
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Tuesday, January 9, 1951. The Board

met in the Board Room at 10:35 a.m.

PRESENT: Mr. McCabe, Chairman
Mr. Vardaman
Mr. Norton
Mr. Powell

Mr. Carpenter, Secretary

Thera was presented a memorandum dated December 8, 1950,

from Mr. jethe a recommending that Joseph E. Kelleher be appointed

Assistant Director of the Division of Administrative Services and

that his salary be fixed at $7500 per annum, effective immediately.

The recommendation was submitted with the understanding that the

appointment would be on a nonpermanent basis pursuant to the proce-

dure adopted by the Board on December 29, 1950.

Mr. Vardaman stated that in view of the fact that Mr. Boothe,

formerly Assistant Director of the Division of Administrative Serv-

ices, was transferred from the Division of Administrative Services

to the Division of Selective Credit Regulation to work on the V-Loan

program, it should be understood that Mr. Kelleher's appointment

should be as Acting Assistant Director of the Division.

After discussion, the appointment of Mr.
Kelleher as Acting Assistant Director of the
Division of Administrative Services was ap-
proved unanimously with the understanding
that the appointment was on a nonpermanent
basis pursuant to the action of the Board on
December 29, 1950, and his salary was fixed
at the rate of $7500 per annum, effective
immediately.
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At this point Mr. Sherman, Assistant Secretary, Mr. Kenyon,

Assistant Secretary, Mr. Thurston, Special Assistant to the Board,

Mr. Thomas, Economic Adviser to the Board, Mr. Vest, General Counsel,

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

Schmidt, Acting Chief, Business Finance and Capital Markets Section,

Division of Research and Statistics, joined the meeting.

There was a general discussion of the considerations in-

1,131ved in the question whether there should be an increase in margin

requirements, and it was understood that Chairman McCabe would

discuss the matter with the Chairman of the Securities and Exchange

C4)mmission and that the matter would be considered again at a later

fleeting in the light of that conversation.

Mr. Schmidt withdrew from the meeting at this point.

At Mr. Norton's request, Mr. Carpenter reviewed the proce-

dure followed in recent years in connection with visits to Washington

officers of State bankers associations arranged principally by

the American Bankers Association, stating that he had been informed

111 Mr. Needham, General Counsel of the American Bankers Association,

that similar visits would be arranged this year, that the delega-

ti°ns from the bankers associations would visit the Treasury, the
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Comptroller of the Currency, and the Federal Deposit Insurance

Corporation as well as representatives from their State in

Congress, and that Mr. Needham had raised the question whether

the Board would wish to continue the practice it had followed

in the past of inviting the association representatives to have

luncheon in the Board's dining room toward the end of the visit

of each delegation. He also stated that the Mississippi dele-

gation would be in Washington the week of January 22, the Missouri

delegation the week of January 29, and the Louisiana delegation

the week of February 5, and that letters received by members

of the Board and its staff indicated that the Illinois Association

would be in Washington during the week of February 12.

Following a discussion, it was agreed
unanimously that invitations would be ex-
tended to the four delegations mentioned
above to have luncheon with the Board
during their visits to Nashington, that
similar invitations would be extended to
other delegations of State bankers asso-
ciations visiting Washington during the
coming year, and that the Board would pay
the costs of the luncheons served to the
members of the delegations.

Mr. Vest stated that he had received a telephone call

inviting him to attend a meeting in the office of Mr. Bergson,

General Counsel of the Office of Defense Mobilization, on
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Thursday, January 4, 1951, at 3:00 p.m. to discuss possible

legislation, and that although he was unable to attend, Mr.

Solomon, Assistant General Counsel, went in his place. Mr.

Vest went on to say that Mr. Bergson made a brief statement

to the representatives of agencies present indicating that he

was, in effect, acting on behalf of Mr. Charles Murphy of the

White House Staff and that he wished to request the various

agencies to submit not later than Friday, January 19, 1951,

proposed legislation amending or revising the Defense Produc-

tion Act of 1950 or other legislation of a defense character.

