Minutes of actions taken by the Board of Governors of the
Fe
deral Reserve System on Thursday, April 28, 1949. The Board
e
* in the Board Room at 10:05 a.m.,

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

Mr. Carpenter, Secretary

Mr., Sherman, Assistant Secretary

Mr. Morrill, Special Adviser

Mr. Thurston, Assistant to the Board

Mr. Vest, General Counsel

Mr. Leonard, Director, Division of Bank
Operations

Mr, Nelson, Director, Division of Person-
nel Administration

Mr, Millard, Director, Division of Exami-
nations

Mr. Young, Associate Director, Division
of Research and Statistics

Mr. Hostrup, Assistant Director, Division
of Examinations

Mr. Smith, Special Counsel

Mr. Smith reported his observations of the Clayton Act pro-
ceeding
%8ainst Transamerica Corporation on the West Coast. In the

Qour
8e
°f his comments, Mr. Smith stated that, thus far, the Board's

ack o
g
th Subpoeng power did not appear to have prevented Mr. Townsend,
e

ardrg Soli
citor, from offering any evidence of facts which he
Vishe

d g
% © Prove, but it had tended to make the presentation of the
a

1
8
Case more time-consuming than it otherwise would be and had

force a .

viq * *Ownsend to rely to a considerable degree on secondary
e:;ce

t °f & character which would mot ordinarily be admitted even

admj

8
& vhether the lack of subpoena power would prejudice
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the respondent's case but that the respondent was carefully laying
the grouna for teking an appeal on the basis that it had. In re-
*Ponse o g question from Mr, Vardaman, Mr. Smith stated that accord-
tng to Statements made by Mr. Townsend at the hearings, none of the
dence Introduced by Mr. Townsend hed been taken from national bank
°2am1nat1°n reports, that because of the lack of subpoena power it
i ne°°38ary for the Board's Solicitor to present secondary evidence,
that SUuch evidence was taken from the records of the respondent and
o &ffiliates by examiners of Federal Reserve Banks, that in his
*Platon Such evidence was admissible for the purpose intended, and
:h&t 1t had been made clear in the records that the respondent could
LY the evidence and, if it found it wrong, bring in its records
to Shoy such error,

Mr. Vardaman stated that he understood that pursuant to action

of th
e
Boarq on January 31, 1945, at least some of the examination re-

P

e rica Corporation had not been made available to the

Qx.porati on
u;th

Qrb

> that he felt that such reports should be made available

e
c°rP°ration on the same basis on which reports of examination
Ak

8
% e made available to the banks, and that he would raise for
S1de

5 o Tation at g future meeting of the Board the question of returning

Tormer Practice of furnishing reports to holding companies,

e 5 Zhairman McCabe suggested that, for reasons which he stated,

Nagy ‘ ™ telephone calls made to Messrs. Evans and Townsend in con-
Vith the Proceeding against Transamerica be chammeled through

. MOrr
1
11'g office, and it was understood this procedure would be

SER




750

4
/28/ug aFe

At this time Chairman McCabe withdrew from the meeting to keep
“Wother appointment.

Mr, Vardaman stated that he was opposed to the introduction
fato the record of the Clayton Act proceeding of any testimony ex-
Tected from national bank examination reports or from any privileged
ae°t1°n of any Federal Reserve reports which the respondent had not
been allowed to examine in due course. He also stated that he would
Hke t? have the Board clarify the position taken by its action of
ﬁ“mary 3, 1945, with respect to making material from examination re-

Tts of holding companies available to these companies and the ruling
::tme Bearing officer in the Clayton Act proceeding under which cer-
o 1nf°rmation contained in reports of examination of Trensamerica

Corpg
Tation vere made available to the Corporstion., EHe reiterated

%
t hy
: ® Telt 1f such information was going to be used in a public heer

» 1
he ®Xamination reports should be made available to the subject

cmm
; in the same manner and to the same degree that exeamination re-
Qrts

W
°Te made available to member banks,

th Mr, Vardaman also referred to a letter from the Comptroller of
&

Curpe
UCy dated February 24, 1949, stating that that office would

Pery
toy 1t national bank exsminers to appear as witnesses in the Clay-
A

t
o Proceeding. Ee said that the letter did not reach his office
e
Worning of April 25 and that he would like to discuss the
Ing
of the letter at a meeting at which Chairman McCabe was present.

