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Minutes of actions taken by the Board of Governors of the

Pederal Reserve System on Tuesday, April 26, 1949. The Board met

14 the Board Room at 10:35 a.m.

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

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

Mr. Riefler, Assistant to the Chairman

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

Personnel Administration
Mr. Young, Associate Director of the

Division of Research and Statistics

Mr. Garfield, Chief of the Domestic

Business Conditions Section of the

Division of Research and Statistics

Mr. Williams, Chief of the National Income,

Money Flows,and Labor Section of the

Division of Research and Statistics

Mr. Dembitz, Chief of the International

Financial Operations Section of the

Division of Research and Statistics

Mr. Hirschman, Economist, Division of

Research and Statistics
Mr. Tamagna, Economist, Division of

Research and Statistics

Chairman McCabe suggested that there be placed on the

N%),A
for the forthcoming Presidents' Conference the question

Procedures followed in informing branches of Federal Reserve

tealit
8 of important matters, adding that he felt it would be de-

"re.b1-e for the Board to see to it that advice is sent to branches
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°t Federal Reserve Banks on all important actions such as changes

in reserve requirements or consumer credit terms.

It was agreed unanimously that the
Chairman of the Presidents' Conference
should be requested to place this matter
on the agenda for the meeting to be held
next week.

Mr. Dembitz then gave a report on the international situa-

ti094 in which he discussed the question of foreign aid and its re-

to Point Four of the President's program outlined in his

IllEtugural Address in January 1949, following which he reviewed

the Program being carried out by the Economic Cooperation Admin-

istration.

At this time Messrs. Hammond, Dembitz, Hirschman, and

gna left the meeting.

Reference was made to the discussion at the meeting on

4ri1 21, 1949, of possible changes in reserve requirements of

baerliber banks. Messrs. Garfield end Williams reported on the in-

cIllistrial and employment situation, and Mr. Young commented on

beim-4
g developments in recent months and in prospect and the

13°Beible effects of a reduction in reserve requirements on the

qover 
Ament securities market. In this connection, reference

vEta
8.cle to a memorandum prepared by Messrs. Thomas and Yourg

444P
-r date of April 22 and revised under date of April 26,

O f which had been distributed to all members of the Board.
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There followed followed a general discussion of the question whether

reserve requirements should be reduced at this time,,at the conclu-

8104 of which the meeting recessed and reconvened at 2:3J p.m. with

the same attendAnce as at the end of the morning session, except

that Messrs. Garfield and Williams were not present.

There was a further discussion of possible changes in re-

seri s requirements of member banks, during which Chairman McCabe

etated that he had talked with Mr. Evans by telephone earlier

t°dEtY) and Mr. Evans stated that he did not have the background

or cliscussion of possible changes in reserve requirements at this

ti ke but that if the Board felt requirements should be reduced by

the ulount discussed at the morning session, he would go along

TI''th that decision.

Mr. Carpenter reported on a telephone conversation with

'c-Les on Thursday evening, April 211 1949, as recorded in a

illern°rsaadum from him to the files dated April 22, stating that

kr
celes favored deferring action until the matter could be

dlac
uesed at the meeting of the Federal Open Market Committee

rte 
which action should be taken on the basis of economic

(Itt4(18 rather than any relationship that it might have to the

c)rthe°taillg hearings on the proposed legislation.

Question was raised again as to the position that the

would take with respect to legislation on reserve re-

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



4/26/49 -4-

quirezents if Chairman McCabe was called upon to testify before

Committees of Congress next week. The members present continued

to feel that the Board should request that the existing supple-

authority over bank reserves be continued and that the

Board should take a strong position that this authority should

be Inade applicable to all insured banks (with the possible ex-

"Ilion of mutual savings barks). It was understood that if it

1418 thought advisable as a matter of strategy to ask for 10 per

cent and 4 per cent with a view to compromising at 4 per cent and

I C per cent, that course could be followed. It was the con-

however, that the continuation of the supplemental an-

was not the answer to the problem, and that there should

be a
study for the purpose of determining a more satisfactory

beo.4
4-13. for the computation of reserves. On the question of en-

r°r"ment procedure, it was t derstood that Mr. Vest would draft,

tor
'onsideration by the Board, language which would attempt to

keke
it more clear that the enforcement of supplemental reserve

4111irements was to be in the hands of State bank authorities
to 

the fullest extent possible.

