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Minutes of actions taken by the Board of Governors of the
Feq
ral Reserve System on Wednesday, June 7, 1950. The Board met
in
the Boarq Room at 3:30 p.m.
FRESENT: Mr. McCabe, Chairman
Mr, Eccles
Mr. Szymczak
Mr. Draper
Mr. Vardaman
Mr. Carpenter, Secretary
Mr. Shermen, Assistant Seeretary
Mr. Morrill, Special Adviser
Mr. Leonard, Director, Division of
Bank Operations
Mr. Vest, General Counsel
Mr. Nelson, Director, Division of
Personnel Administration
Mr. Szymezak referred to the discussion at the meeting of
the
°4rd on December 15, 1949, at which it was agreed that the
ecey
: tive Committee of the Retirement System be advised (1) that the
O&rd
Y88 8t111 of the opinion that the arrengement with the Northern
St
Company shourd be terminated, and that the Retirement System
Shouyq
€mploy a qualified individual as an investment menager who
Woul a
: ¥Ork under the direction of the Investment Committee, and (2)
hat
the Boarg would accept temporarily the action taken at the
98 of the Executive Committee on December 14, 1949, but that it
. ®Questeq that the committee make a thorough investigation of the
: bllity ang desirebility of obtaining the services of a competent
tment manager and submit a report thereon prior to the annual
meeti
U8 of the Board of Trustees of the Retirement System in the

Spriy
€ of 1950, so that e final decision on the matter could be
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Teacheq g4, that time. He also referred to the letter to Mr. Gilbert,
hedman or the Executive Committee dated January 13, 1950, con-
°ernj_ng this matter and stated that a subcommittee appointed by Mr.
Young, Chairmen of the Investment Committee of the Retirement System,
“mltteq & report under date of April 14, 1950, copies of which had
"1 sent by Mr. Young to members of the Board, recommending in sub-
Bt&nce that no change be made in the present procedure of retaining
the Northern Trust Company to act as investment adviser and manager
2 the fung, Mr. Szymczak added that the Investment Committee ap-
Proveq the Teport of the subcommittee and that at the request of

himself and Mr, Draper, Messrs. Conkling, Masters, and Pawley of the

Board's Staff hed reviewed the subcommittee report after which they
Mhitteg o memorandum dated May 31, 1950, in which they agreed with

® 8eneray conclusions of the subcommittee. Mr. Szymezak went on to
o that this raised the question of the position the Board should
i Hits @avusaton with the Prasidents of ‘the Federal Ressrve Baxks
s ¥eek since the Board of Trustees of the Retirement System would
tolg its 8nnual meeting on Wednesday afternoon, June 14.

During the ensuing discussion, Chairman McCabe said that, for

48008y oy he had previously stated, he still felt that an individ-

. jLn‘"’S‘bment counsel would produce better results for the retirement

Bht,em than o trust company, and that it would seem desirable to ask

" T8ty of the Pedarsl Remseva Banks £ pantlms et study
0
 the Matter,
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There followed a discussion during which reference was made

%o the Understanding at the meeting on April 29, 1949, at which sev-
o officers of the Federal Reserve Banks who were also officers of
s Retirement System of the Federal Reserve Banks were present, and
"t ¥hiop 1t was agreed that the present investment policy should be

Ubinuegq With changes in investments designed to increase the average
eﬂrnings to a 3% 1evel with the understanding that in the event the
*ings °n investments were not brought up to 3% by the end of 1950,

€re Would pe g determination of the policy which would justify a

Tantee of retirement system benefits.

Chairman McCabe stated that since the matter of investment

Droeedure Was to be reviewed after the end of 1950, the question for

"8 it b’ pinie s Wiethier s, Bokid! sRERIA bake. serious

Neetioy to the report submitted by the subcommittee appointed by
B Yo“ng 88 Chairmen of the Investment Committee. He suggested that

the circumstances, the Board bring forcibly to the attention of

Presidents of the Federal Reserve Banks, all of whom are trustees
= the Tetirement system, at a meeting to be held next week before

® Meeting op the Board of Trustees of the Retirement System, the

s that, the members of the Board questioned whether the Presidents
hag

8lven adequate consideration to the employment of an investment

Qunsel°r: and that it would be desirable to continue the study of the

ter With the view to discussing it agein at a later meeting.
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Mr. Vardaman stated that he would be absent on vacation when
e Boarq met, with the Presidents of the Federal Reserve Banks next
Veek, but that he would like to have the minutes show that he was
*PPoseq to continuation of the arrangement with the Northern Trust
Cmqmny Or any other trust company and favored the employment of an
Westnent, Counselor along the lines suggested by Chairman McCabe.

It was agreed unanimously that
at a meeting with the Presidents to
be held next week prior to the meeting
of the Board of Trustees of the Re-
tirement System, Chairman McCabe would
state the views of the Board substan-
tially as follows:

cis "While the Board appreciates the thorough study
by to this matter by the subcommittee appointed to
o investment management procedure, it can not es-
anpe the feeling that the benefits that would come from
dirinvfstment manager, who would operate under the
ave°t1°n of the Investment Committee and who would
bri: access to competent investment counsel, would
tip € about more effective management of System Re-
coment funds. However, it is understood that the
‘0dings of the subcommittee study are concurred in

he Investment Committee of the Retirement System
oty Perhaps by a majority of the Presidents. In these
COng?mStances, the Board will raise no objection to the

inuation of the existing procedure until the end of
€ current calendar year when it is expected that, in
Cordance with the earlier understanding, the whole
ques?ion of retirement system investment policy (as
v.stlnguiShed from investment procedure) is to be re-
leweq,
"It is the experience of members of the Board that
tment counsel are much more alert than corporate
w;;Stees to changes in economic conditions and trends
thaih make changes in security holdings advisable and
iy they are in a position to increase income with-
the dep&rting from the principles that should govern

investment of funds of this kind. The Board real-

ac

1nve s
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"izes that such a procedure undoubtedly would require
Some additional work on the part of the Investment
C°mmittee, but it is believed that the additional ben-
fits which would flow from the arrangement would more
than compensate for the additional work involved.
"Accordingly, the Board suggests that this question
be given further study and that the Retirement System
etween now and the last meeting of the Presidents Con-
ference ip 1950 undertake to study the experience of
Tetirement,, endowment, and similar funds in New York,
icago, and other principal cities, for the purpose
ok developing further information which would make it
P?Ssible definitely to determine whether the Board's
View in this matter is correct."