At
ot this time Messrg, Hostrup end Smith withdrew and Mr. Eccles
Te




ol

+4/28/18 -

Mr. Vardaman then referred to a memorandum from Mr.

mumhs, dated March 31, 1949, recommending increases in the salaries
i Messrs, Dembitz, Williams, Hersey, and Tamagna, economists in
thevDiVision of Research and Statistics. He stated that he was not
questimll’mg the Jjustification of the increases on the basis of the
UM of 4hs inftvifuale b Hist b TeLt the methiod wesd in res
classifying their positions was not in accordance with the procedure
"8reeq Upon by the Board at the time it approved changes in the
oummization of the International Section of the Division of Research

Statiﬂtics on December 17, 1948.
Ecel D“ring a discussion of the proposed salary increases, Mr.

°® Suggested that the matter be referred to the Persomnel Com-
a:Wee With o request that it submit a recommendation to the Board
Dﬂyto i thermaximum salaries that the Board would be justified in

g 1o heads of the various units of the International Section of

th

i Res
°arch Division, (2) the maximum salaries that would be justi-
8 g

T W
t°t

he
ot "aXimm salaries for section and unit heads in other Divisions
the Boarq:

fy

o
T heads of other sections and units in the Research Division,

) the relationship of such maximums in the Research Division

111 8 organization. Mr. Eccles also stated that since Mr.
1%8
G » Chief of the National Income, Moneyflows, and Labor Section

)
iv
&dﬂit 1sion of Research and Statistics, had taken on substantial
10})&1
dutieg in recent months in connection with the moneyflows

SER
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&84 income studies, the reclassification of his position to a
highey level, (Group Y - salary $10,305 - $10,330) seemed appro-
Priate, He suggested, therefore, that the Board approve an in-
er 2
®a8e in Mr. Williams' salary from $9,407.25 to $10,305, the
n
nimp, of his present group, effective as of the beginning of
t
he next payroll period.
Chairman McCebe entered the meeting at this time.
Following a discussion, upon motion by
Mr. Eccles, his suggestions were approved
unanimously.
In taking this action, it was under-
stood that until the report requested was sub-
mitted, no action would be taken with respect
to the recommendations for increases in the
salaries of Messrs. Dembitz, Hersey, and Tamagna.
Mr. Draper referred to a memorandum prepared in the Legal
vy
8lon under date of April 18, 1949, with respect to the possible
Sme
Mnment op Section 13b of the Federal Reserve Act. Copies of the
Remg
Tendum haq been sent to all members of the Board before this
meet
ing 1n accordence with the action taken at the meeting on
4pryy
2, 19kg, During the ensuing discussion, it was stated that

the

t

: °Pic was 1isted on the agenda of the forthcoming President's

Onfe
T®nce, and Chairmen McCsbe suggested that the matter be con-

$l4e,,
. ®d at a meeting of the Board after it had been discussed with
: Preaidents.

This suggeetion was approved unanimously.
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A draft of memorandum with respect to investment policy
OF the Retirement System, prepared in accordance with the discus-
$lon at the meeting of April 26, 1949, was then read.

The memorandum wes discussed and, upon
motion by Mr. Draper, approved unanimously in
the following amended form for use in the dis-
cussion at the meeting to be held on April 29,
1949, with certain of the Presidents of the
Federal Reserve Banks who were officers of the
Retirement System of the Federal Reserve Banks:

"The Board of Governors has given further consideration
Yo the problem of the investment policy of the Retirement
System of the Federal Reserve Banks in the light of dis-
Cussions with the Presidents of the Federal Reserve Banks
gnd the report of the special committee of the Presidents'
Onference, of which Mr. Earhart is Chairman. While it is
:gderstood that the Presidents' Conference has not consider-
vi the committee's report, the Board wishes to state its
o eWs on investment policy for consideration at the forth-
Oning conference.
that "It is understood to be the consensus of the Presidents
¢ they would prefer to continue the present policy with
ea €8 in investments designed to increase the average
th:nines to a 3 per cent level. This is the approach of
oy gpecial committee report which states that 'if earnings
3 ® ultimately brought up to an average of approximately

Per"cent, that would be the best solution to the problem.'