Such proposed legislation should be in actual completed draft

form and ready for introduction in Congress, Mr. Vest said, with

the thought that it might be included in an omnibus bill or in

several different bills. He also stated that it was indicated

that such legislation as was included in the program would be

Presented as an Administration measure with the support of

the Office of Defense Mobilization.

During the ensuing discussion
it was agreed that Mr. Vest should
prepare for the consideration of the
Board drafts of legislation which
would (1) extend the authority for
regulation of consumer credit and of
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real estate credit and also

authorize the Board to prescribe

regulations relating to existing

real estate construction as well

as new construction, and (2) ex-

tend the authority for the V-Loan

program and voluntary agreements

by financing institutions for the

restriction of credit.
There was also a discussion of

proposed changes in the Assignment

of Claims Act which had been suggested

by the American Bankers Association in

order to assist in financing defense

contracts, and it was understood that

material would be pTesented to Mr.
Bergson for possible inclusion in an

omnibus bill which would amend that

Act along lines agreed upon by the

Department of Defense, the American

Bankers Association, and other
guaranteeing agencies, to provide

for the protection of banks lending

to Government contractors. In addi-

tion, it was agreed that, in order to

expedite the proposed changes in this

Act, steps would be taken to have a

separate bill introduced for this

purpose as promptly as possible, it

being unuerstood that the Defense De-

partment and the Office of Defense

Mobilization would sponsor such

legislation.
During a discussion of possible

legislation with respect to authority

of the Board to increase reserve re-

quirements of member banks, it was agreed

that no request for legislation on this

question should be included in the pro-

posed omnibus bill because of the con-

troversial character of the matter.
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It was also agreed that in the
absence of further developments the
Board should not propose legislation
at this session of Congress with re—
spect to bank holding companies and
Federal Reserve Bank Branch building
cost limitations, but that, if an
opportunity is presented later, an
amendment should be proposed to grant
authority for one Federal Reserve bank
to pay out notes of another Federal
Reserve Bank without payment of a
penalty.

82

In a discussion of legislation with respect to capital

requirements of member banks, it was agreed that such legislation

would not cone within the scope of defense legislation referred to

by Mr. Bergson. It was felt, however, that at the 'proper time

separate legislation should be introduced and that steps should be

taken to obtain support of the Comptroller of the Currency and of

the Chairman of the Federal Deposit Insurance Corporation for

legislation along the lines proposed at the last session of Con—

gress. Chairman McCabe suggested that Mr. Powell discuss the

matter with the Comptroller of the Currency and the Chairman of

the Federal Deposit Insurance Corporation for the purpose of seeing

What could be worked out, and Hr. Powell stated that in such dis—

cussions he would like to present for consideration other Changes

designed to get support for the legislation including the suggestion

that all State banks accepted for membership in the Federal Reserve
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System should should previously qualify for deposit insurance. Mr. Powell

made it clear that this mould not affect in any way the existing

authority of the Board to admit State banks the deposits of which

were now insured.

This suggestion was discussed and
it was understood that Mr. Powell would
discuss the matter with the Comptroller
of the Currency and the Federal Deposit
Insurance Corporation in the light of
the consideration given to it at this
meeting.

Chairman McCabe then called upon Mr. Thomas who reported

briefly upon developments in the open market during recent weeks.

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

exception of Messrs. Carpenter, Sherman and Kenyon withdrew, and the

action stated with respect to each of the matters hereinafter re—

ferred to was taken by the Board:

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on January 8, 1951 were approved unanimously.

Memorandum dated December 20, 1950, from Mr. Marget, Direc—

tor of the Division of International Finance, recommending that the

temporary indefinite appointment of Miss Dorothy Grifasi, a clerk—

stenographer in that Division, be extended on a permanent basis ef—

fective January 9, 1951, with no change in her present basic salary

at the rate of $2,875 per annum.

Approved unanimously.
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Memorandum dated January 4, 1951, from Mr. Phelan, Acting

Director of the Division of Selective Credit Regulation, recommend-

ing that Mrs. Margaret L. Wolfe, Secretary to Mr. Boothe, in the

Division of Administrative Services, be transferred to the Division

Of Selective Credit Regulation as Secretary to Mr. Boothe, with no

change in her present basic salary of $51600 per annum, effective

January 21, 1951. The memorandum also stated that Mr. Bethea con-

curs in this transfer.