With respect to legislation to continue the authority to
reph,
—4-ate consumer instalment credit, it was agreed that, in the

Ce of further developments, the Board should ask for legisla-

extending the existing authority for a further temporary

tiot
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Period, say two years, on the basis that the Board would like to

have more experience with the administration of the regulation,

and that at the proper time within the extended period the Board

would be prepared to recommend permanent legislation or a further

teraPorary extension if that should be desirable. It would be

Inaderstood that the legislation extending authority for the two-

period should change the language of the resolution adopted

the Congress on August 16, 1948, to provide that the Board

Ii°111c1 be authorized to exercise the authority for the purpose of

aldlAg in protecting the Nation's monetary, banking and credit

etzll
cture, and interstate and foreign commerce against the burdens

dislocations which might result from undue expansion or con-

tl'action. of credit.

During the foregoing discussion, Mr. Young reported that

telePhone request had been received from the Bureau of the Budg-

et r or informal comments by the Board on a proposal by the Federal

B1. Administration to eliminate its present requirement of a

10
"1" cent down payment on Federal Housing Administration Title 1

"red loans for property improvements.

The matter was discussed and Mr.
Young was authorized to inform the
Budget Bureau informally that the
Board would have no objection to
eliminating that requirement.

Mr. Nelson then read a draft of letter to Mr. Leedy, Chairman
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°f the Board of Trustees of the Retirement System, with respect to

the proposed changes in retirement benefits which were discussed

at the meeting on April 21.

Following a discussion, upon
motion by Mr. Draper, the letter
was approved unanimously in the fol-
lowing form, with the understanding
that it would not be sent until after
the meeting on Friday, April 291 1949,
with representatives of the Presidents'
Conference and Retirement System:

"The Board of Governors has given consideration
to the recommendations contained in the report of the
Chairmen's Committee on proposed changes in the bene-
fits of the Retirement System of the Federal Reserve
B'enke, a copy of which is attached, and it will give
favorable consideration to the following changes in
the rules and regulations of the Retirement System ap-
Plicable to the Bank Plan if formally adopted by the
Board of Trustees:

1. Final Averap Salary
The pension benefit to be calculated on

the average salary for the five consecutive
years of creditable service when salary was
highest.

2. Normal Service Pension Benefit 
The service pension benefit to be fixed

as one per cent of final average salary for
each year of creditable service on a straight
life basis, with the understanding that upon
retirement present members shall be given the
right to take the accrued pension benefit as
at the date of the change upon a cash refund

basis; the pension for service accrued subse-

quent to the change to be on a straight life

basis without such conversion privilege.
3. Minimum Pension Benefit

The minimum pension benefit to be fixed at
$32 for each of the last 20 years of service,
on a straight life basis.
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"4. Limitation on Normal Pension
The present limitation of $6,000 on the

maximum normal pension to be removed and a
new provision adopted which would limit the
regular retirement allowance payable to 75%
of final average salary.

5. Active Service Death Benefit 
The limitation on the active service

death benefit (equivalent to the salary
earned during the 12 months preceding death)
to be increased from $15,000 to $25,000.

"With respect to the change from a cash refund to a
straight life basis on the pension portion of the retire-
ment allowance, the Board has given consideration to the
various proposals for continuation of the cash refund
Option to present employees and, while it appears that
some of the other proposals would be acceptable, it is
the feeling of the Board that the recommendation as con-
tained in the Chairmen's report is perhaps the most ac-
ceptable.

"In addition, the Board of Governors strongly recom-
mends that, in connection with adoption of the foregoing
Changes, an additional minimum provision be incorporated
Ii the rules and regulations whereby a member of the Re-
tirement System retiring under the Bank Plan after at-
taining age 65 with at least 10 years of creditable
service with the Reserve System will receive a normal
!etirement allowance not less than 25 per cent of his
filial average salary."

