Minutes of actions teken by the Board of Governors of the

. Reserve System on Tuesday, February 7, 1950. The Board

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

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

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Board
Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Economic Adviser
Mr. Leonard, Director, Division of
Bank Operations
Mr. Vest, General Counsel
Mr. Nelson, Director, Division of
Personnel Administration
Mr. Millard, Director, Division of
Examinations
Mr. Young, Director, Division of
Research and Statistics
Mr. Marget, Specialist on International
Economic Policy, Division of
Research and Statistics
Mr. Dembitz, Chief, International Financial
Operations Section, Division
of Research and Statistics
Mr. Hirschman, Economist, Division of
Research and Statistics

L'
the Marget, Specialist on International Ecomomic Policy in
Ivig
io
muop R of Research and Statistics, gave a report on the proposed
e&n cl
Mmini Saring union and further steps in the Economic Cooperation
8t

Tat
D lon aiq program. At the end of this report Messrs. Marget,

> an
d Hirschman withdrew from the meeting.
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Mr, Thomas then commented briefly on developments in the open
ket
during the past few days, particularly with reference to demands

for G°Vernme
nt securities and sales of such securlties from the system

Ope
n larket, account .,

C
hairman McCabe stated that in accordance with the understand-
t ¢
B meeting last Fridey, he talked with Chairman Spence of the

Hou8e .

5 ®king ang Currency Committee this morning regarding H.R. 6618,
Al

to
thy Provige cooperative housing for the middle income group, and
t Cha
i
Tan Spence indicated the committee was always glad to receive

Swg o
£
the Boarg with respect to legislation but did not ask for a

POrt
on
the 111, Chairman McCabe went on to say that Mr. Spence

“Wphagy

zeq

thay the fact that the proposed bill was an Administration measure,
he

Wa,

the S Pressing for its passage, and that the ground on which
ing

fop Stration was advocating the measure was the vital necessity

1€ homes for persons in the income group that would be

&fre Cteg

oy Chaiman McCabe added that in the light of this conversa-

&
Que
the Stioned the advisability of submitting en adverse report on
11,

Mr.
Nmmit Verdaman expressed the view that inasmuch as the Board had
te

d
Nm.h& 80 adverse report on the bill to the Bureau of the Budget

ing
Co leateq to Chairman Spence of the House Banking and Currency
Inmitte

e
Qg that the Board had some views on the bill, it would not be

8y

able
8 to

Y pe Submit a report to the House Committee in the absence of

"est, g, it,
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Mrﬂ‘SZymczak stated thet he felt the Board should submit a

rePOrt
» but only if requested to do so.

" In the ensuing discussion Mr. Eccles stated that, for reasons
ich h
e
diSCussed, he felt the Board's record should show its position
n o
Mnee
tlon with the proposed legislation and that if the record

Ught,
o OUt the fact that the Board had opposed the bill in a letter
th

® Bu
% Teau of the Budget and had indicated its views informally to
n&tor
R
Obertson and Chairman Spence, he would consider that sufficient.

I
D a further discussion, Chairman McCabe suggested that he

Scusg

t

e b matter with Mr. Pace, Director of the Budget, during the
q

ay o
T 80 and it was understood that this procedure would be

f°11°Wed

Mr
i5¢ . Wilkes, Federal Reserve Examiner, Division of Examinations,
eq

the
Deeting at this time.