Bank

Approved unanimously.

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

of Chicago, reading as follows=

"This refers to your letter of December 201 1950,
enclosing a copy of a letter dated December 18, 1950,
from the Harris Trust and Savings Bank of Chicago in
which that Bank expresses Lhe feeling that, under the
amendment to the standard form of guarantee agreement

prescribed by the Board on December 41 1950, the guar-
antor should assune liability, in the case of a revolv-
ing credit, for the guaranteed percentage of all SUM
recovered from the financing institution by the Govern-
ment, even though greater than the Tecified maximum
amount of the credit.

nWe have not formally taken this matter up with
the several guaranteeing agencies. However, it would
appear to us that it is not contemplated that the guar-
antor's liability in any case would exceed the guaranteed
Percentage of the maximum amount of the credit as stated
in the financing arrangement and representatives of the
guaranteeing agencies with whom we have informally dis-
cussed the question agree with this view.

With respect to the Bank's suggestion in a parti-
cular case now pending that the guaranteed percentage
be increased to 100 per cent in the event of any recov-
ery by the Government, AT understand that this case is
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"still having having consideration by the Department of the
Air Force. In any event, of course, such an amendment
to the guarantee agreement would not be permitted in a
particular case unless the amendment is approved for
general use in all cases.

"It is our feeling that only an amendment to the
Assignment of Claims Act of 1940 can provide a com-
plete solution to the problem and efforts are now
being made to reach agreement with respect to specific
language satisfactory to the American Bankers Associa-
tion aad the interested Government agencies in order
that the enactment of such an amendment can be ob-
tained at the earliest possible date."

Approved unanimously.

Letter to Honorable Harley M. Kilgore, United States Senate,

Washington, D. C., reading as follows:

"In accordance with previous correspondenCe with
your office an December 8 and December 14, we arranged
with the Federal Reserve Bank of Richmond to send a
Regulation W representative to Spencer, West Virginia,
for the purpose of discussing Regulation IN with Mr. W.
R. Vineyard, President of the Standard Furniture Com-
pany, Inc., of that city. We have now received from
the Federal Reserve Bank of Richmond a report of the
visit of Mr. B. F. Armstrong, Assistant Cashier of
the Baltimore Branch of that Bank, with Mr. Vineyard
in Spencer on December 20.

"Mr. Armstrong reports that Mr. Vineyard was
both surprised and gratified that a special trip had
been made for the purpose of discussing the regulation
with him. It developed during the conversation that
Mr. Vineyard did not have a thorough knowledge of the
regulation and had been insisting on terms and condi-
tions more strict than those required by Regulation W
in connection with his sales of listed articles to
farmers and others. Mr. Vineyard was particularly
concerned about the tremendous decrease in his Novem-
ber sales of 1950 over sales for a similar period of
1949. He indicated, however, at the close of Mr.
Armstrong's visit that 'approximately 50 per cent of
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"'his loss in sales could be attributed to his lack
of knowledge of the re gula ti on '

"Both the Board and the Federal Reserve Bank
of Richmond appreciate this opportunity of being
able to correct a misunderstanding which had led
to sone resentment of the regulation."

Approved unanimously.

Letter to Honorable Francis E. Walter, House of Represen-

tatives, Washington, D. C., reading as follows:

"This refers to your letter of December 15 with
which you enclosed a letter from Mr. George A. Sundberg,

Cashier, Bethlehem National Bank, Bethlehem, Pennsyl-

vania, relative to this Board's Regulation W concerning

consumer credit.
"We feel certain you will agree that it is diffi-

cult to consider Regulation W and its intended purposes
apart from other monetary and fiscal policies all of

which are directed at reducing heavy inflationary pres-
sures. The re gulat ion, of course, is designed speci-

fically to dampen demand for consumer credit because
of the heavy impact of such credit throughout the

economy during a period such as the present when the

entire price structure is subjected to severe upward

pressures because of increases in the money supply.
It was these pressures which the Board found unabated
and which caused it to adopt the terms presently in-