Chairman McCabe then referred to the earlier discussions of

13°11cY in connection with the investment of retirement system funds
h
e outlined a compromise solution of the problem which he pro-

for approval by the Board and discussion with the representa-
tive

°f the Presidents' Conference and the Retirement System at
the

tileeting. to be held with them on Friday, April 29.

Mr. Vardaman stated that he would agree to a program such

outlined by Chairman McCabe, but that he still felt the
t
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rd and the Reserve Banks should be clearly relieved of any legal

o 
implied guarantee of benefits of the Retirement System unless

44 investment policy such as that outlined to the Presidents at

the 
meeting on December 9, 1947, was adopted.

It was understood that a draft
of Chairman McCabe's suggestion would
be prepared for consideration by the

Board later this week.

Mr. Nelson then read a draft of letter to the Presidents

or all Federal Reserve Banks which would authorize the bank to

48.ke supplemental contributions to the Retirement System of the

Pede,
'al Reserve Banks to provide increased retirement allowances

members who are receiving retirement allowances on May 1,

1949.

During a discussion, question was raised whether authority
eho

b e given to supplement allowances of persons who retired

Vithdre

b6r°re attaining age 65, and it was understood that Mr. Nelson
140,24

Obtain additional information as to the reasons for such

"alOri+
--""Y, that the matter would be discussed with the Presidents

or
the Reserve Banks who would meet with the Board on Friday,

29; 1949, and that the draft letter would be considered

44111 fol
,_Lowing that meeting.

At this point Messrs. Riefler, Vest, Nelson, and Young

and the action stated with respect to each of the matters
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hereinafter referred to was taken by the Board:

Minutes of actions taken by the Board of Governors of

the Federal Reserve System on April 22, 1949, were approved

una
nimously.

Minutes of actions taken by the Board of Governors of the

erel Reserve System on April 25, 1949, were approved and the

Eteti°11s recorded therein were ratified unanimously.

Telegram to the Presidents of all Federal Reserve Banks,

1.1141-11g as follows:

"The Board of Governors of the Federal Reserve
SYstem under authority of the fourth paragraph of
Section 16 of the Federal Reserve Act hereby estab-
lishes for the three months' period ending March 31,
1949, the rate of  (1)  per cent interest per annum
on that amount of the Federal Reserve notes of your
Bank which equals the average daily amount of its out-

Federal Reserve notes during such period less
the average daily amount of gold certificates held dur-

rg such period by the Federal Reserve Agent as col-
lateral security for such notes. Interest in an amount
sticulated in the manner and at the rate specified shall
be Paid to the United States on April 28, 1949.

"According to daily balance sheets, the averagedai 1Y amount of outstanding notes of your Bank duringthe first quarter of 1949 not covered by gold certifi-cates with the Federal Reserve Agent was $  (2)  . At
rate specified above, payment to Treasury for first quar-ter will be $ (3)  . Payment should be credited to1.reasu_ rer, s General Account as Miscellaneous Receipts,

bol 1841-Interest Collected, Section 16 Federal Re-serve Act as amended. Your Bank's pro rata share of1

1,5/000,000 to be deducted for first quarter of year
" accordance with understanding at December 1, 1948,joint 

meeting of Presidents and Board is $  (4)  . No
statement being given to press with respect to this ac-tion.
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Bost0n
"(1)
1.6o

New York 7.00
Philadelphia 1.48
Cleveland 1.57
Richmond 1.50
Atlanta 1.67
Chicago 1.82
St. Louis 1.55

1.83
8as City 1.75

alias
Sala

2.33
Francisco 4.46

tor

(2)
$1,016,922,031 $ 4,011,966.37

830,038,348 14,326,689.29
1,144,798,217 4,177,729.38
1,450,322,778 5,614,537.22
1,038,511,484 3,841,069.87
780,954,331 3,215,820.16

1,972,589,547 8,852,333.36
842,9251047 3,221,590.25
428,549,003 1,933,753.99
671,179,095 2,896,183.77
454,611,265 2,611,835.13
495,836,282 5,452,840.64

(3) (4)
$ 996,000
3,637,000
1,046,000
1,406,000
943,000
793,000

2,191,000
790,000
477,000
714,000
647,000

1,360,000"

Approved unanimously.

Memorandum dated April 25, 1949, from Mr. Millard, Direc-

or the Division of Examinations, recommending that Edward F.

