
Minutes of actions taken by the Board of Governors of the

4461'81 Reserve System on Thursday, December 21, 1950. The Board

niet in the Board Room at 11:35 a.m.

PRESENT: Mr. McCabe, Chairman
Mr. Eccles
Mr. Szymczak
Mr. Evans
Mr. Vardaman
Mr. Norton

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Thurston, Assistant to the Board
Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Economic Adviser to the Board
Mr. Vest, General Counsel
Mr. Young, Director, Division of Research

and Statistics
Mr. Horbett, Assistant Director, Division

of Bank Operations
Mr. Koch, Chief, Banking Section, Division

of Research and Statistics

Chairman McCabe stated that in accordance with the understand-

3t the meeting on December 18, he talked with Secretary of the

1'418147 Snyder on December 191 and that after informing Mr. Snyder

that
the Board felt it should take action to increase reserve re-

14rl'erilent5 of member banks, Mr. Snyder stated that he questioned

tIle effectiveness of such an increase as a means of restraining

ex10 ion since the Federal Reserve would have to purchase

sold by member banks to meet the increase, but that he

11°4/4 Ilet raise any opposition to the Board's taking the move.

Chairman McCabe said that he also discussed the matter with
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211#

ellairles E. Wilson, Director of the Office of Defense Mobilization,

8414g Mr. Wilson's opinion as to whether the increase would interfere

Ilith the defense program, that Mr. Wilson said he would not think

/k)uld, but that he would like to check with some of his staff and

'/ould let Chairman McCabe hear from him.

Chairman McCabe went on to say that he also talked with

4aators Robertson and Maybank who saw no objection to the increase

b"hat the former urged that it be discussed with Mr. Wilson as

as Mr. Symington, Chairman of the National Security Resources

11141t and Mr. Valentine, Administrator of the Economic Stabilization

AcLeY, to find out whether they had any objection. Chairman McCabe

414 that he assumed Mr. Wilson would check with Messrs. Symington

4116. v
alentine before calling him.

The Chairman said that yesterday he also talked briefly with

r
'eYserling, Chairman of the Council of Economic Advisers, and that

XeYserling said that in view of the changed situation the pro-

Increase would probably have to be viewed differently now than
8. cou

1)1e of months ago when he was strongly opposed to an increase,

441th" he (Mr. Keyserling) would like to turn it over in his

1141 elld would get in touch with Chairman McCabe shortly.

During the ensuing discussion Chairman McCabe stated that

1/1a4A,—. he received a strong objection from Mr. Wilson on the grolinas

thztt it
- would interfere with the defense program, he could see no
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Why an increase in reserve requirements of 2 percent of

deraand deposits and 1 percent of time deposits should not be

814101.1nced toward the end of next week, with the understanding that

"tile increase with respect to demand deposits, 1 percent would

bec°111e effective on January 11 as to central reserve city banks and

reserve city banks and on January 16 as to other banks, and the

1 percent would become effective on January 25 as to central

48erve city and reserve city banks and on February 1 as to other

bam—
and the entire increase with respect to time deposits would

becom
-e effective on January 11 as to central reserve city and reserve

**.banks and on January 16 as to other banks. He added, however,

thett if there was strong feeling on the part of Mr. Wilson or Mr.

4Yes11-ing that such an increase would interfere with the defense

1)r°gl'eray he would wish to reconsider the matter.

Szymczak raised the question whether margin requirements
8110111

d be increased simultaneously, stating that he was prepared
to re

ac)mmend that an increase of 10 percentage points in the amount
or t,

—41rgin required be announced at the same time as the announcement

th
increase in reserve requirements. This suggestion was dis-

1148ed but it was the consensus that no action on margin requirements

ell°1111:1 be taken at this time.

Following a discussion, upon motion

by Mr. Eccles, it was voted unanimously
to increase reserve requirements for all
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member banks by two percentage points
with respect to demand deposits and
one percentage point with respect to
time deposits to become effective on
the dates suggested, with the under-
standing that announcement of the
increase would not be made until
Chairman McCabe had heard from Messrs.
Wilson and Keyserling, that if there
was a strong adverse feeling expressed
by either of them the matter would
be brought before the Board again at
which time it would be given further
consideration in the light of such
feeling, and that otherwise the increase

would be announced on Friday, December
29, 1950.

