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Minutes of actions taken by the Board of Governors of the

Pederal Reserve System on Wednesday, June 29, 1949. The Board met

in the Board Room at 10:30 a.m.

PRESENT: Mr. McCabe, Chairman

Mr. Eccles
Mr. Szymczak
Mr. Evans
Mr. Vardaman
Mr. Clayton

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. Leonard, Director, Division of B
ank

Operations
Mr. Vest, General Counsel

Mr. Young, Associate Director, Divis
ion

of Research and Statistics

Mr. Horbett, Assistant Director, Divis
ion

of Examinations

Before this meeting there had been circulated 
among the mem-

bers of the Board a draft of letter to Senator 
McClellan, Chairman

" the Senate committee on Expenditures in the Executive Departments,

131'ePared in response to his letter of May 23, 1949, 
requesting a re-

f rom the Board with respect to recommendatio
ns contained in the

l'ePorts of the Commission on Organization of th
e Executive Branch of

the Government. Mr. Vardaman had asked that 
the draft be considered

t this meeting, and at his request Mr. Sherman 
read portions of the

111‘°Posed letter which Mr. Vardaman felt im
plied that the Board advo-

ellted elimination of overlapping Federal bank 
supervision, a position

to 'which he (Mr. Vardaman) said he was opposed.
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During a discussion of the draft, which commented at some

length on the contents of the Commission's reports and those of its

task forces, Mr. Eccles suggested that in view of the variations

44d conflicts in recommendations within the Commission itself and be-

t/leen the Commission's and some of its task force reports,
 the letter

be redrafted in a form which would not attempt to 
comment in detail

UP(In any of the Commission's recommendations but which
 would take

cognizance of the variations in recommendations and 
point out that

because of

sUbject of

the United

Previously

the complex problems involved, the:totneertasrhyouslydstbeem ::e

an overall study of the banking 

d 

States by a national monetary commission, a 
proposal which

had been endorsed by the Board.

Mr. Eccles' suggestion was 
approved

unanimously, with the understanding 
that

the revised draft would be prepared 
by

the staff and submitted for the 
Board's

consideration.

Mr. Clayton referred to a draft of letter 
to Chairman Han l of

the 
Federal Deposit Insurance Corporation prepared 

for Chairman Mc-

4be's signature in response to Mr. Harl's lette
r of June 2, 1949, re-

fEll'cling capital structures of banks, which had 
been circulated among

the Zembers of the Board and revised in the light 
of a suggestion

tr°14 Mr. Vardaman.

The revised portion of the 
draft

was read and upon motion by Mr. 
Clayton,

the letter was approved unanimo
usly as
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"This refers to your letter of June 2, 1949, supple-

menting your remarks to me in a recent telephone conversa-

tion, regarding the desirability of stimulating the

building of more adequate capital structures by banks hav-

ing ratios of total capital accounts to total assets below

the national average, at the end of 1948, of 6.7 percent
.

"I have examined, with interest, the two map charts

enclosed with your letter, and in addition have reviewed

tabulations, by classes of banks and by States, showin
g

the ratios of total capital accounts to total assets. By

classes of banks, the national averages were:
Percent

All Banks 6.7

State Member Banks 7.2

National Banks 6.4

Insured Nonmember Banks 6.5

"In this connection, you will recall that 
in the

Board's letter of February 13, 1948, addressed t
o you re-

garding the subject of capital ratios, we 
indicated that we

believed that the so-called capital-risk asset 
ratio is

more significant than the capital to tot
alassets ratio

for preliminary screening purposes. Accordingly, I have

also reviewed a tabulation of the ratios of 
total capital

accounts to total assets less Governments and 
cash assets,

based on aggregates, by classes of insured 
commercial banks

and by States. The national averages were:

All Banks 19.3

Percent

State Member Banks 21.0

National Banks 18.8

Insured Nonmember Banks 17.8

"You will note that, on the basis of 
either ratio in

the aggregate, State member banks make a 
somewhat better

showing than the national average for all 
banks or for

either of the other groups. However significant the 
aggre-

gate capital of banks may be for some pu
rposes relating to

the banking system, other factors must also 
be taken into

account from the standpoint of bank sup
ervision and the

really important consideration is the ad
equacy of the capi-

tal in relation to the conditions found in 
individual banks.