Th
®Te wWas presented a draft of letter to Mr. Russell G. Smith,

Xe
cutive Vice Pre

to sident, Bank of America, New York, prepared in response

ingu
oty 1y submitted by Mr. Smith through the Federal Reserve Bank
v Yo
r
Mmri k Wnder date of December 13, 1949, as to whether Bank of
Cg,
Feqer&l

Ny

> an . =
Edge Act Corporation chartered under section 25(a) of the

Res

®TVe Act, could (a) act when so requested by Bank of America
S.4 :
Qredit o

*» to advise the beneficiary of an irrevocable letter of

Tt
arg he issuance of the credit, and (b) make payment for Bank of
Cy

T,
& S.A., under such credit in New York. The question
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nvolVe
d
A & transaction in which an Italian correspondent of Bank of
Erica
e V.7, & 5.4, would request the lstter to advise and confirm
ety
°f credit issued by the Italian bank in connection with pay-

ment

for
: Wheat, purchased by an Italian firm from an American exporter.
Ank

of
re America N.T. & S.A. would advise and confirm the credit di-
“tly 4
0
the American exporter, but in order to expedite such noti-

P
t1on
> 1% might a1s0 request Bank of America, an Edge Act Corpora-

tion

&tN;wsz:ire to advise the exporter. Also, in order to make payment
S-A.“buld Where the wheat would be shipped, Bank of America N.T. &
“upping . have Bank of America, an Edge Act Corporation, check the
hﬁftlst OCuments and pay the exporter's dreft on its behalf. The
Jay 'er, together with en opinion from the Legal Division dated
N Yary 31, 1950, had been circulated eamong the members of the Board

Congyg
e
Dy Tation prior to this meeting. The opinion of the Legal
on st
8, ated that section 29(a) of the Federal Reserve Act prohibited

rp0r
ati
h“i %0 chartered thereunder from carrying on any part of its

negs
In
Gt the United States except such as, in the judgment of the

) is i
n
hat + ¢ldental to its international or foreign business, and

e
ans

Co ¥er to the question whether Bank of America, an Edge Act

r&‘l"ion
iy

the
Judgn,

the Snt of the Board, such functions would be incidental to

%

? Could perform the functions described depended on whether,

ot
B . *Pationa)
0 or foreign business of Bank of America, an Edge Act
p
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u Mr, Szymczak stated that the inquiry was submitted by Mr.
1ty

as
& hypothetical question in an effort to determine the extent

tow
hich the Eqge act c . ,
it ct Corporation formed by Bank of America N.T. &

COul
o ¢arry on operations for the parent institution. In this

¢
OllnectiOn h
> 1€ referred to a circular, a copy of which was sent to

him
thig

Bm& Torning by Mr. Pierotti, Washington Representative of the
of .

gy America N.T. & S.A. in which the First Natlional Bank of

"% offereq to handle foreign t ti through its subsidi
First an e orelign ransac ons oug S Subs ary,

Of‘B
Stit ©%%on International Corporation, a State-chartered in-
Ut

on .
OPerating under section 25 of the Federal Reserve Act, which

Ere
Sinilay in op .

nﬁg aracter to those proposed for Bank of America. In
eonnection,

&r&m Mr. Szymczak presented a memorandum summarizing the
ent

S f
Tepg °r and against determining that the type of transaction
rred 't
)
Mmi in Mr. Smith's letter was incidental to the foreign
hess
of
thes B&nk of America, an Edge Act Corporation, and reviewed
)

0 the 74
€ light of the provision in Paragraph 10 of section 25(a)
Fe

RectiOn

of
the
de
Tal Reserve Act, that "no corporation organized under this

She
eh@pt L1 Carry on any part of its business in the United States

Such
ey 88 in the judgment of the Board of Governors of the Federal
Ve

st
hmin ®l shall be incidental to its international or foreign

urj
B€ the consideration of the points covered by Mr. Szymczak's
> he Suggested that, in view of the legal questions involved,

4 pe
difflcult to determine on the basis of the facts now before
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the
Bog
*d that the type of transaction referred to might not be

1
0 e foreign business of Bank of America, an Edge Act
*TPOTatq oy

the > and that therefore the Board might well take the position
t

t
" vas not Prepared at this time to answer the question raised
Mr,
- Smithrg letter, but on the other hand would offer no objection
the
e
Performance of the functions proposed.