8oy The Board of Governors would be willing to agree to such
£o11 icy unt1l say, December 31, 1950, with the hope that by
i Bagzing a somewhat more diversified, but at the same time
Viey 8factory and sound policy from the Board's point of
Der . the earnings on investments could be brought up to 3
eng g;nt. In the event that objective was not attained by the
aftep 1950, or the 3 per cent rate was not maintained there-
() 2 the Board would expect that action would be taken to:
(2) Aeduce the interest base to some appropriate figure, or
Sy dopt an investment policy which would Jjustify a
prOV;Qtee by the Federal Reserve Banks of the benefits
Part o;d by the Retirement System. This position on the
Views the Board represents a compromise of the varying

°f its members and was arrived at after a number of

180
U8sions of the entire problem.
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"It would be the suggestion of the Board as a part of
the above procedure that the present arrangement with the
Northern Trust Company be discontinued and that, as sug-
gested by the special committee report, the Retirement
System employ a qualified individual as an investment
counselor who would work under the direction and supervi-
Sion of the investment committee. It is also suggested
that it would promote better understanding and would be
helpful in keeping the Board in touch with the problems
arising in connection with the investment of Retirement
System funds if two members of the Board, or one member
of the Board and one member of its staff, served as
associates of the investment committee.ﬂ

There followed a further discussion of the question whether
TeServe requirements of member banks should be reduced along the
Unes Proposed at the meeting on April 26, There was a discus-
Slon of the contraction in bank credit in recent months during
"ich it was stated that the decline had been one of the most severe
A record, and of the possible effect of a reduction in reserve re-
quirements on the Government security market.

Chairman McCabe stated that he had discussed the proposed
*eduction with Mr. Sproul, Vice Chairman of the Federal Open Market
Committee, that he would also discuss it with Mr. Leach, the remaining

Tnemb

®r of the Executive Committee of the Federal Open Market Committee,
tag that. Mr,
b Wise,

Sproul felt that a reduction such as that proposed would

At the close of the discussion, Mr.
Vardaman moved that member bank reserve re-
Quirements against net demand deposits be
reduced by 2 percentage points for banks in
central reserve cities and 1 percentage
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Point for other member banks, and that reserve
requirements against time deposits be reduced
by 1/2 percentage point for all member banks,
effective May 1, 1949 as to banke in nonreserve
cities and May 5, 1949 at other banks.

Mr. Vardamen's motion was put by the Chair
and cerried unanimously.

To carry out the foregoing action, unani-
moug spproval was given to the following amend-
ment to the supplement of Regulation D, Reserves
of Member Banks:

"SUPPLEMENT TO REGULATION D
"Pursusnt to the provisions of section 19 of the Fed-
°ral Reserve Act and section 2(a) of its Regulation D, the
%ard of Governors of the Federal Reserve System hereby pre-
Scribes the following reserve balances which each member
oznk Of the Federal Reserve System is required to maintain
deposit with the Federal Reserve Bank of its district:
T per cent of its time deposits plus --
15 per cent of its net demend deposits if not in
& reserve or central reserve city;
21 per cent of its net demand deposits if in a re-
Serve city, except as to any bank located in an out-
lying district of a reserve city or in territory added
to such city by the extension of the city's corporate
11mits, which, by the affirmstive vote of five members
Of the Board of Governors of the Federal Reserve System,
1s permitted to maintain 15 per cent reserves against
1ts net demand deposits;
24k per cent of its net demand deposits if located in
& central reserve city, except as to any bank located in
81 outlying district of a central reserve city or in a
territory added to such city by the extension of the
¢ity's corporate limits, which, by the affirmative vote
of five members of the Board of Governors of the Fed-
€ral Reserve System, is permitted to maintain 15 per

¢ent or 21 per cent reserves against its net demend de-
Positg "

The following statement for the Press for
Telease in the morning newspapers of April 29,
1949 vag approved unanimously, with the under-
;tanding that it would be sent by telegram to the