"Aside from statistical measures, 
consideration must

also be given to the character and cond
ition of assets, the

demonstrated ability of management, the 
nature of deposit
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"and other liabilities and corporate responsibilities,

earning power, and other relevant factors. Therefore,

the adequacy of protection afforded by a bank's capital

cannot be determined by any single, fixed ratio.

"With these facts in mind, we are fully aware that

some banks are under-capitalized on any satisfactory

basis, and this is a problem that has received our
 care-

ful and continuing consideration. The topic is discussed

frequently at our bank examination and supervisi
on con-

ferences. More importantly, however, the adequacy 
of

bank capital is considered as a part of the reg
ular re-

view given each report of examination of a State me
mber

bank by both the Reserve Bank and the Board's Divis
ion of

Examinations, in addition to the considera
tion given the

subject by the field examiner. Where warranted, deficien-

cies in capital adequacy are brought to the att
ention of

the management of individual institutions in 
reports of

examination, correspondence, and conferences.

"While the capital position of any individ
ual bank

Should be kept reasonably adequate under all 
conditions,

any drive or campaign for bank capital 
should be timed in

relation to the economic situation. The most propitious

time for such efforts is during periods of hig
h prosper-

ity when bank earnings are large. On the other hand,

When business activity and bank earnings are 
both falling,

banks should not, as a general policy, be 
subjected to

pressure for improvement of capital ratios. 
The present

is an instance of this kind, and it is the 
view of the

Board that it would be ill-advised and 
unfortunate if the

banks of the country were to be made fearful 
that they

would be subjected to pressure for increas
ed capital dur-

ing a period when banking conditions may 
well become

difficult from the point of view of earni
ngs. This con-

cept, however, still leaves the supervisory 
authorities

free to continue efforts for better capital 
ratios for

certain individual banks whose ratios are 
unreasonably

low.

"In conclusion, the Board's proposal 
regarding modi-

fications in the capital requirements set
 forth in section

9 of the Federal Reserve Act would in no way 
interfere

With the efforts of the Federal Deposit 
Insurance Corpora-

tion, indeed of all three Federal a
gencies, to bring about

improvement in the capital ratios of 
insured banks. I

assure you that the Board of Governors will 
continue to

confer with your Corporation in connec
tion with the
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"applications of organizing State banks and uninsured op-

erating State banks for membership in the Federal Reserve

System, particularly the adequacy of their capital struc-

tures."

Mr. Clayton referred to previous discussionsof the proposed

l'evision of the uniform agreement for examination procedure, stat-

i4g that last week he again discussed the matter with Comptroller

°f the Currency Delano who said he would find out from Deputy
 Comp-

troller Robertson what the status of the matter was. 
Mr. Clayton

8aid that he told Comptroller Delano that it was in Mr. Robertson's

11414(18, that although Mr. Robertson was opposed he 
would go alone

bUt wanted to rewrite the statement which had been 
accepted by Mr.

41iott V. Bell, Chairman of the Committee on Rev
iew of Uniform

\re-illation Policy, National Association of 
Supervisors of State Banks,

aIld that he (Mr. Robertson) had suggested another 
meeting of repre-

eelltatives of the three Federal bank supervisory 
agencies and the

211Pervisors' Association to discuss the matter 
further.

Mr. Eccles observed that it was inconsisten
t for examination

1)°110Y to pursue a course which amounted to putting
 pressure on

to curtail credit in a deflationary per
iod while monetary au-

th°11ties were taking off the pressure.

Chairman McCabe suggested that he be 
authorized to discuss

the
raatter with Secretary of the Treasury 

Snyder with a view to ob-

ta1,4
"J-lag his assistance in reconciling 

examination and monetary policy.
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Chairman McCabe's suggestion was

approved unanimously.