%rstuhl, who was loaned to the Board on a temporary basis by

tha Pederal Reserve Bank of Cleveland on July 27, 1948, be ap-

lc)iated on a permanent basis as an Assistant Federal Reserve Ex-

in that Division, and that his basic salary be increased

tr°r1 $2,974.80 to $3,351 per annum, effective May 1, 1949.

Approved unanimously.

Memorandum dated April 25, 1949, from Mr. Carpenter,

Secretary of the Board, recommending that Earle J. Wade be ap-

13°I'll ed on a permanent basis as secretary to Mr. Sherman, in the

Ortt
of the Secretary, with basic salary at the rate of $2,974.80

Aer
-4num, effective as of the expiration of his temporary appoint-

at the close of business on April 28, 1949.

Approved unanimously.
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Letter to Mr. Rainey, Assistant Vice President of the Fed-

eral Reserve Bank of Atlanta, reading as follows:

"In accordance with the request contained in
Your letter of April 21, 1949, the Board of Governors
approves the payment of salary to Miss Adeline Trotter
at the rate of $2,400 per annum, which is above the
maximum of the grade in which her position is classified."

Approved unanimously.

Letter to Mr. Diercks, Vice President of the Federal Re-

"-e Bank of Chicago, reading as follows:

"In accordance with the recommendation contained
in Your letter of April 23, 1949, the Board of Gov-
ernors extends to May 27, 1949, the time within which
The State Savings Bank of Flat Rock, Flat Rock, Michigan,
IlaY accomplish membership. Please advise the applicant
an to this effect."

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks,
recto

411g as follows:

"Under date of November 19, 1948, the Board ad-
dressed a letter to you with regard to the practice
of certain member banks in New York and also in other
sections of the country, under which a portion of the
trust funds of a bank deposited in its commercial de-

ment are placed on a time deposit basis without
!Pecifically identifying the interests of each trust
4'11 such time deposit. In that letter the Board re-
theyour comments regarding a proposed letter to

Federal Reserve Banks which would have permitted
:1101 deposits of trust funds on a time basis subject
6o certain conditions.

The comments of the Federal Reserve Banks con-
117;lhed in their replies to the Board's letter of

lielnber 19 have been quite helpful to us in con-
ring this problem. After further study in the
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"light of these replies, the Board is not presently dis-
Posed to take the position indicated in its letter of
November 19, because it would seem to permit funds to
be treated as time deposits which are in part at least
in the nature of demand deposits and because the practice
appears to violate principles of proper trust administra-
tion. According to our information, a number of banks
Which have adopted this practice since first learning
about it last year are carrying the trust funds on a
time basis without paying interest to the trust estates.

"In the circumstances, the Board now wishes to con-
sider a different approach to this problem in the form
Of an amendment to its Regulation D (with a similar
amendment to Regulation q). The amendment would in
effect permit trust funds to be deposited on a time
basis when the funds will not be required for the pur-
Poses of the trust for thirty days or more, but only
If each deposit account includes the funds of a single
trust or if the records of the bank show the interest
°f each trust in any such deposit account. In addi-
!1°11, it would, of course, be necessary that such a

lae deposit of trust funds be permissible under State
law and the applicable trust instrument.

"Before publishing advance notice of the Board's
1?ropos al to take action to amend its regulations as
Indicated above, the Board will be glad to receive
!IllY comments that you may wish to submit with regard

this new proposal. For your information in this
:ren°11nect10n, we enclose a copy of the proposed amend-

to Regulation D and also a copy of substantially
of the comments received from the Reserve Banks

ip_Irsuant to the Board's letter of November 19, 1948.
r: You have any views or suggestions regarding this
tunsed aPproach to the matter that you wish to sub-

we hope that you can let us have them within the
xt thirty days."

Approved unanimously.

Memorandum dated April 26, 1949, from Mr. Hoof f, Assistant

Of
the May issue of the Federal Reserve Bulletin statements

4. recommending that there be published in the law depart-
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he form attached to the memorandum with respect to the fol-

Subject:

Consumer Instalment Credit
Amendment to Regulation W.

Approved iiniimously.

(et,

Chairman.
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