This suggestion was approved, and
in the ensuing discussion, unanimous
approval was given to a letter to Mr.
Smith in the following form:

n
tr&hﬂlnilis refers to your letter of December 13, 1949,
Yequegty ®d through the Federal Reserve Bank of New York,
the authng @ ruling by the Board on a question concerning
Puncy Ority of your institution to perform certain
by .00 in comnection with letters of credit confirmed
San Fr Of America National Trust and Savings Association,
woneisco, California.

the Purzur Question relates to a transaction involving
®Xportey 25 Of wheat by an Ttalian firm from an American

porter' As you describe the transaction, the Italian
oulg o’ in order to provide for payment for the wheat,
lette, —iUeSt an Italian bank to establish an irrevocable
It&lia,no Credit in favor of the American exporter; the
ang Savy ank would request Bank of America National Trust
%0 the o 88 Association to advise and confirm the credit
Creqiy :POrter and would give instructions that the

®ricq y Made available for payment in New York; Bank of
th creq @tlonal Trust and Savings Association would advise
tion X it directly to the exporter, adding its confirma-
Bang or rehdering the credit available for payment at
Of the ,.°rica; in order to expedite the notification
Trugy, paoelt to the exporter, Bank of America National
America b Savings Association might request Bank of
18d ooy Y Vire to advise the exporter that the credit
by air p Ssued and that the original was being forwarded
oy pr:il5 and, when the wheat was shipped, the exporter
le they . CRt the required documents to Bank of America and,

¥
e"DOrter‘,':rgri?torder, Bank of America would pay the




153

)50 .

"As you know, under section 25(a) of the Federal
Roserve pot, corporations are organized for the purpose
ot 'engaging in international or foreign banking or '
Sther International or foreign financial operations.

® language of this section is somewhat different
from gy of section 25 of the Federal Reserve Act,
¥hich @uthorizes national banks to invest in corpora-
bions 'Principally engaged in international or foreign
“kingt Under section 25(a), Bank of America is
ot Permitteq to carry on any part of its business in
:he Uniteq States except such as in the judgment of
fhe 8rd shall be incidental to its international or
oreiﬁn buSineSS. i t the present

© Question which you raise is a

:ime gthetical one aid it is probable that the o
r&nsactions as they actually develop will vary from
58 to cage and may differ in some respects from the
hVPOthetical situation presented. Moreover, we do
ot knoy 8t this time to what extent your corporation
ay have Occasion to engage in transactions of this
t;ea *elated character in the United States or what
fore WI€ Of its business in the international or

reign field may vpe. s
of ter careful consideration of the various aspec

thig Datter, the Board has decided that, without
ob je U8 upon the question presented, it will offerfno
Amg Stion gt this time to the performing by Bank o

l‘iQa

Bog °f the functions described in your letter. The
Porme s h°WeVer, from time to time on the basis of in-
o rm&tion

tion
developed by examination of your corporat
- Otherwise: Wiﬁl consider whether or not the business

°1Educted by Bank of America in the United States, in-
letiing transactions similar to those outlined in your
r

tal to

t > 1s 1n the udgment of the Board inciden

Tﬁ: 1nternat10nal gr foreign business of Bank of America.
he~SeBO&rd's Judgment upon any such question will be

Of pm PON the nature of the business comducted by Bank
Inte Tica in the United States, its relationship to thed
uponrna lona) or foreign business of the corporation, an

%o o °UCh other factors as the Board may deem relevant
In whiroper determination of the question. In any case
c

be

8¢ he Board, after such discussion as may

1tsessary’ ey her;after determine and advise that in

Stati“ °0t a particular type of business in the United
S 1s not incidental to the international or foreign
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bu
expsiness of Bank of America, the Board will, of course,

e
g ct the corporation as promptly as possible to make
afte adjustments as may be necessary to bring its

% tirs Into conformity with the Board's determination
he matter, "