Chairman McCabe reported that he talked with Mr. Staats

of the Budget Bureau this morning regarding the bank holding com-

Pa4Y bill and that Mr. Staats said he would like to know whether

there were likely to be hearings on the bill if it we
re introduced,

that following this conversation he talked with Chairman Maybank of

the Senate Banking and Currency Committee who told him that Senator

Robertson was much interested in the bill and would lik
e to intro-

aUce it, that Senator Maybank said it would be difficult
 to get

hearings because of the present condition of the legisla
tive pro-

8ram but that Senator Robertson felt he could fit them 
in, and that

Setator Maybank felt it would be better if the bill 
could come to

hira after it had been cleared by the Budget Bureau. Chairman McCabe

Vett on to say that on the basis of these conver
sations, he hoped

he would have word from Mr. Staats within a few days which would

°Pen the way for sending the bill to Senator Maybank.

Mr. Clayton read a letter from Chairman Cr
eighton of the

l'ed.eral Reserve Bank of Boston dated June 20, 1949, 
asking informal

413131-oval of an increase in the salary of Mr. Fogg,
 Auditor of the

1)°eton Bank) from the rate of $10,000 per annum to $12,00
0. Mr.

Clanon stated that he discussed the matter with 
Chairman Creighton

Mx. Erickson, President of the Bank, 
when he was in Boston on
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Monday of this week, that in addition to his duties as
 Auditor Mr.

?(Dgg had been appointed Chairman of the Planning 
Committee of the

13911k which would study systems, plant layout, new 
machinery and

equipment, and all building plans and requirements,
 and which would

l'ePort directly to the President, and that the 
Personnel Committee

recommended that Chairman Creighton be informed 
that the Board would

aPprove the proposed salary effective July 1, 1949, 
if fixed at

that rate by the directors of the Bank.

Mr. Vardaman raised the question why the 
matter had not

first come to him for handling in view of his 
assignment which in-

cluded initial consideration of matters relating 
to Reserve Bank

oPerations.

Mr. Clayton said that since the matter 
involved salary ap-

l'Itval he and Mr. Szymczak as members of the 
Personnel Committee

4116-led it, that he did not understand that the 
Board would pass

1113°4 a rearrangement of assignments of Federal 
Reserve Bank officers

BlIch as the one involving Mr. Fogg, but that if
 this assumption was

14 error he would be glad to withdraw the 
recommendation of the Per-

8°4te1 
Committee and refer the entire matter to 

Mr. Vardaman for

Mr. Vardaman stated that he felt the 
letter from Mr. Creigh-

ton related primarily to operational matters 
and that the salary in-

'se would be incidental to a change in 
assignment, that it should
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have been referred to the Division of Bank Operations for review and

recommendation, but that in view of the recommendation
 submitted by

the Personnel Committee he would prefer that the Board consider it

on that basis.

In response to a question from Chairman McCabe, Mr.
 Leonard

stated that while he had not previously known of Mr. 
Fogg's designa-

tion as Chairman of the Planning Committee, he un
derstood there was

a great need for such an arrangement at the Boston Bank 
and that in

his opinion Mr. Fogg was eminently well .Pitted for 
the assignment.

Thereupon, upon motion by Mr.

Clayton, approval was given to a let-

ter to Mr. Creighton in the following

form, Mr. Vardaman not voting:

"Your letter of June 20, 1949, addressed to
 Governor

Szymczak was considered at a meeting of the 
Board this

morning, at which time Governor Clayton also 
reported his

conversations with you and Mr. Erickson at 
the time he

visited your Bank on Monday of this week.

"In view of the circumstances set forth 
in your let-

ter and presented in greater detail by Gover
nor Clayton,

the Board approves the payment of salary to 
Mr. John J.

Fogg, Auditor, for the period July 1, 1949 to 
April 30,

1930, inclusive, at the rate of $12,000 per 
annum, if

fixed by the Board of Directors of your Bank at
 this rate."

Chairman McCabe then brought up the qu
estion of action to be

tIlken with respect to reserve requirements of m
ember banks.

