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Minutes of actions taken by the Board of Governors of the Fed-

eral Reserve System on Monday, April 4, 1955. The Board met in the

Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Mills

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Thurston, Assistant to the Board

Mr. Riefler, Assistant to the Chairman

Mr. Vest, General Counsel
Mr. Solomon, Assistant General Counsel

The following matters, which had been circulated to the members

c3f the Board, were presented for consideration and the action taken in

each 
instance was as indicated:

aCt
Memoranda from appropriate individuals concerned recommending

i°ns with respect to the Board's staff as follows:

Apr,-1-vintments, effective upon the re-
s ective dates of assuming duties 

NaMe and title Division 

Al Data Clift, International
Clerk-Stenographer Finance

113is M. Meye,
Stenographer 

Administrative
Services

Sal increase

ts Thomas E. Summers, Economist, Division of International Finance, from

2435 to $5,940 per annum, effective April 10, 1955.

Qfer and salary increase

tio, Marjorie Kidd, Clerk-Stenographer, Division of Personnel Administra-
", te the position of Clerk-Stenographer in the Division of International

Basic annual salary

$2,950

3,175
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Finance, with an increase in salary from $3,h95 to $3,660 per annum,
effective as of the date of assuming her new duties.

Approved unanimously.

RichmondLetters to Mr. Armistead, Vice President, Federal Reserve Bank of
p reading as follows:

In accordance with the request contained in your let—
ter of March 28, 1955, the Board approves the designation
?f John Franklin Chapman, Jr. as a special assistant exam—
iner for the Federal Reserve Bank of Richmond.

In accordance with the request contained in your let—
ter of March 28, 19550 the Board approves the designation
of the following as special assistant examiners for the
Purpose of participating in the examination of all State
member banks except the bank listed immediately above their
name:

The Farmers Bank of Nansemond  Suffolk Vir.inia

E. J. Carr

The Bank of Virginia, Richmond, VirOilia 
R. Baxter Causey

Approved unanimously.

chi __ Letter to Mr. Diercks, Vice President, Federal Reserve Bank of
'ago, reading as follows:

In accordance with the request contained in your let—
ter of March 23, 1955, the Board approves the appointment
of Herbert A. Dolowy as an assistant examiner for the Fed—
eral Reserve Bank of Chicago. Please advise as to the
date upon which the appointment is made effective.

13°8 ton,

Approved unanimously.

Letter to Mr. Latham, Vice President, Federal Reserve Bank of

reading as follows:

Reference is made to your letter of March 22, 1955,
regarding the request of The Union and New Haven Trust
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Company, New Haven, Connecticut, for an extension to Decem-
ber 31, 1955, of the time within which to establish a
branch in a new shopping center on Dixwell Avenue near the
intersection of Wilbur Cross Highway in the Town of Hamden,
Connecticut*
. After consideration of all of the available informa-
tion, the Board concurs in your recommendation and extends
to December 31, 1955, the time within which The Union and
New Haven Trust Company, New Haven, Connecticut, may estab-
lish the branch at the aforementioned location as originally
approved in the Board's letter dated March 11, 1954.

Approved unanimously.

tors Letter to Mr. F. A. Ferroggiaro„ Chairman of the Board of Direc-
, Bank of America, New New York, reading as follows:

There are enclosed two copies of the report of exam-
ination of Bank of America, New York, New York, made as of
December 3, 1954 by examiners for the Board of Governors
of the Federal Reserve System. The second copy of the re-
Port is for the information and files of Mr. Henry A. J.

nicILITice President and Manager in charge of the Home

After the report has been presented to your directors
for their consideration, please advise the Board of Gov-
ernors regarding the actions taken or contemplated with
respect to the various comments, recommendations, and sug-
pstions of the examiner, as set forth in the letter of

13

transmittal, pages 1-3, and Examiner's Comments, pages

Any other comments you may care to make with regard
to the onerations of the Bank as disclosed by the report
of examination will be appreciated.