corporated in the regulation.
"The regulation, of course, far from prohibits

the instalment sale of articles subject to its pro-

visions. If, however, it accomplishes its purpose
of restricting the expansion of consumer instalment
credit, it is inevitable that readjustments must be
made by many businesses and individuals. If a more

sustainable relation of demand to supply is attained
in the fields affected, and in the economy generally,
it will help to avert the danger of further serious

inflation with widespread hardship. With regard to
the question of specific hardship as it relates to
the purchase of satisfactory automobile transporta-
tion, it would appear that the regulation eases rather
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"than creates such hardship in the case of lower
income groups. As Chairman McCabe pointed out in
his statement of December 8 delivered before the
Joint Committee on Defense Production, cars, new or
used, are available at vriolls prices to meet the
budgets of practically all workers who want or need
cars, and these cars cost less than they mould have
cost in the absence of Regulation W. In the thought
that you would find the Chairman's detailed state-
ment on the regulation of interest, we are enclosing
a mpy.

"As you requested, we are returning Mr. Sundberg's
letter for your files."

Approved unanimously.

Letter to Honorable George A. Dondero, House of Represen-

tatives, Washington, D. C., reading as follows:

"This refers to your letter dated December 5,
1950, relative to this Board's Regulation W concern-
ing consumer credit.

"We feel certain you will agree that it is
difficult to consider Regulation W and its intended
purposes apart from other monetary and fiscal poli-
cies all of which are directed at reducing heavy
inflationary pressures. The regulation, of course,
is especially designed to dampen demand for consumer
credit because of the heavy impact of such credit
throughout the economy during a period such as the
present when the entire price structure is subjected
to severe upward pressures because of increases in
the money supply. It was these pressures which the
Board, after a thorough appraisal of all the factors,
found unabated aid which caused it to adopt the terms
presently incorporated in the regulation.

"If the regulation is to be effective, it must
Of necessity affect the business of those subject
to it. If their business were as great under Regu-
lationW as it would be in the absence of the regu-
lation, then there mould be no point to having the
regulation. At the same time, the regulation helps
rather than penalizes the consumer of moderate or
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"low income and helps where help is most needed--
in the farm of lower prices. Automobiles, new or
used, are available at various prices to meet the
budgets of practically all workers who want or
need them. These automobiles cost less than they
would have cost in the absence of Regulation W.
Furthermore, it is believed that prices are lower
for other articles listed in the regulation and
also for articles not listed than they would have
been without the regulation. The real hardship
for the snail businessman and the typical consumer
comes not from the measures designed to combat in-
flation, but from the rising prices that accompany
inflation.

"In the thought that you would be interested
in his detailed analysis of some of the questions
raised in your letter, we are enclosing a copy of
the text of a statement made by Chairmen McCabe
to the Joint Committee on Defense Production on
December 8."

Approved unanimously.

Memorandum dated January 2, 1951, from Mr. Sloan, Assistant

Director of the Division of Examinations, submitting for approval

letters to the following foreign banking corporations, the first

four of which were organized under State laws but operate under

agreements made with the Board pursuant to the provisions of

section 25 of the Federal Reserve Act, and the last two of which

were chartered by the Board under the provisions of section

25(e) of the Act, requesting that they submit reports as indicated,

t°gether with a letter to the Federal Reserve Bank of New York

advising that Bank that the corporations were being requested to

submit the reports called for to the New York Bank for trans-

rnittal to the Board of Governors:
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iSankers Company of New Iork New York, N. Y.
First of Boston international

Corporation New York, N. Y.
International Banking Corporation New York, N. Y.
Morgan & Cie. Incorporated New York, N. Y.
The Chase Bank New York, N. Y.
Bank of America New York, N. Y."

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks,

reading as follows:

"A question has been received as to whether a
pipe or tile connecting an existing structure of the
kind covered under Group D of the Supplement to Regu—
lationlif to a main sewer line which also serves other
properties is a listed article under Group D.

"The Board is of the view that such connecting
pipes or tiles yould be 'in connection with existing
structures' and, therefore, are listed articles for
the purposes of Group D.“

Approved unanimously.

cretary.
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