In response to a question from Chairman 
McCabe, Mr. Young

eXPre-ssed the opinion that in the current 
business situation the need

for
l'eduction in reserve requirements was 

certain and the only ques-

was whether the reduction should be 
effected at once or in the
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near future, that he doubted whether the estimated $800 million which

vould be added to bank reserves on June 30 because of expiration of

the supplemental reserve requirements would give as much ease in the

situation as was desirable, and that he felt an additional decrease

la reserve requirements should be effected by the Board at this time.

Mr. Riefler said he felt it would be preferable to put a

large volume of excess reserves into the market at once ra
ther than

to make a series of small reductions in reserve requirem
ents later.

Chairman McCabe said that it was his feeling that in
 view of

the action taken by the Open Market Committee yesterday, the Board

should follow at this time with a reduction in reserve requirements

beyond that which would result from expiration of the suppl
emental

atIthority, that he thought such action was inevitable 
in the near

fixture, and that it would be better to take it now. 
He also said

that he would like to have Reserve System holdings of
 securities re-

and that if reserve requirements were reduced, 
banks could

te.ke over some of the System's portfolio.

Mr. Eccles said that the response of the mon
ey market to the

4ell Market Committee's announcement had been very 
strong -- perhaps

t°0 strong, the bill rate having fallen from 1.16 to 
1.10 the first

ci4Y following the action -- and that the $800 
million of reserves

'"h would be released by expiration of the 
supplemental require-

tomorrow would be an additional large 
easing factor. He added
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that, for reasons which he outlined, he would prefer to wait
 and

Bee whether a further decrease in reserve requirements was actually

needed, stating that he did not feel it was inevitable although he

thought it likely. With respect to the suggestion that the System's

Portfolio be reduced by sales to banks, Mr. Eccles said 
that if

beLnks could satisfy their desire for additional earning a
ssets by

reserves to purchase bills and certificates from t
he System

"count at or near present yields, they would have less 
incentive

t° make loans and to invest in capital issues of 
industry, munici-

Palities, and the like.

Mr. Szymczak said he preferred a policy of awa
iting market

developments to one of leading interest rates downwar
d, that he would

like to avoid any inference that the Board was easing 
the market for

the Purpose of facilitating Treasury financing, and 
that after see-

the effects of the increase of funds resulting fr
om lapse of the

8UPPlemental authority, he would be in favor of 
putting more reserves

14 the market if needed.

Mr. Evans said that he had been impressed by 
the fact that

all of the Reserve Bank Presidents attending the Open 
Market Commit-

tee
Illeeting yesterday preferred a step-by-step program 

and that he

14 be inclined to let the supplemental 
requirements lapse without

"ditional reduction at this time, taking action 
to release more re-

later if needed.
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Mr. Vardaman said that he had favored a reduction in reserve

requirements more than a month ago and again two or three weeks ago,

but since action had not been taken at that time and in view of the

Policy adopted by the Federal Open Market Committee at its meeting

on June 28, which had already been reflected in a strong market, he

felt that any further action to ease conditions should wet until the

fUll impact of the Open Market Committee's action and the release of

the $800 million of supplemental reserves was apparent.

Mr. Clayton said he was strongly in favor of waiting to ob-

Serve developments in the market before making an additional red
uc-

tion in reserve requirements. He said that he felt the action of the

°Pen Market Committee and the release of reserves because of 
lapse

of the supplemental authority would have a strong influence 
on the

that increasing the availability of credit i
nvolved a change

ill attitude on the part of banks, and that "flooding" them with ex-

cess reserves might not be necessary in order to 
bring about this

chazge.

Mr. Eccles suggested that the Board issue a 
comprehensive

stat
eMent which would make clear the place of credit 

policy in the

eltisting economic situation.

In the ensuing discussion, it was suggested that
 no action

be taken by the Board other than to amend Regulation DI Reserves of

fiber- ,-,coaks, to bring it into agreement with the statutory req
uire-
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ments that would take effect June 30. Mr. Vest suggested that for

convenience the elimination of the supplemental requirements at re-

serve and central reserve city banks be made effective at the begin-

of business on Thursday, June 30, 1949, and at nonreserve city

blInks at the beginning of business on Friday, July 1, 1949, which

Were the days on which the regular reserve reporting periods of the

respective groups of banks began.