Approved unanimously, with the
understanding that copies of the let-
ter to Bank of America and of the re-

port of examination would be sent to
the Federal Reserve Banks of New York

and San Francisco,

Goci Letter to the Board of Directors, State Bank of Cerro Gordo, Cerro
1 (3
4nd 2 contained in the Board's Regulatioli HI the bank's application for
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membership in the Federal Reserve System and for the appropriate
amount of stock in the Federal Reserve Bank of Chicago.

Approved unanimously, for
transmittal through the Federal
Reserve Bank of Chicago.

st. Lo .Letter to Mr. Peterson, Vice President, Federal Reserve Bank of
uls, reading as follows:

Reference is made to your letter of March 24, 1955,
submitting with a favorable recommendation the request of
the Normandy State Bank, Normandy, Missouri, for permis—
sion under the provisions of section 24A of the Federal
Reserve Act to invest approximately $12,000 in the acqui—
sition of a small piece of ground strategically located
between the rear of its present building and fronting on
Pasadena Drive which circles into Florissant Road. You
state this lot will provide badly needed access from the
rear street and has other potential value to the bank.

. The Board has given consideration to the asset con—
management, capital structure and physical needs

of the Normandy State Bank, and, in accordance with your
favorable recommendation, approves the investment of
)proximately $12,000 in banking premises by that institu—

tlon. Please advise the bank accordingly.

Approved unanimously.

Letter to the Board of Directors, Peoples Bank, Long Beach, Cali—
reading as follows:

Pursuant to your request submitted through the Fed—
eral Reserve Bank of San Francisco, the Board of Governors
approves the establishment of a branch by Peoples Bank,
14Ing Beach, California, in the vicinity of the intersection
Of South Street and Woodruff Avenue in a development known
"c8 Dutch Village in an unincorporated area of Los Angeles
°untY, California, provided (a) $400,000 in additional
2aPital funds is supplied, as required by the State Banking
uopartment; and (b) the branch is established within six
months from the date of this letter.

Approved unanimously, for
transmittal through the Federal

Reserve Bank of San Francisco.
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Letter to Mr. Young, President, Federal Reserve Bank of Chicago,
reading as follows:

Reference is made to your letter of March 16 regard-
ing the termination by the Treasury of the acceptance by
Federal Reserve Banks of United States savings bonds for
safekeeping and inquiring whether it would be contrary to
the System policy for your Bank to continue to extend this
service to the Probate Court of Cook County, Illinois, and
to your own employees.

It would seem that these two instances could be con-
sidered as the type of exceptional cases which the Presi-
dents' Conference statement of policy on safekeeping of
securities contemplated should be handled at the discretion
of the individual Federal Reserve Bank.

The statement of policy referred to above was set forth
in the Board's letter of May 2, 1951 (S-1321, F.R.L.S.
#3061.3).

Approved unanimously.

McK. Ke 
Letter for the signature of the Chairman to the Honorable David
Y$ Assistant Secretary of State, Washington, D. C., reading as

This is in reply to your letter of March 25, 1955, re-
garding representation at international conferences during
the fiscal year 1957.

While the statutory responsibilities of the Boardnecessitate a continuing interest in certain international

Trtings$ particularly those concerned with monetary affairs,it ls not possible to indicate at this time any specific
?onferences in which the Board may wish to participate dur-
ing the fiscal year 1957. The Beard's decision is likely
!,0 depend on the agenda of a particular conference and on the degree to which the Department of State or other agencies
arranging for United States representation may require ex-
orts in monetary, banking, or related fields for the UnitedStates 

delegation. Should the Department of State indicate
1.1o/1 a need for any conference, the Board will endeavor to
assist in every way possible.

With regard to the request in the last paragraph of
.);?Ur letter concerning conferences now scheduled for the, 
iscal Year 1956 which may not have been brought to the

Z.itItention of the Department of State, it is possible, al-
°ugh no definite plans have been announced, that a Fifth
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Meeting of Technicians of Central Banks of the American
Continent may be held in Bogota, Colombia, in the first
half of the calendar year 1956, and that the Board may
wish to be represented. However, such meetings, which
deal with the techniques of central banking, are not be-
lieved to fall within the definition of international
conferences. They are purely of an inter-bank character
and the accreditation of an official United States dele-
gation is not involved.

Approved unanimously.

