczak said that he had two commitments (1) to lec-

ture at the University of Chicago on March 9, 10, and 11, which

was made at the suggestion of Mr. Eccles when he was Chairman of

the Board, and (2) to speak before the Pacific Northwest Confer-

ence at Pullman, Washington, on April 11, the reason for his in-

vitation to appear on the latter occasion being that he was pres-

ent when the Conference was originally started about 10 years ago.

The members of the Board present indicated that they had no

Objection to Messrs. McCabe and Szymczak filling these engagements.

At the conclusion of the discussion,
upon motion by Mr. Clayton, it was under-
stood (1) that each member of the Board
would inform the other members of the
Board whenever he expected to accept an
"on the record" speaking engagement or
to write an article for publication and
that the other members would be free to
express any views that they might wish
as to whether the speech should be de-
livered or the article published, and
(2) that this arrangement would not ap-
ply to "off the record" talks or to the
Chairman or any other member of the Board
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if he were called to appear before a com-
mittee of Congress or if he were in a con-
ference with newspapermen and a situation
developed in which it was felt that a state-
ment was called for which could not be cleared
with the other members of the Board in advance.

The action stated with respect to each of the matters here-

inafter referred to was taken by the Board:

Minutes of actions taken by the Board of Governors of the

Pederal Reserve System on January 6, 1949, were approved unanimously.

Memorandum dated January 6, 1949, from Mr. Nelson, Director

Of the Division of Personnel Administration, stating that A. A.

Moore, supervisor of the Settlement and Currency Section of the

Division of Bank Operations would reach retirement age 65 on Jan-

'7 25, 1949, and further stating that, in the absence of any ob-

jection, Mr. Moore would continue in active service until April 1,

1949.

Noted.

Memorandum dated January 4, 1949, from Mr. Bethea, Direc-

tor of the Division of Administrative Services, recommending an

increase in the basic salary of Miss Dorothy L. Saunders, a ste-

llographer in that Division, from $2,724 to $2,799.24 per annum,

effective January 9, 1949.

Approved unanimously.

Letter to Mr. Fletcher, First Vice President of the Federal

Reserve Bank of Cleveland, reading as follows:
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"Reference is made to your letter of December 30,
1948, requesting approval of a new scale of minimum
and maximum salaries for the respective grades under
the Job Classification and Salary Administration Plan
at the Federal Reserve Bank of Cleveland and its
Branches.

"The Board approves, effective January 1, 1949,
the following minimum and maximum salaries for the
respective grades at the Federal Reserve Bank of
Cleveland and the Cincinnati and Pittsburgh Branches:

Grade Minimum Salary Maximum Salary
Head Office

1 $1,380 $1,860
2 1,500 1,980

3 1,620 2,160
4 1,800 2,400
5 2,100 2,820
6 2,280 3,060
7 2,520 3,400

8 2,820 3,800
9 3,060 4,loo
lo 3,300 4,400
11 3,600 4,800
12 4,100 5,500
13 4,600 6,200
14 5,200 7,000
15 6,000 8,000
16 7,000 9,400

Cincinnati and Pittsburgh
1 $1,320 $1,740
2 1,440 1,920
3\ 1,560 2,100
4 1,68o 2,220

5 1,920 2,580
6 2,100 2,820

7 2,280 3,060
8 2,580 3,480

9 2,820 3,800
lo 3,120 4,200
11 3,480 4,600
12 3,900 5,200
13 4,400 5,80o
14 4,800 6,400
15 5,500 7,400
16 6,400 8,5oo
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"The Board approves the payment of salaries to
the employees, other than officers, within the limits
specified for the grades in which the positions of the
respective employees are classified. It is assumed
that all employees whose salaries are below the minimum
of their grades as a result of the structure increase
will be brought within the appropriate range as soon
as practicable and not later than March 1, 1949."

Approved unanimously.

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

Of Cleveland, reading as follows:

"This refers to Mr. Fletcher's letters of Novem-
ber 17 and November 19, 1948 with regard to the ques-
tion whether Westheimer & Company, Cincinnati, Ohio,
and Chaplin & Company, Pittsburgh, Pennsylvania, are
primarily engaged in the types of business described
in Section 32 of the Banking Act of 1933 as amended.