Mr. Thurston suggested that a brief release be given to the

Press announcing the proposed changes in the supplement to Regula-

tion D, and he also raised the question whether there should be

combined with it an announcement of the termination of Regulation W,

C°11sumer Instalment Credit. Mr. Leonard said he felt a statement

that Regulation W had become inoperative should be issued and mailed

by the Federal Reserve Banks to all registrants since many of them

Iloiald expect some form of official announcement.

Thereupon, upon motion by Mr. Clay-

ton, unanimous approval was given to an

amendment to the supplement to Regulation

D, Reserves of Member Banks, as follows,

with the understanding that the amendment

would be sent to all Federal Reserve Banks

by telegram with a request that they fur-

nish copies to all member banks:

"SUPPLEMENT TO REGULATION D 

"I sued b the Board of  Governors of the Federal Re
serve System

'Effective as to member banks not in r
eserve and central

reserve cities at opening of business on July 1,
 1949,

and as to member banks in reserve and central r
eserve

cities at opening of business on June 30, 1949.
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"RESERVES REQUIRED TO BE

MAINTAINED BY MEMBER BANKS

WITH FEDERAL RESERVE BANKS

"Pursuant to the provisions of section 19 of the Fed-

eral Reserve Act and section 2(a) of its Regulation D, the

Board of Governors of the Federal Reserve System hereby pre-

scribes the following reserve balances which each member

bank of the Federal Reserve System is required to maintain

on deposit with the Federal Reserve Bank of its district:

6 percent of its time deposits plus --
14 per cent of its net demand deposits if not in

a reserve or central reserve city;
20 percent 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

limits, which, by the affirmative vote of five members

of the Board of Governors of the Federal Reserve System,

is permitted to maintain 14 percent reserves against

its net demand deposits;
24 percent of its net demand deposits if located

in a central reserve city, except as to any bank loca-

ted in an outlying district of a central reserve city

or in territory added to such city by the extension of

the city's corporate limits, which, by the affirmative

vote of five members of the Board of Governors of the

Federal Reserve System is permitted to maintain 14 per-

cent or 20 percent reserves against its net demand de-

posits."

The following statement for the

Federal Register was also approved unani-

mously:

"This amendment is issued pursuant to the authority

granted to the Board of Governors by section 19 of the

Federal Reserve Act in the light of existing economic con-

ditions and the present credit situation. The notice and

public procedure described in section 4(a) and 4(b) of the

Administrative Procedure Act, and the prior publi
cation

described in section 4(c) of such Act, are impracticable,

unnecessary and contrary to the public interest in c
onnec-

tion 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 especially because such

notice, procedure and prior publication would prevent the
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"action from becoming effective as promptly as necessary,
and would serve no useful purpose."

Unanimous approval was also given

to a press release in the following form,

with the understanding that it would be

sent to the Presidents of all Federal Re-

serve Banks by telegram with the request

that they notify all registrants under

Regulation W that the Regulation was no

longer in effect:

"The authority under which the Board of Governors of

the Federal Reserve System issued Regulation W, establish-

ing minimum down payments and maximum maturities for consumer

Instalment credit, expires June 30, 1949, and the regulation

will not be effective after that date. Notice to this effect

is being sent to those who, in accordance with the regulation's

provisions, have filed registration statements with a Federal

Reserve Bank.
"The temporary authority granted by Congress for increased

reserves likewise expires June 30 and the Board has accordingly

revised the supplement to Regulation D, under which the follow-

ing reserve requirements will be effective with the beginning

Of the next reserve period (June 30 for central reserve city

and reserve city member banks and July 1 for other member banks):

Against net demand deposits - 24 percent for central reserve

City member banks, 20 percent for reserve city member banks,

and 14 percent for other member banks; against time deposits -
6 percent for member banks of all classes. The changed require-

ments will result in a reduction of approximately $800,000,000

in required reserves."

Mr. Horbett withdrew from the meeting at this time.