The following draft of letter to Mr. Harry Heller, Assistant Di-

Division of Corporation Finance, Securities and Exchange Commis-

8i°n, Washington, D. G., which had been circulated to the members of the

18"I'd, was presented for considerations

This is in further reference to your letters of Feb-

ruary 7 and February 18, 1955, and their enclosures, con-
cerning whether member banks of the Federal Reserve System
would be permitted to participate in the so-called "Randy

Scott Method" and the "Monday Morning Club Plan" to be used

111 selling shares of the Woman's Income Fund, Inc., an open-
end investment company, the prospectus of which was received

',17 the Securities and Exchange Commission as part of the

r undts registration statement.
As you were advised by its letter of March 4, the Board

referred the matter to the Comptroller of the Currency, so
far as national banks are concerned, since your question
.ejemed to be whether such participation would involve ac-

,17itY contrary to Paragraph Seventh of section 5136 of the

flevised Statutes (12 U.S.C., Sec. 24)) applicable to national
banks. The Board's letter pointed out that section 5136 is

rde applicable also to State member banks of the Federal

(nerve System by section 9 of the Federal 
Reserve Act

U.S.C.„ Sec. 335).
Enclosed is a copy of a letter dated March 18, 1955,

Which the Board has received from the Deputy Comptroller of

"While we 
As you will note, that letter states that

111e we feel that business of the type proposed is defi-

nitely1_ undesirable for national banks, this office does not
'-'0hsider it to be illegal or ultra vires."
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From the information submitted by you, it appears
that the "Randy Scott Method" would be used for sales of
the Fund's shares to women belonging to organized groups
such as clubs and professional organizations. It appears
further that a bank participating in the sale of the
Fundfs shares by that method would be acting only in an
agency and custodial capacity, and that all purchases of
Shares of the Fund by the bank would be solely upon the
order and for the account of persons desiring to purchase
such shares by that method. Apparently, the bank would
accept periodic deposits from each such person and,
either immediately or at certain intervals, use the ac—
cumulated deposits of such persons to purchase for them
Shares of the Fund which would be paid for in full with
such deposits. Any savings in loading charges resulting
from group purchase would be passed on to the various
Persons in the group for whom the bank would purchase
Shares . It appears also that the bank would hold in cus—
tody the shares so purchased and reinvest dividends or
"her distributions on such shares in additional shares of
the Fund. The bank apparently would receive no selling

Fommission„ but would receive a fee from the customer for
the agency and custodial services rendered.

On the basis of the foregoing, the Board does not feel
that such activity by a State member bank would be illegal
under the statutes referred to.

The information supplied with respect to the "Monday
rrning Club Plan" is less detailed with respect to the
l'ankto participation than is that submitted with respect
1,0 the "Randy Scott Method". However, if the essential
nature of the bankfs participation would be the same as
11 the "Randy Scott Method", it would follow that this ac—

=3".:1,l.so would not be illegal under the statutes in

The Board of course, is not in a position to determine
whether such activities by State member banks might conflict
wtth any State law applicable to them.

At the request of the Board, Mr. Vest reviewed the proposed
ber b,

ulIK activity which was the subject of Mr. Heller/3 letter. He

rod to the position taken by the Office of the Comptroller of
Niter

ClIrre
neY, as stated in the draft of reply to Mr. Heller, and said that

mem—

then

the
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the IQ,oard ts staff could not find that any violation of law would be

involved although the staff concurred in the view of the Comptroller's

Office that such activity on the part of member banks would have unde—

sirable aspects.

Governor Mills brought out that oven though no violation of the

statutes was involved, it seemed probable that sooner or later the parties

illterested in selling the open—end investment company shares would indi—

cate in some manner that the participating bank or banks recommended the

Pr°gram and that they also might include the name of the participating

bank
or banks on the prospectus.

Mr. Vest said that the staff recognized such possibilities but

that while the Board could express its views to the Securities and Exchange

C°nInlission regarding the undesirability of the practice, no action appar—

entlY could be taken against the participating bank or banks and he did

not know what an expression of views to the Commission would accomplish.

There was a further discussion of the matter and it was the con-

8ensus 0-L the Board that, although the apprehension of Governor Mills
seemed

this
P°int which would be effective in stopping the practice in view of the

faC t that no infraction of the law appeared to be involved.