"The information which your bank has submitted
with reference to these cases has been carefully con-
sidered. In the case of Westheimer & Company it ap-
pears that the firm's dollar volume of underwriting
and distributing has increased from about $269,000

In the fiscal year ending June 30, 1944, to about

$1,060,000 for the fiscal year ending June 30,1947,
except for an unusual situation occurring during

April, 1946 when the firm handled an underwriting of
150,000 shares of stock and concerning which it is
stated that a similar situation may not recur for a
number,of years. It is also observed that the per-
centage of income from underwriting and distributing
compared to the total gross income of the firm in-
creased from J.2 per cent for the fiscal year ending
June 30, 1944 to 11.9 per cent for the fiscal year

ending June 30, 1947 (exclusive of the income ap-
parently derived from the unusual situation just re-
ferred to). On the other hand it is stated that the

underwriting situations in which the firm engages are

mainly as participants with large underwriting houses
and that normally a limitation of $.0,000 as the firm's
portion of issues underwritten has been established as
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a matter of policy. The firm does not have a separate

underwriting department and places no emphasis on un-

derwriting or distributing in its advertising.

"In the case of Chaplin & Company it is noted that

the dollar volume of underwriting and distributing en-

gaged in by the firm has increased from $164,400 for
the fiscal year ending June 30, 1945 to $1,675,907 for

the fiscal year ending June 30, 1947, with a slightly

lesser figure, $1,270,151 for the fiscal year ending

June 30, 1948. The percentage of income from under-

writing and distributing compared to the total gross

income of the firm has increased from .88 per cent in
1945 to 9.36 per cent in 1947 and 7.16 per cent for

the fiscal year ending June 30, 1948. The firm does

not hold itself out as being in the underwriting or

distributing business but it is stated that it entered

this field for the convenience of its customers and to

keep it from operating at a disadvantage with other

firms of a like nature in Pittsburgh.

"It is a close question whether the facts of these

cases, and particularly the Westheimer case, bring them

Within the scope of Section 32. On the basis of the in-

formation at hand the Board is not inclined at this time

to consider that either of these firms is primarily en-

gaged in the business described in that section. How-

ever, if the interlocking relationships should continue,

it is suggested that your bank review the situation again

at the end of this year, obtaining full information called

for in the Board's letter of January 27, 1948 and submit

such information to the Board for its consideration.

"It is suggested that you advise Mr. Kaichen and

Mr. Chaplin of the Board's views as expressed herein."

Approved unanimously.

Letter to Mr. M. R. Tibby, Cashier, Peoples Bank of Ford

eitY, Ford City, Pennsylvania, reading as follows:

"This refers to your letters of December 20 and
23, 1948, to the Federal Reserve Bank of Cleveland,

requesting a determination as to the status of your
bank as a holding company affiliate.

"From the information supplied, it appears that
the Peoples Bank of Ford City is engaged in the general
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"banking business; that it is a holding company affil-

iate of the New Bethlehem Bank, New Bethlehem, Pennsyl-

vania, by reason of the fact that it owns more than 50

per cent of the number of shares voted at the latest

election of directors of such bank; that it also owns

10 shares of stock of the Farmers National Bank,

Kittaming, Pennsylvania, but does not own or control,

directly or indirectly, any other bank stock; and that

it does not manage or control, directly or indirectly,

any banking institution other than the New Bethlehem

Bank.
"In view of these facts, the Board has determined

that the Peoples Bank of Ford City is not engaged, di-

rectly or indirectly, as a business, in holding the

stock of, or managing or controlling, banks,banking

associations, savings banks, or trust companies, within

the meaning of section 2(c) of the Banking Act of 1933
as amended; and, accordingly, the Peoples Bank of Ford

City is not a holding company affiliate for any pur-

poses other than those of section 23A of the Federal

Reserve Act and does not need a voting permit from

the Board of Governors in order to vote the bank stock

Which it owns.
"If, however, the facts should at any time differ

from those set out above to an extent which would in-

dicate that the Peoples Bank of Ford City might be

deemed to be so engaged, this matter should again be

submitted to the Board. The Board reserves the right

to make a further determination at any time on the

basis of the then existing facts."

Approved unanimously, for trans-

mission through the Federal Reserve

13aJak of Cleveland.

Letter to Mr. C. G. Frantz, President, The Apex Electrical

Manufacturing Company, Cleveland, Ohio, reading as follows:

"Thank you for your letter of December 16, 1948,

in which you again request a relaxation of the pro-

visions of Regulation W, particularly the down pay-
ment requirement, and inform us further about current

conditions in your business. We have been interested
to note your feeling that your industry has been rap-
idly moving into an oversold condition.
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"Although the Board has not considered that the

time has yet come to relax the provisions of the regu-

lation, it is prepared to act promptly when it be-

lieves that such action is warranted. As stated in

our letter of December 10, decisions to change the

provisions of the regulation must be related to the

over-all credit and economic situation."

Approved unanimously.

Letter to W. Russell Mules, Esquire, of the law offices of

Heaton, Mules & Ireton, First National Bank Building, Baltimore 2,

Maryland, reading as follows:

"This will acknowledge receipt of your letter of

December 28 concerning the application of the 'ap-

praisal guide value', as defined in Part 4 of the Sup-
plement to Regulation W, in determining the maximum

loan value of an automobile in connection with instal-

ment credit extended incident to the sale thereof.