Chairman McCabe stated that Mr. Stevens, Chairman of the Fed-

er.,
c1.-L Reserve Bank of New York, had informed him of a request by the

directors of the Mutual Life Insurance Company of New York that he

t'esume actively his services as a director of that company for a

telzPora.----J period to assist in connection with acute administrative

1)14c)b1 ems now confronting the company. Mr. Stevens stated, Chairman
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McCabe said, that the assignment would not involve participation in

the work of the finance committee or in matters dealin
g with pur-

chases or sales of Government securities.

Following a brief discussion, 
it

was agreed unanimously that Chair
man

McCabe should inform Mr. Steven
s that

the Board would not object to h
is re-

suming active participation as 
a direc-

tor of the Mutual Life Insuranc
e Company

of New York, with the understand
ing

that he would not serve on th
e finance

committee or in any other capac
ity in-

volving the investment of fun
ds of the

company in Government securi
ties and

that when the situation which 
gave rise

to the temporary need for his servi
ces

had been ended he would so infor
m the

Board.

Mr. Eccles referred again to
 his suggestion that a statement

On System credit policy be issu
ed by the Board.

Chairman McCabe suggested 
that Mr. Eccles prepare a draft of

the statement that he had in mind 
and send a copy to each member of

the Board.

This suggestion was ag
reed to unani-

mously, with the under
standing that if

the statement were not 
released it could

be placed in the minute
s as a statement

of the views of the mem
bers of the Board

who might wish to join in
 it.

Secretary's Note: The statement prepared

by Mr. Eccles was as fol
lows and repre-

sented the views of Mess
rs. Eccles, Szym-

czak, Evans, and Clayton
:

"As the Federal Reserve Board 
has repeatedly stated
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"beginning with its annual report for 194) and in numerous

appearances before Congressional committees, the Federal

Reserve System was unable to perform effectively its tra-

ditional function during the period of post-war inflation

because so long as it was necessary to support the Govern-

ment bond market in accordance with a fixed pattern of

rates, the System lacked adequate means of absorbing bank

reserves and hence of effectively restrainin
g over-expansion

of bank credit.
"So long as demands for credit were intensified 

by

inflationary pressures and banks, as 
well as other holders

of marketable Government issues, found i
t profitable to

shift from Government issues into private
 loans or invest-

ments or from short-term to longer-term G
overnment bonds

no effective monetary restraint cou
ld be exercised unless

the System gradually or altogether w
ithdrew as the resid-

ual buyer. This it could not do if the rate patter
n was

to be maintained. In effect, the banks were able to cre-

ate reserves at will. Accordingly, the System ever since

1914) has pressed for adequate means of i
mmobilizing bank

reserves whether created by open ma
rket operations or

otherwise.
"Except for a nominal, temporary author

ity granted

by Congress in August 1948, which expired June 30, 1949,

the System has had no means sufficie
nt to bring about a

restrictive situation in the mon
ey market. The System

used such means as it could, 
including increased margin

requirements, regulation of in
stalment credit, higher dis-

count rates, and as much of an 
increase in short-term rates

as the Open Market Committee was 
able to negotiate to ex-

ert restraint. This modest program could no
t, however, ade-

quately restrain bank credit expa
nsion. As a result of war

financing, the money supply has 
been and still continues to

be redundant, and money rates, 
especially short-term rates,

have continued to be low.

"With the change in the econom
ic situation, many of the

banks of the country are experienc
ing a rapid credit con-

traction and in view of the 
deflationary developments, the

Board has taken a series of steps 
since the first quarter of

the year to ease credit conditions 
still further including

reduction in reserve requirement
s by which approximately

1.2 billion dollars of bank re
servaswas released to the mar-

ket. The easing effects, however, 
of this action were off-

set by reason of the fact that in 
supporting the short-term

rates, open market operations had t
he effect of absorbing

the reserves which had been released.
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"With the expiration of the supplemental authority on

June 30, approximately 3800,000,000 of additional
 reserves

were automatically released. To the extent that open mar-

ket operations would absorb these reserves, th
e easing

effect in the money market would be nullified. With this

situation in view and after consultation wi
th the Treasury,

the Open Market Committee decided at its meetin
g on June

28 to discontinue supporting a relative
ly fixed rate struc-

ture and thus permit the additional reserves
 to have some

easing effect on the money market.