To carry out the foregoing, the
following amended supplement to Regula-
tion DI Reserve Requirements, was
approved by unanimous vote:

"RESERVES REZIRED TO BE MAINTAINED

BY MEMBER BANKS WITH FEDERAL RESERVE BANKS

"Pursuant to the provisions of section 19 of the
Pedp-ral Reserve Act and section 2(a) of its Regulation

the Board of Governors of the Federal Reserve System

eerebY prescribes the following reserve balances which
Eleh member bank of the Federal Reserve System is re-

rired to maintain on deposit with the Federal Reserve
ellk of its district:

1. If not in a reserve or central reserve city --

(a) 5 per cent of its time deposits until the
opening of business on January 16, 1951, and

6 per cent of its time deposits thereafter, plus
(b) 12 per cent of its net demand deposits

until the opening of business on January 16,

1951, 13 per cent of its net demand deposits

from January 16, 1951 to January 31, 1951,

Inclusive, and 14 per cent of its net demand

deposits thereafter.
2. If in a reserve city (except as to any bank

located in an outlying district of a reserve

city or in territory added to such city by the
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"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 the reserves specified in para-
graph 1 above) --

(a) 5 per cent of its time deposits
until the opening of business on

January 11, 1951, and 6 per cent of
its time deposits thereafter, plus

(b) 18 per cent of its net demand
deposits until the opening of busi-

ness on January 11, 1951, 19 per cent

of its net demand deposits from Jan-
uary 11 to January 24, 1951, inclu-
sive, and 20 per cent of its net
demand deposits thereafter.

3. If in a central reserve city (except as to

any bank located 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 the

reserves specified in paragraph 1 or 2 above) --

(a) 5 per cent of its time deposits until
the opening of business on January 11, 1951,

and 6 per cent of its time deposits thereafter,
plus
(b) 22 per cent of its net demand deposits

until the opening of business on January 11,

1951, 23 per cent of its net demand deposits

from January 11 to January 24, 1951, inclusive,

and 24 per cent of its net demand deposits

thereafter."

Subject to the understanding referred

to above, unanimous approval was also

given to a statement for the press for

publication in the morning papers on

Friday, December 29, 1950 as follows,

and for transmission by telegram to the

Presidents of all Federal Reserve Banks

not later than December 29, 1950:
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"The Board of Governors has increased the amount
of reserves required to be maintained with the Federal
Reserve Banks by banks which are members of the Federal
Reserve System. The increase will become effective
according to the following schedule:
On net demand deposits Effective 
Central reserve city banks

From 22 to 23 per cent
From 23 to 24 per cent

Reserve city banks
From 18 to 19 per cent
From 19 to 20 per cent

Country banks

January 11, 1951
January 25, 1951

January 11, 1951
January 25, 1951

From 12 to 13 per cent January 16, 1951
From 13 to 14 per cent February 1, 1951

21a time deposits
central reserve city and

reserve city banks
From 5 to 6 per cent January 11, 1951

Country banks
From 5 to 6 per cent January 16, 1951
"This action was taken as a further step toward

restraining inflationary expansion of bank credit, in
cordance with the statement issued by the Board August

1950, that the Board and the Federal Open Mirket
ComMittee 'are prepared to use all the means at their
coMmand to restrain further expansion of bank credit
c°nsistent with the policy of maintaining orderly
conditions in the Government securities market.'

"The volume of bank credit and the money supply

re continued to increase despite previous actions

37. the Federal Reserve and other supervisory agencies,

and. efforts of individual banks to be restrictive in

i!ranting credit. Loans of member banks have increased
Y about 7 billion dollars since June, reflecting in

fart seasonal influences and in part accumulation of;4ventories at rising prices. This is an unprecedented
;site of expansion and has contributed to an excessive

u se in the money supply. Moreover, with the end of

%Pal seasonal demands for credit and currency, banks
'-11 have additional funds available for lending. The
D111"130se of the announced increase in reserve requirements

1 to absorb such funds and generally to reduce the
Z ilitY of bsnks further to expand credit that would add,
' inflationary pressures. The increase is timed so as to
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absorb reserves coming into the banks from the post-
holiday return flow of currency.