Unanimous approval was also given
to a letter to Mr. Sproul, President of
the Federal Reserve Bank of New York,
transmitting the letter quoted above
to Mr. Smith, reading as follows:

tr&hSm?iis refers to your letter of December 16, 1949,
Rusgey ging a letter dated December 13, 1949 from Mr.

ericy n Sm}th, Executive Vice President, Bank of
the Bo > New York, New York, requesting a ruling by
B&nk O?rd on.a question concerning the authority of
connectiﬁmerlca to perform certain functions in
0 cn with letters of credit confirmed by Bank
ranc? National Trust and Savings Association,
N S8Co, California. Reference also is made
g -i i€bout's letter of January 13, 1950, concern-
"ES latter,
date ren§1°sed herewith is the Board's letter of this
&PDrGCip Ying to Mr. Smith's letter. It will be
Smity 2ved if you will forward the letter to Mr.
files.ang Copy of the letter is enclosed for your
eserve Baa Copy also is being sent to the Federal
nk of San Francisco for its information."

Furt,
: her reference was then made to the situation described by

ZYnmz
ak

in connection with the circular distributed by First
Ng) Ba

11‘.3 N&w

Bay
{o
Bk of Boston as to the service that could be rendered by

Ork
Subsidiary, First of Boston International Corporation.

In
Te
an inquiry from Chairman McCabe, Mr. Millard reviewed

th
. poli(:y

a
exm“ha ™4 practice followed with respect to the supervision and
tion
p&wig °f foreign banking corporations operating under the
ions
)
¥ sections 25 and 29(a) of the Federal Reserve Act, as
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e
A in the memorandum approved by the Board on February 16, 1937.

It was agreed unanimously that Mr.
Millard would review the current policy
of examination of foreign banking
corporations operating under agreement
with the Board and submit a recommenda-
tion to the Board with respect thereto.

B Mr. Wilkes withdrew at this time and Messrs. Horbett, Assistant
re t

¢
°T) Division of Bank Operations, Noyes, Assistant to the Director
Di” P p) yes, )’

°f1£:°n of Research and Statistics, and Anderson, Economist, Division
farch gng Statistics, joined the meeting.

N Before this meeting each member of the Board had been furnished

. Vof o Demorandum from Mr. Young dated February 7, 1950, prepared

ﬁQQOrd
Wity 80ce with the discussion at the meeting on January 31, 1950,

reg e
ot y Peet to the uniform reserve plan. After presenting the results
e

8
e
% P Tcentageg of 26, 15, and 4, respectively, to interbank, other
ang,
an
vy d time deposits of all member banks and of 26, 1k, and 4 to
8§,

r cl
. 358es of deposits of all commercial banks, the memorandum
eq t

e
they Question whether, in view of the release of reserves and
T conty,
Loy
the
un
al, forn reserve plan, it might be desirable to consider an
er

n&‘tin
Yeng, 8PProach which would eliminate the present problem with
Ve

L that apparently would be necessary in order to gain support

clit
Youg ¥ designations. Such an alternative, the memorandum suggested,
§)
Smwi Tequest Congress to eliminate the present requirement of
On
o
Uagy T the Federal Reserve Act that, to be eligible for per-
on

Car
TY¥ reduced reserves, a central reserve or reserve city
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must be located in an outlying district of the city, and

0
Elve
\ the Boarg authority (1) to grant permission to any member bank

Ctateq
in o céntral reserve city to meintain the reserves required
QSQr
Ve city banks or "country banks", provided the general

acte
i T of itg business was similar to that of member banks located
o p

esErv
€ cities or in nonreserve cities, respectively, and (2) to

Tan
Pe
g ™Mission to any member bank located in a reserve city to main-

ay
U the reserve

of required of country benks, provided the character
i

ts b
us
iness ygg similar to that of member banks located in non-

Th
iy °Te followed a general discussion of the test percentages
Sented

. in the memorandum and of the alternative proposal for a
‘8o 1

n
Tegqe the law with respect to permitting banks to carry reduced

re
itw quirements. It was the consensus that the memorandum, which
LH]

agre
®d should be sent to the Federal Advisory Council as a

&sis £o

ﬂ“ulq i Uscussion at the meeting with the Council on February 21,
&mimin TeViseq to present the uniform reserve plan with maximum