"You requested an interpretation on the subject

from the Board for the guidance of the branch offices
of the Commercial Credit Corporation. On September 10,

the Board issued a statement for the press indicating

that the maximum credit value for new automobiles,

used 1949 models, and used cars of 1937 and older
models would be the specified percentage of the cash

Price without regard to any appraisal guide values

aPPearing in the designated appraisal guide books.
It was this press release that was quoted in the

circular issued by the Federal Reserve Bank of Rich-

mond R?:1 September 16, a copy of which you enclosed
with your letter.

"We are glad to help you on matters of interpre-

tation concerning Regulation W and assure you that

Mr. Lewis and others in our Regulation W Section are

available for consultation at any time."

Approved unanimously.

Telegram to Mr. Earhart, President of the Federal Reserve

of San Francisco, reading as follows:
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"We understand informally from the Department of

Justice that Dan B. Shields, Ti. S. District Attorney,

Salt Lake City 1, Utah, has communicated with that

Department regarding a suggestion in his district that

a local automobile dealer be prosecuted for alleged

violation of Regulation W. It seems desirable that

Mr. Shields and your Salt Lake City branch get in

touch with each other with a view to handling the

matter in accordance with the Board's letter (S-1041)

of September 22, 1948 regarding enforcement of Regula-

tion W. We understand that this is being suggested to

Mr. Shields and we would appreciate it if you would

also suggest it to your branch."

Approved unanimously.

Letter to the Chairmen and Presidents of all Federal Reserve

)34nks reading as follows:

"At the meeting of the Conference of Chairmen of

the Federal Reserve Banks held in Washington on Decem-
ber 9 and 10, 1948, the Conference approved in prin-
ciple a report submitted by a committee of the Confer-

ence appointed to study the Retirement System of the

Federal Reserve Banks. One of the recommendations made

by the committee was that retirement allowances for mem-

bers already retired be increased to what they would have

been if these members had been retired under the Rules

as they stand today, and it urged that prompt considera-

tion be given this matter without waiting for final ac-

tion on other recommendations for changes in the Retire-

ment System. This is a matter which does not involve
a chan'ge in the Rules and Regulations of the Retirement
System, which provide in the last paragraph of Section 9
for acceptance of payments from the Reserve Banks to pro-

vide for special benefits.
"It now seems probable that a decision will be reached

With respect to proposed changes in the Rules covering ben-

efits under the Retirement System much more quickly than
was contemplated at the time of the Chairmen's Conference,
and it is felt that any adjustment in the allowances of
those previously retired should be made under the Rules
as they will stand when the revisions now under considera-
tion are acted upon. With this thought in mind, consid-

eration has been given to the form of authorization that
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"might be issued to the Federal Reserve Banks for the
Purpose of enabling them to supplement existing allow-
ances. Since the idea of providing such increases in

benefits was predicated upon hardship cases, the ques-
tion arises as to whether any additions should be made
to allowances for persons other than those who were in
the relatively lower income groups, and the following

alternative drafts of an authorization that might be

sent to the Federal Reserve Banks have been prepared:

'AT
'In accordance with a recommendation of

the Conference of Chairmen of the Federal Re-

serve Banks, the Board of Governors authorizes

the Reserve Banks to make supplemental contribu-

tions to the Retirement System of the Federal

Reserve Banks to provide increased retirement

allowances for members who are receiving allow-

ances on February 1, 1949*, provided that no
such allowance, inclusive of any supplemental
benefits previously provided, shall be increased
to an amount above that which would be paid as a

retirement allowance if the person concerned had

been retired under the Rules as amended effective

February 1, 1949*, and provided further that no

allowance shall be increased to more than $3,604*

per annum and that, except for persons retired for

disability, no increase shall be made in the allow-

ance of any person who retired before age 5O*.'

'B'
'In accordance with a recommendation of the

Conference of Chairmen of the Federal Reserve Banks,

the Board of Governors authorizes the Reserve Banks

tç make supplemental contributions to the Retire-

ment System of the Federal Reserve Banks to provide

increased retirement allowances for members who are

receiving allowances on February 1, 1949*, provided

that no such allowance, inclusive of any supple-

mental benefits previously provided, shall be in-

creased to an amount above that which would be paid

as a retirement allowance if the person concerned

had been retired under the Rules as amended effec-

tive February 1, 1949*, and provided further that

no allowance shall be increased by more than $400*

per annum and that, except for persons retired for

disability, no increase shall be made in the allow-

ance of any person who retired before age 70*.'
'Note: * - Tentative.
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"The Board would appreciate receiving comments of

your bank on these alternative drafts. In order that

consideration of the matter may be expedited, it is

requested that your comments be submitted either by

letter or by wire to reach us by Wednesday, January

12, 1949."