"The effect of this increase will be to raise the
required reserves of member banks by a total of
aPProximately two billion dollars which, under our
tractional reserve banking system, could otherwise
be the basis for about a six-fold increase in bank
credit in the banking system as a whole.

"After the increase, reserve requirements at
baJaks other than central reserve city banks will be
6tt the maximum legal limits which prevailed during
the war period. Requirements on net demand deposits
at central reserve city banks will be two percentage

13'ints less than the maximum under existing authority
1,11t above requirements that prevailed for these banks
'411ring most of the war period."

Also subject to the understanding
referred to above, the following state-
ment for publication in the Federal
Register was approved by unanimous vote:

"This amendment is issued pursuant to the
!Althority granted to the Board of Governors
uY section 19 of the Federal Reserve Act with
!1'11118.rY regard to the general credit and I-

d

bus
situation. The notice and public procedure

s bed in sections 4(a) and 4(b) of theAbed
Procedure act, and the prior

141b1ication described in section 4(c) of such

Zet, are impracticable, unnecessary and contrary
.2 the public interest in connection with this
-44etdment for the reasons and good cause found

r stated in paragraph 262.2(e) of the Board's
bUles of Procedure (Part 262), and especially

jeeuse such notice, procedure and prior publica-
.."")11 would prevent the action from becoming
7tfective as promptly as necessary, and would
Eerve no useful purpose."

Secretary's note: The Chairman re-

ported to the Secretary on December

28, 1950, that he had heard from
both Mr. Wilson and Mr. Keyserling

and that no strong adverse comment
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was made by either, and the amended
supplement and statement for the press
were issued in accordance with the
foregoing action.

44%

At this point all of the members of the staff with the

ecePtion of Messrs. Carpenter, Sherman, and Kenyon withdrew, and

t4
 
action stated with respect to each of the matters hereinafter

referred to vas taken by the Board:

Minutes of actions taken by the Board of Governors of the

l'ederal--Reserve System on December 20, 1950, were approved unanimously.

Memorandum dated December 19, 1950, from Mr. Horbett,
Assis 

tant Director of the Division of Bank Operations, recommend-

14 44 increase in the basic salary of Frank J. Callahan, a clerk

illtht Division, from $3,475 to $3,600 per annum, effective

1:Jecetber 24, 1970.

11"erve
Bank of Boston, reading as follows:

Approved unanimously.

Letter to Mr. Gilbody, Assistant Cashier of the Federal

"This refers to your letter of December 12
;egarding the penalty of $219.62 incurred by The
ne/iton National Bank, Newton, Massachusetts, on
; deficiency in its reserves for the period ended
"cwerlaber 30, 1950.

"It is noted that the deficiency resulted from
! Misunderstanding of the rules for the maintenance
utr re serves on the part of one of the officers of
the subject bank, and that the bank has had only
0.4° small penalties assessed for deficient reserves
ver a period of ten years.
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"In the above circumstances, the Board
authorizes your Bank to waive assessment of the
penalty in this case."

respect to certain disaster areas where there is
specified finding by the Federal Reserve Bank

°t the district. The section exempts only 'credit
eztended to finnnce the repair or replacement of
Property damaged or lost as a result of' the
di
saster.

the
In addition to the applicable limits as to

time within which the credit must be extended,
the exemption is limited solely to the area designated
DIY the Federal Reserve Bank, even though such area
11441* not encompass the entire Federal Reserve district.

"The exemption is also limited to remedying the
,ctUal injury sustained. As used in the provision,
,repair, is confined to the restoring of the property
;_ouvolved to approximately the condition it was in
before the disaster, and 'replacement' is confined to
ILle replacing of lost property by similar property

i7fing a value substantially equal to or less than
Of the property involved before the disaster.

r" most instances, the exemption extends only to
i!Ps-irs. It covers a replacement only in those cases

Idlich the property was lost in the sense of having
salvage value to the owner, or the cost of a re-

Placement as described above would be less than the
°st of repairs as so described.

1„, "Sections 7(j) and 8(a) require Registrants to
;re records which establish the extent of the damage

1085 and the conformity of the credit with the
'rms of the exemption."

Approved unanimously.

Telegram to all Federal Reserve Banks, reading as follows:

"Section 7(j) of Regulation W applies with

Approved unanimously.