88 ¢ e q percentageS, and that it should also include a suggestion
Actto permjsir&bility of amending Section 19 of the Federal Reserve
&nksfb . b the Board to reclassify central reserve and reserve city
d%msrt ®SeIve purposes on the basis of the mature of their

> Tg
ther than their location.
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Following a discussion, it was under-
stood that Mr. Young would revise the
memorandum in the light of the discussion
at this meeting and that the revised draft
would be submitted for the consideration
of the Board at a meeting on Friday,
February 10, 1950.

M
®ssrs, Horbett, Noyes, and Anderson withdrew from the meeting

ag this tine

Mr
of * Szymczak referred to the letter from Mr. Sproul, President

€ Feg,
°ral Reserve Bank of New York, dated January 23, 1950, with
Ctt

g 4,

Tespe
)
his DProposed trip to Europe in May and June of this year

the
understanding at the meeting of the Board on January 31,

» Vhat
10 he (Mr, Szymczak) would prepare a draft of reply to the
Sr

Oor
fonsideration by the Board. Mr. Szymczak stated that after

eri
to "8 a1l the circumstances, he would recommend a brief letter

* Spro
hﬂp ul telling him that the Board concurred in his making the

Following a discussion, unanimous
a&pproval was given to a letter to Mr.
Sproul reading as follows:

"
GOverngr:aVe brought to the attention of the Board of
o your letter of Jenuary 23, 1950, regarding your
the pg . Urope this spring and I am pleased to say that
tliney 4 0RCUrs in your meking the trip as you have
8brq 1t, including some vacation while you are
w1Sh1né The other members of the Board join me in
results Zou & most pleasant journey with beneficial
© Your health and that of Mrs. Sproul."

ot “1Te this meeting there had b irculeted the memb
the B ng ere ha een circulated among the members

Oarq
& draft of letter to Mr. Meyer, Assistant Vice President
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Of the

F
. deral Reserve Bank of Chicago, prepared in response to his
etter

o

£ January 27, 1950, with respect to a new salary structure

Or en
pl
OVees of the Detroit branch of that Bank. The draft of

e
Ply haq been circ

¢ ulated at the request of the Personnel Committee
0

T g
Pproval and Mr
the

« Vardaman raised a guestion as to how frequently

3

"Ployee a1

6 ary structure at a Federal Reserve Bank or branch would
revised under the

0

¥ the drast

8§

procedure being followed. During a discussion
> 1t was stated that it was contemplated that salary

- f the Reserve Banks and branches would be revised only
he y,
as
e, is or local surveys made from time to time covering the
] of
s
the alarieg among progressive industrial and business firms in

Same |
o
calities, that as a matter of practice changes in such

8%,
ructul‘es were
ang Mede only infrequently, and that this was the first
Q il). %
Deyg he Structure for the Detroit branch since the present
0

ey
l&ssifiCation plan was approved on August 28, 1947.

. Thereupon, unanimous approval was
glven to the letter as follows:

n
requesziierence is made to your letter of January 27, 1950,
Qlassif cgtapproval of a new salary structure under the Job
% of tion end Salary Administration Plan for the Detroit
a8 approvege Federal Reserve Bank of Chicego which you state
oot e by the Board of Directors on Januery 26, 1950.
011°Wing %ard approves, effective March 1, 1950, the
Srades at ™nimun and maximum saleries for the respective

the Detroit Brench:
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Minimum gafimum