Tesidents of all Federal Reserve Banks at once:

SER
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"The Board of Gcvernors has reduced the smount of
reéserves required to be maintained with Federal Reserve
Banks by banks which are members of the Federal Reserve

On nQEVStem as follows:

WM Effective
Reseral reserve city banks From 26 to 24 per cent May 5, 1949
Nogg. 'S 1ty banks 500ttt May 5, 1949

0n timeserve city banks A6 $e. 355 e May 1, 1949

MM

2::31 reserve and reserve
Nonp ¥ banks From T-1/2 to T per cent May 5, 1949
®8erve city banks b A-Yf2te 7. .M May 1, 1940
"The effect of these decreases will be to lower the
Tequireq reserves of banks in central reserve cities by
4Pbroximately 500 million dollars, of banks in reserve

¢ities by approximately 350 million dollars, and of banks
D nonreserve cities by 350 million dollars.

"On September 8, 1948, the Board increased reserve re-
ggirements of member banks to the higher figures given

COOVe, under the temporary additional authority granted by

thzgress in the preceding August. This supplemental au-

Btazity permitted a maximum of 4 per cent to be added to

1/ Ulory reserve requirements on demand deposits and of 1-

par cent on time deposits.

take 'The present action,' Chairman McCabe stated, 'was

of 1n In furtherance of the Board's policy of adjusting all
8 t8 credit regulations in accordance with changing econo-

b“siconditions and the credit requirements of the current
sep o8 Bituation. Since the first of the year there has

do1y & decline of approximately one and one-half billion
ecl:rs in loans at member banks. About one billion of this

i thne has occurred at member banks in New York and Chicago

Wag 1e central reserve cities. The remainder of the decline

trendar3°1¥ at banks in reserve cities. In view of this

Of loans and the fact that requirements at the New York
ichicago banks had been increased from 20 to 26 per cent

to r:g 1948 the Board felt that it was appropriate at this time

somQthce the requirements for the central reserve city banks

Stateq L more than for other member banks, We have frequently

Shoy) that credit regulations are not a one-way street. They

requiggb?"tightened or relaexed as general economic conditions

Unanimous approval was also given to the
following statement for publication in the
Federal Register:
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"This amendment is issued pursuant to the au-

thority granted to the Board of Govermors by section

19 of the Federal Reserve Procedure Act, and the prior
Publication described in section L4(c) of such Act, are
imPracticable, unnecessary and contrary to the public
interest in connection with this amendment for the

reasons and good cause found as stated in section 262.2(e)
of the Board's Rules of Procedure (Part 262), and espec-
lally vecause such notice, procedure and prior publica-
lon would prevent the action from becoming effective as
Promptly as necessary, and would serve no useful purpose."

At this point Messrs. Vest, Leonard, Nelson, Millard and
Ymu@ Withdrew and the action stated with respect to each of the
"atters hereinafter referred to was taken by the Board:

Minutes of actions taken by the Board of Governors of the
ederal Reserve System on April 27, 1949, were approved unanimously.

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

Ban
°f Richmond, reading as follows:

: "Reference is made to your letter of April 18, 1949,

cghmitting the request of The Washington Loan and Trust

v1mpany, Washington, D. C., for approval under the pro-
8ions of Section 24A of the Federal Reserve Act, of an

%ditional investment of $50,000 in bank premises, for the

Ose of modernizing its main office quarters.

"In view of your recommendation, the Board of Gover-

Norg approves the investment of not more than $50,000 as
Propogeq, »

Approved unanimously.

Letter to the Office of the Chief of Finance, Department of

Ary

the
> Teading as follows:

"This refers to your letter of March 21, 1949, with
¢t to a shortage of two notes in a package of $10
nation Federal Reserve notes of the Federal Reserve

re spe
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Bank of Kansas City. Upon receipt of your letter we ask-
€d the Federal Reserve Bank to investigate the matter. A
Teport has been received, from which the following is quoted:

"'According to the people in our Money Department, the
Package of $10 bills in question was paid out by us about
two months ago to an officer in the United States Army by
the name of Ginette, who at the time was acting as Finance
Officer at the Quartermaster Depot here in Kansas City.
About ten days after the money was paid out to Officer
Ginette, s Captain Seamands brought to the bank a package
Of new ten's and claimed there was a shortage of two bills
In it, We were informed that during the interval from the
time we paid the package of money to Officer Ginette and the

Y Captain Seamands brought the package in to claim the
Shortage Officer Ginette had been transferred to another
Post (st, Louis, we believe) and was succeeded here at the
Quartermaster Depot by Captain Seamends. The latter seemed
WNcertain as to whether or not the money was counted when
he took over from Officer Ginette.