At this point Mr. Myrick, Assistant Director, and Mr. Farrell,
Teqnu£al Assistant, Division of Bank Operﬁtions, joined the meeting.

Before this meeting there had been sent to each member of the
ang % COpy of a memorandum from Mr. Farrell dated June 5, 1950 with
"e8Dect o expenses of the Federal Reserve Banks. The memorandum
b O NERR letter to the Chairmen and Presidents of all
Sdere) Reserve Banks dated March 16, 1950, and to comments received
o U8 o e Bariks in Bonredbion WAk SHat Vebter; and contaited

&g
tatement Which at Chairmen McCebe's request the Secretary resd as

rollows:

"It mey be of interest to note that, zmong gen-

irﬁl Comments regerding our cost accounting procedure,
'he Price, Waterhouse report stated that the Board
Shoulg stimulate cost consciousness and other means

rer S8uring progress in the cost control field.' The
€p

N o°rt also contained the following specific observa-
ns:
'Since sslaries are the predominant expense
in the Federal Reserve System, the control
of costs is principally a matter of deter-
Dining that the banks obtain value in services
Commensurate with the compensetion and other
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"'employee benefits paid. It involves the

evalustion of working methods. The nature

&nd volume of the various service operations

of the banks cause the design of these methods

to have even more than their normel importance.

It is our view that, in most circumstances,

the study, design and development of working

methods and procedures and other enalysis of

costs should be handled by an adequate staff

Placed at a level sufficiently high in the

Organization structure of the benks as to be

independent of the various opereting depart-

T ments,!

D discussing hie views informelly with the Cormittee on

s§:°Unting, Mr. Grady, of Price, Waterhouse end Company,
ted that he thought the study of procedures and other

sdalyses of costs should be a full-time job. He said

4 2t he would despair of having this work hendled by a

®Mittee of officers with other duties."

Chairman McCabe referred to the suggestion contained in the
Board's letter of March 16 that, as a part of the topic to be discussed
" the hext President's Conference, consideration be given to the ad-
Visability of appointing a System cormittee composed of representatives

i Chalrmen!d end Presidents! Conferences snd the Board to study

&g ¢
Ubnit g Teport on the problems involved in the budgetary control

) A
xpenSes, vith the understending that such a committee might arrange

:or the Service of outside consultants of their own selection. After
ct&ting the reasons vhy he felt it would be desirable to have such s
wmmnttee 8ppointed, Chairman McCabe suggested that et its meeting

tit e Presidents' Conference next week the Board renew the sugges-—
ti°“ 9T mich & comittes and that it discuss fully with the Presidents
he Problem of effective control of expenses in the Federal Reserve

SYst
W &ng hoy such control might best be atteined.

RASER

aorg/
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Following & discussion, Chairmen
McCabe's suggestion was approved unan-
imously with the understanding that he
would meke a statement substantizally
as follows:

o ¢ "The Boerd would like to have a thorough discussion
desihls.problem and to consider with the Presidents the
Yy rability of appointing the committee suggested in
&5 letter of March 16, 1950, with the thought that the
thzm;ttee would suggest for approval by the Board and
boa dederal Reserve Banks & procedure as to how the pro-
P : Study of the problems involved in an effective
ULrol of expenses would be conducted; that is, whether
siee°°mmittee should arrange for the services of out-
Consultants, whether & representative from each
°ral Reserve Bank should be on the working group, etc.
tever procedure is followed it should be one that
have the full support of everyone concerned so that
Bivs bC&n be an effective solution of the problems that
€eén confronting the System."

ed

t ere

v Messrs, Myrick and Ferrell withdrew from the meeting and Mr.
Oup
. ®s Director of the Divislon of Research and Statistica, joined the

8¢
There was o brief discussion of the contents of a statement

thay
mi
gt be Presented by Chairman McCabe when he appeared before

“i:hszzate Banking and Currency Committee to testify in connection

. Re Proposed Small Business Act of 1950, S. 3625 and H.R. 8565

tha ¢ * 8566, but no conclusions were reached and it was understood
he Datter would be considered at a later meeting of the Board.

At thde potnt allof the members of the FLELE with ‘the excep-

t
ion of MeSSrs.

Wi Carpenter and Shermen withdrew, and the action stated

Te
Spect to each of the matters hereinafter referred to wes teken
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% the Board:

Minutes of actions taken by the Board of Governors of the
Federay Reserve System on June 6, 1950, were approved unanimously.

Memorandum dated May 23, 1950, from Mr. Young, Director of
% Division of Regearch and Statistics, recommending the appoint-
M. of Edward Marcus as an Economist in that Division, with basic
Salary at the rate of $5,800 per annum, effective as of the date

Pon w4
Vhich he enters upon the performance of his duties after having

Pagg
®d the ysual physical examination.

Approved unanimous

/

V A Secretary.