Telegram to Mr. Hitt, First Vice President of the Federal

Bank of St. Louis, reading as follows:
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"This refers to your telegram of December 5, 1950,
concerning the application of Regulation 14 to instalment
1)aper arising out of the sale of a taxicab, fare meter,
and taxi stand by a taxicab company to a taxicab driver
as a usual business transaction.

"In answer to your question, the Board is of the
View that in the case presented the required down
PaYment or maximum loan value should be calculated only
°11 the $900 covering the taxicab.

"The foregoing view is based on the understanding
that the charge for the taxi stand covers an annual
fee which the company collects from all its drivers
fOZ' the privilege of using concessions granted to the
.r4P8.11Y by the municipality and others, and call
u°xes strategically located for the dispersion of
l'equests for transportation. Such annual fee is in
,Prertial reimbursement for the cost of such stands to
11() Company. It is also understood that the agreement
between the driver and the company requires the return
to the company of the fare meter if the driver should
Sever his connection with the company, at which time
the driver would be entitled to a partial refund of
the cost to him of the fare meter. It is understood
flarther that the charges for the fare meter and the
taXi Std apply to a cab driver for the company
lighether he drives a company-owned taxicab, whether
Ile buys his cab from the company, or whether he owned
his cab at the time affiliation with the company began.

"Cases of this kind must, of course, be examined
illaividually, since it will be recognized that additional
charges in connection with listed articles might involve
evasive practices."

Approved unanimously.

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

Of Dallas, reading as follows:

"This refers to your letter of December 6, 1950,
44'1 Your telegram of October 13 quoted therein, re-

the applicability of Regulation W to a mixed
?I'edit consisting of $300 representing an anunclassified
.1hstalment loan and $200 representing the purchase

°f an article listed in Group D.
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"The exception to the first sentence of section
6(d) of the regulation is permissive and its appli-
cation is limited to those cases wherein the major
Part of the credit is for a listed article which has
a longer maximum maturity than the remaining part of
the reguleted credit. In the case cited, inasmuch
as the major portion of the credit represents an un-
classified instalment loan, the exception would not
aPPly and the mixed credit would have to be scheduled
for payment without resort to such exception. There-
fore, as you suggest, the combined credit could be
scheduled for payment with a step-down arrangement
calling for 15 monthly payments of $26.671 followed
by 15 monthly payments of $6.67. If this were not
feasible, the payment terms for the entire combined
credit could not exceed a maximum of 15 months,
unless the $26.67 monthly payments, without step-
down, were scheduled for such combined credit.

"As you pointed out, it is stated at page 6 of
S-1140 (W-66), September 15, 1950, that the exception
to the first sentence of section 6(d) was intended to
afford Registrants an alternative to step-down payments.
You will note, however, that this statement is
qualified by a previous statement indicating that the
exception is applicable only 'in certain circumstances'."

Approved unanimously.

Memorandum dated December 18, 1950, from Mr. Bethea,

D
"or of the Division of Administrative Services, attaching

l'°Ilellers to reimburse the Federal Reserve Bank of Philadelphia

for
services and expenses of Henry Benner and David P. Eastburn,

)1111,3
are on loan to the Board from the Bank to assist the

'A-Lstrator, Office of Real Estate Credit, in matters pertain-

t° Regulation X.

Approved unanimously.
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Memorandum dated December 20, 1950, from the Division of

4111k Operations, recommending that the Reserve Bunks be authorized

Pay the regular semiannual dividend in the amount of $6,640,000,

that the Boston Bank be authorized to transfer from current net

ealllings $150,000 as an addition to its special reserve for

el4lirs and improvements, and that the Cleveland Bank be authorized

tO 
%.0 
"1,
arge off the $12,000 architects' fees paid so far on the

l'ittsburgh Branch building program.

,q)proved unanimously.

Memorandum dated December 14, 1950, from Mr. Noyes, Assistant

Acillaillistrator of the Office of Real Estate Credit, recommending that

Cbttrles E. Baldwin, Jr. be reimbursed in the amount of $60.95 for

ezne„
4- "ses incurred in connection with his acceptance of the Board's

NUest to attend a meeting in Washington on November 30, 1950, for

t4 PUrPose of consulting on an amendment to Regulation X.

Approved unanimously.
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