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks read-

ing as follows:

"In accordance with the understanding reached at

the last meeting of the Presidents and the Board, fur-

ther consideration has been given to working out an ar-

rangement under which notes of producers of agricultural

commodities subject to commitment to purchase by the

Commodity Credit Corporation might be discounted by the

Federal Reserve Banks. The matter has been discussed

informally with representatives of the Commodity Credit

Corporation.
"One of the problems involved arises out of the

fact that under Regulation A notes must be negotiable

in order to be discounted, and these notes appear to be

nonnegotiable. However, there is no statutory require-

ment that notes be negotiable in order to be eligible

for discount and, therefore, this difficulty can be

readily eliminated by an amendment to Regulation A mak-

ing negotiability minecessary with respect to the notes

in question.
"Another problem is created by the fact that the

law provides that the Federal Reserve Bank shall dis-

count a note only upon the indorsement of the note by

the member bank and this apparently contemplates an

indorsement with recourse. Since the note forms pre-

scribed by the Commodity Credit Corporation provide for

indorsements without recourse, and considering the na-
ture of the maker's obligation upon such notes, it ap-
pears questionable whether an arrangement under which
the Federal Reserve Banks would handle the notes on a

discount basis would be feasible. However, the form of
the indorsement would appear to be immaterial in con-

nection with the use of the notes as security for ad-
vances made under the eighth paragraph of section 13
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"of the Federal Reserve Act, since the member bank would

be obligated on its own note and the indorsement of the

collateral with recourse would serve no purpose. Ac-

cordingly, the Board is prepared to amend Regulation A

to permit the use of the notes as security for such ad-

vances, regardless of negotiability and the form of in-

dorsement if they may otherwise be discounted under sec-

tion 1 of the Regulation. A suggested form of amendment

to the Regulation is enclosed.

"In order to have full protection of the commitment

of the Commodity Credit Corporation to purchase the notes,

it would be necessary for a Federal Reserve Bank to enter

into an agreement with the Corporation. The prescribed

forms of lending agency agreements now in use by the

Corporation cover loans made or purchased by the institu-

tion executing such an agreement and, therefore, do not

appear by their terms to apply to notes held as collat-

eral security. However, in the discussions with repre-

sentatives of the Corporation, it has been indicated

that the Corporation would consider a special form of

agreement with the Federal Reserve Banks, and we have

prepared a tentative draft of an agreement which is en-

closed herewith. You will note that this draft in ef-

fect incorporates by reference the regulations and in-

structions of the Commodity Credit Corporation and the

standard form of agreement executed by other lending

agencies under the loan program applicable to the par-

ticular notes held by a Federal Reserve Bank. It has

been prepared in this form because the Commodity Credit

Corporation has various loan programs, and it is in-

tended that the single agreement between a Reserve Bank -

and the Corporation would cover notes under all of the

programs.
"The Commodity Credit Corporation cotton loan pro-

gram presents special problems in view of the require-

ment that within 15 days after a loan is made by a bank
the bank must tender the note to the Corporation for

Purchase or for pooling with other notes evidencing

cotton loans. If the notes are pooled, the Corporation

issues a certificate of interest to the bank which evi-

dences an equitable interest in the pool of notes and

Which is itself subject to commitment to purchase by
the Corporation. The question, therefore, arises
Whether the Federal Reserve Banks may accept the cer-

tificates of interest as security for advances under
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"the eighth paragraph of section 13 of the Federal Re-
serve Act. In this connection, consideration is being
given to the possibility that, under its authority in

section 13 'to determine or define the character of the
Paper' eligible for discount, the Board might determine

that the certificates of interest are eligible as col-

lateral, particularly in view of the fact that from a

practical standpoint there appears to be no significant

difference between such certificates and the producers'

notes. We would like for the Federal Reserve Banks

serving areas in which cotton loans are made to comment

Particularly on this question and to make any sugges-
tions which they may have concerning the administrative

problems involved in the use of the certificates as col-

lateral security in the light of the restrictions pre-

scribed by the Commodity Credit Corporation with re-

spect to the assignment of these certificates of in-

terest.
"It will be appreciated if you will advise us with-

in the next few days as to your views concerning the

various aspects of this matter, including any suggestions
Which you may have concerning the form of agreement be-
tween the Federal Reserve Banks and the Commodity Credit

Corporation and the suggested amendment to Regulation A.
Since operations under the loan programs of the Commodity

Credit Corporation for the current year are quite far ad-

vanced, it is believed that this matter should be given
all possible expedition and, accordingly, we will ap-

preciate replies by telegram or air mail."

APProved:

Approved unanimously.

t
Chairman.

Secretary.
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