"For some months long-term Government
 securities have

again been under such heavy buying pressu
re as to require

no support operations. Instead, efforts have been directed

toward reducing the upward pressure on
 prices and consequent

lowering of yields by sales in the 
market of Federal Re-

serve holdings. In announcing the changed policy, t
he Fed-

eral Open Market Committee stated tha
t, 'Under present con-

ditions the maintenance of a rela
tively fixed pattern of

rates has the undesirable effect of a
bsorbing reserves

from the market at a time when the av
ailability of credit

Should be increased'. The Committee emphasized that this

would not alter the policy of 
conducting transactions in

the open market with a view also to 
orderly conditions and

maintenance of public confid
ence in Government bonds. The

net effect of this change in pol
icy will be to permit the

approximately $800 million of 
reserves (which will be

automatically released by the 
expiration of the supplemen-

tal reserve authority on June 30) 
to take effect in the

money market without being nullifi
ed by open market sales

from the System account except t
o the extent necessary to

maintain an orderly market in 
Government securities and to

keep short-term rates within the ra
nge considered appropri-

ate in the light of current monetary 
policy. The purpose

Of the change in policy is to 
bring about further relaxa-

tion in the money market in conf
ormity with other actions

ln the direction of credit rel
axation by the Reserve authori-

ties. To the extent practicable, the 
market will have more

freedom to determine prices and 
yields without intervention

Of the Federal Open Market 
Committee.

"Since we have had easy money 
conditions with relatively

low rates all along in the money 
market it should not be

suPposed that still easier condi
tions with lower rates will

completely correct or cure a d
eflationary trend, although

they—may encourage greater 
use of the existing money supply

and put the banks in a position whe
re they will have still
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"less reason to restrict credit. To the extent that the

Reserve System becomes a reluctant seller of its holdings

of Government securities banks may be more dispo
sed to make

productive loans to private borrowers or at
 least avoid

putting pressure on lood borrowers to pay off loans. Mone-

tary policy, by itself, cannot make lende
rs lend or borrowers

oorrow; it cannot correct maladjustments with
in the economic

structure which have arisen from non-m
onetary causes. It

cannot by itself bring about the very 
necessary price and

other readjustments within the economy.

"The consuming public, investors,
 and financing institu-

tions of all kinds are in stronger 
financial position today

than ever before. It is clear, therefore, that with th
e

existence of this condition of 
underlying strength the only

change in monetary and credit policy
 that needs to take

place is in the emphasis and direct
ion of Federal Reserve

actions towards relFocntion rather
 than restraint. If the

System had been in a position d
uring the inflationary period

to exert adequate restraints, it would
 have more elbow room

now to reverse policy when deflati
onary forces are setting in.

"The Federal Reserve authori
ties are constantly watchful

not only as to current developme
nts but also for signs of

significant change; they have 
demonstrated their consciousness

of the desirability of flexible 
administration of their

Powers, and they are prepared
 to take any further action with-

in their means through reserve 
requirements, discount policy,

Open market operations, co
ntinued coordination of bank exAmi-

nation and credit policy, and 
otherwise as may seem advisable

In order to aid in combatting 
adverse developments in the

economic situation.

"It should be recognized, 
however, that the maintenance

of an ample money supply and 
liberal credit policies cannot

alone overcome deflationary 
developments without the construc-

tive cooperation of industry, 
agriculture and labor as well

as the Government."

At this point, Messrs. Riefler,
 Leonard, Vest and Young with-

and the action stated with re
spect 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

ederal Reserve System on July 28, 1949
, were approved unanimously.
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Memorandum dated June 27, 1949, from Mr
. Young, Associate

Director of the Division of Research and St
atistics, recommending

the appointment of Paul Gekker as an ec
onomist in that Division on

4 temporary indefinite basis, with basic 
salary at the rate of

$3,727.20 per annum, effective as of th
e date upon which he enters

UPON the performance of his duties after
 having passed the usual

NlYsical examination.