"Grade Sals ala

1 $1500 $1980
2 1680 2220
o 1860 2520
L 2100 g?gg
> 2340
6 2580 3480
7 2880 3900
8 3180 3300
o 3540 700
10 3900 5200
11 4300 5800
12 4800 6500
13 5400 7200
14 6000 8100
L 6700 9000

w16 7500 10100

The Bo ves the payment of salaries to the
teiloyess, oiiiraiﬁii officerﬁ,ygithin the limits specified
emr © grades in which the positions of the respective
employees are classified. It is assumed that all .
grployees Whose salaries are below the minimum of their
brgdes 83 a result of the structure increase will be
Pr e Within the appropriate range as soon as

“¢ticable and not later than June 1, 1950,

STerence was then made to a memorandum from Mr. Thomas

"eteq Jany,

¢ ¥ 13, 1950, recommending that the Board suthorize publi-
Qtio
n
in pamphlet form of a statistical study of Regulation V loans
re
Pareq in tpe Dy
q be
b ®n iy ¢irculation for approval and Mr, Vardeman had stated that
DI‘Q
DOSQ
by : "4 that, he considered it desirable to review all such
¢

ision of Research and Statistics. The memorandum
4 the need for printing 3,000 copies of the pamphlet as

%08 1n the light not only of their usefulness but the extent

they Should be given free distribution.
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Following a discussion, the recommenda-
tions in the memorandum were approved unani-
mously with the understanding thet in accord-
ance with the action at the meeting of the
Board on Februery 3, 1950, further considera-
tion would be given by the Personnel Committee
to the extent to which the proposed publica-
tion should be given free distribution.

At
o this point Messrs. Riefler, Thomas, Leonard, Vest, Nelson,
arq
? &nd Young withdrew, and the action stated with respect to

tacy
°T the Matters hereinafter referred to was taeken by the Board:
Federal l:‘in“tes of actions taken by the Board of Governors of the
Sserve System on February 6, 1950, were approved unanimously.
Memorangg from Mr. Bethea, Director of the Division of Admin-

Ist
Tat iv
€8s
erVices, recommending that the resignations of the follow-

S
eeq N that Division be accepted to be effective, in

r
Ance
With their requests, at the close of business on the dates

indic

Dagg ved:

Memoof

2

Zgﬁ? Lo Jame Title Effective Date

gﬁU?O ; one W, Klaprat Clerk February 17, 1920
50 arl J, Nickens Laborer February 10, 1950

Velyn B. Shafferman Clerk March 31, 1950

Approved unanimously.
ett
®r to Mr, James A. McCullough, Director, Fiscael and Trade

lvis ,
fgh&w lon, Economic Cooperation Administration, reeding as
()

"

T
Yoyp legi Board has considered the request contained in
®r of February 2, 19950, addressed to Mr. Ralph A.

> Virector of the Division of Research and Statistics,
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sznimis willing to make available the services of Mr.

aSBist? and Miss Lichtenberg for the purpose of

for 'of?g you in your analysis of the use of ECA funds
shore procurement'. This is on the under-

5t

tiggding that the work will require some part of the

appr °f these two staff members for a period of
OXimately two weeks."

Approved unanimously.

of g Letter to Mr. Clarke, Secretary of the Federal Reserve Bank
3
¥ York, Teading as follows:
n
Dentg ?fl-e Board of Governors approves the reappoint-
Wilyy,, SSTS. Arthur G. Nelson, Edward J. Noble and
Compy H. Pouch as members of the Industrial Advisory
€€ for the Second Federal Reserve District
» 1959 <oF terms of one year each beginning March
Xecut iy in accordance with the action taken by the
Februa © Committee , as reported in your letter of
¥ 2, 1950.

SSrVe £

n
the smﬁ 1s noted from your letter that, in view of
Section 1 volume of applications for loans under

Onsiqe 13b of the Federal Reserve Act, the directors
Nempepe’ 1t inadvisable at this time to seek additional

V&canciegi:"the Committee to £ill the two existing

Approved unanimous

Secretary.