0 "'While our people are unable to say definitely that
fficer Ginette actually piece-counted before leaving the
oa“k the mopney in which the shortage is reported to have
t°¢urred, they do recall that it was usually his practice

© do 80, using a cage off our lobby for this purpose.

"'When Captain Seamands came in to report the shortage,
out Xplained to him that new money was paid out by us with-
b count gs received from the Treasury Depertment, and that
T, OU1d be glad to report the claimed shortage to the
gezasury, However, the Captein said he thought he could
ana the matter adjusted without reporting it to the Treafury,

t&at, up until now, was the last we had heard of it.
of 4, OF your further information there is enclosed & copy
op She Board's letter dated December 18, 1943, to the Bureau
vhi Upplies and Accounts of the Department of the Navy,

h sets forth the uniform policy of the Federal Reserve
eys ®m with respect to honoring claims for shortages in
velapocY Peld to Navy disbursing officers. This policy
ﬂiag €8 as well to shortages in currency paid to Army
direizsing officers, and your attention is perticularly

sk ed to the items numbered 3 and 4 in the letter, which
SGrvr deliveries made over the counter at the Federal Re-

thy € Bank, as the case in question was a transaction of
8 type. n

Vee

Approved unanimously.

SER
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Letter to Mr. N. L. Armistead, Chief Examiner at the Feder-
*L Reserve Bank of Richmond, reading as follows:

"This refers to your letter of April 20, 1949, tramns-
Witting pepers in comnection with an emendment to the
Charter of The Peoples Bank, Beaufort, South Carolina, and
& copy of an opinion of your Counsel with respect to the
Valldity of the amendment. The Board's Legal Division
8grees with the opinion and recommendation of Mr. Wallace

t steps taken to carry out this amendment are substenti-
8lly effective for their purpose and thet no objection on
®half of the Federal Reserve System be interposed to the
1ssuance of the stock in accordance with the certificate
°f the Secretary of State of South Carolina."

Approved unanimously.
Letter prepared in accordance with the action at the meeting
on 4
P 19, 1949, to Mr. Peyton, President of the Federal Reserve

B
ank

of Minneapolis, reading as follows:

that .In our letter of February 2k, 1949 it wes stated

an 1tthe question of the motion picture project for which
e diem of $20,000 was included in your 1949 budget would
ey e°°“ssed further with you by Chairman McCabe and be
dent,ved with you briefly at the time of the recent Presi-
8 Conference.
n th"The Board hes recently given further consideration,
to ¢ © light of Chairman McCebe's discussion with you,

© Question of remaking your motion picture, "Back of
Drogzcind Business", and approves your proceeding with the
Wi1] .2 ¥ith the understanding that the total expenditure

1ot exceed $20,000, of which one-half is to be paid

thizour Bank and an equel amount by the Boerd. In taking
1Bcu:::ion it was understood that, in accordance with the
o

Plotyre oo with Mr. Powell of your Bank when he showed the
Pletypg to members of the Board on April 12, 1949, the
Serve B Would be made adeptable for use by all Federal Re-
On, As&nks in so far as that was practiceble. Mr. Thurs-
Sult wiiistant to the Board, has been designated to con-
thege 1ih Jou and Mr. Powell in revising the film along
Nes and he has been given full authority to make
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decisions so far as the Board is concerned as to the con-
tent of the film.
"As soon as you are ready to proceed with work on 5
the film, it will be appreciated if you will get in touch
Wwith Mr. Thurston so that he may make such arrangements
for collaboration as seem to be mutually desirable.”

Approved unanimously.

Secret

Chairman.