Approved unanimously.

Memorandum dated June 27, 
1949, from Mr. Sloan, Assistant

Director of the Division of Examina
tions, recommending that, effec-

tive as of the date upon which he e
nters upon the performance of his

cillties after having passed the u
sual physical examination, James

Calvin Smith be appointed as an 
Assistant Federal Reserve Examiner,

itith salary at the rate of $2,974.80
 per annum, and with official

headquarters at Washington, D. C.

By unanimous vote, Mr
. James Calvin

Smith was appointed an 
examiner to examine

Federal Reserve Banks, 
member banks of the

Federal Reserve System, and corporati
ons

operating under the p
rovisions of sections

25 and 25(a) of the Fe
deral Reserve Act, and

for all purposes of the 
Federal Reserve Act

and of all other acts of 
Congress pertaining

to examinations made by, 
for, or under the

direction of the Board o
f Governors of the

Federal Reserve System, 
and was designated

as an Assistant Federal 
Reserve Examiner,

with official headquarters
 at Washington,D.C.

and with basic salary at 
the rate of $2,974.-

80 per annum, all effectiv
e as of the date

upon which he enters upon 
the performance of
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his duties after having passed the usual

physical examination.

Letter to Mr. McCormick, Federal Reserve Agen
t at the Fed-

eral Reserve Bank of Richmond, reading as follows:

"In accordance with the request con
tained in Mr.

Leach's letter of June 24, 1949, the B
oard of Governors

approves, effective July 1, 1949, the 
payment of salary

to Mr. J. Gillette Turner, Alternate Ass
istant Federal

Reserve Agent, at the rate of $3,360 
per annum."

Approved unanimously.

Letter to Mr. Samuel B. Stewart, 
Jr., Transamerica Corpora-

tion, 300 Montgomery Street, San F
rancisco, California, reading as

follows:

"Pursuant to the Board's order date
d February 18,

1949, in the matter of Transamerica Corporat
ion, we have

sent to you today, under separa
te cover by registered

mail, data in exhibit form co
rresponding to the Board's

Exhibits Nos. 13 to 20, in
clusive, and No. 257 covering

each of the following banks and
 their predecessors, which

were listed in your 'Demand for 
Production of Information'

filed with the Board on Februar
y 15, 1949:

American Trust Company, San 
Francisco, California

The Citizens National Trust a
nd Savings Bank of

Riverside, Riverside, Ca
lifornia

The Valley National Bank of 
Phoenix, Phoenix, Arizona

The United States National Bank 
of Portland, Portland,

Oregon
The National Bank of Commerce 

of Seattle, Seattle,

Washington
Seattle-First National Bank, 

Seattle, Washington

"Corresponding exhibits 
covering the two other banks

listed in your 'Demand for Pr
oduction of Information',

namely, Security-First National 
Bank of Los Angeles, Los

Angeles, California, and The An
glo California National

Bank of San Francisco, San Francis
co, California, are

Still in course of prepaf4tion. From present indications

these exhibits probably will be 
completed within the next
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"two weeks, whereupon they will be sent to you."

Approved unanimously.

Letter to Mr. Wilbur, Chairman of the Federal Reserve Bank of

Francisco, reading as follows:

"At the completion of the examination of the Federal

Reserve Bank of San Francisco, made as of April 1), 
1949,

by the Board's examiners, a copy of the rep
ort of examina-

tion was left for your information and that of the
 direc-

tors. A copy was also left for President Earhart.

"Although the Board has been informed by Secreta
ry

Volberg that the report was presented to your Executive

Committee, after review by your Genera
l Auditor, it is

presumed that, in accordance with the usual practice, the

report will be submitted to the Board 
of Directors for its

consideration and information. Any comments you may care

to offer regarding discussions wit
h respect to the exami-

nation, or as to action taken or t
o be taken as a result

of the examination, will be appreciated."

%roved:

Approved unanimously.

Chairman.

 t-,
Assstan Secretary.
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