Accordingly, unanimous approval

was given to a letter to Mr. Heller in

the form set forth-above, w±th the un—

derstanding that a copy would be sent

to the Office of the Comptroller of the

Currency.

justified, there was nothing that the Board apparently could do at
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There was presented a proposed letter to the Bureau of the

Budget transmitting a draft of report to the Honorable J. W. Fulbright,

Chairman, Committee on Banking and Currency, United States Senate, in

reisP°nse to the Committee l3 request for the Board's opinion as to the

merits of Bill S. 1_427, which would repeal certain legislation relating

to the
Purchase of silver. The principal effect of the bill would be to

elinlinate from the law provisions fixing the price at which silver is

Purchased by the Secretary of the Treasury. The proposed reply would

Point out that to the extent that silver purchased by the Treasury is

monetized through coinage or through the issue of silver certificates,

such Purchases have the effect of increasing the country's money supply,

with a resulting increase in bank reserves and in the bases for credit ex—

'11. The draft would also state, however, that while such arbitrary

additions have no relation to the need for bank reserves and from a credit

Pot 
of view are unnecessary as long as the supply of gold and Federal

Reso„.
've credit continues to be ample, additions to bank reserves through

111°Iletization of silver have been relatively small in amount and can be

Offset •$ lf necessary, so that the purchase of silver does not substantially
fe

c' the general credit or monetary situation at this time. The reply
wolad

conclude by noting that the Federal Reserve had expressed the view

Q4 391ieral occasions in the past that it would not be desirable to extend

11(31 Of silver in the monetary system and by stating that sound rea-
304s continued to exist for

the

revision of the present silver purchase laws.
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At the Boardt3 request, Mr. Riefler commented concerning the

effect of the present silver purchase laws. While expressing the view

that the present legislation was not economically justifiable, he said

that on practical grounds there was no serious problem at this time and

that any inflationary tendencies that might be involved in the monetiza—

tion of silver could, if necessary, be offset by System open market opera—

tions• In all the circumstances, he felt that the proposed letter was

aPPropriately worded.

Following further discussion, unani—

mous approval was given to a letter for

the signature of Chairman Martin to the

Honorable Rowland R. Hughes, Director,

Bureau of the Budget, reading as follows:

In compliance with a request received from the Senate
Committee on Banking and Currency, the Board has prepared

enclosed report of the bill S. 11t27 "To repeal certain
Jotsr 

Purposes."
relating to the purchase of silver, and for

, Before transmitting this report, the Board will appre—
?ate advice as to the relationship of the proposed legisla—
I'lon to the program of the President.

There were presented telegrams to the Federal Reserve Banks of
Bost°

4 and San Francisco approving the establishment without change by the
Pede—,
"4-1- Reserve Bank of Boston on March 28, and by the Federal Reserve

Batk of 
San Francisco on March 30, 1955, of the rates of discount and pur—

c11418e in their existing schedules.

Approved unanimously.

There was presented a request from Mr. Leonard, Director, Division
or Ba,,

"k Operations, for authority to travel to Dallas, El Paso, San Antonio,
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and Houston, 
during the period April 10-17, 1955, at the request of Mr.

Irons, President of the Federal Reserve Bank of Dallas, to visit the

Iracrum offices of the Reserve Bank and particularly to discuss plans for

the new El Paso Branch building.

Approved unanimously.

Reference was made to a memorandum dated March 30, 1955, from Mr.

Youne.,
Directo,' Division of Research and Statistics, stating that the

Nornin„ .
-.tang Committee of the American Economic Association had included him

as cme of four nominees for two vice presidential posts of the Association

and that he would be willing to accept the nomination in the absence of

hjection on the part of the Board.

No objection was interposed

to Mr. YoungI3 accepting the

nomination.

There was presented a letter dated March 29, 1955, from Arthur

Ander
& Co. to Chairman Martin enclosi g a statement in the amount of

$2 5o0 
for rvices rendered in connection with the audit examination of

the
lnancial statements of the Board of Governors for the year ended

Deeembe
-r

 31, 195h, including out-of-pocket expenses.

Payment to Arthur Andersen & Co.

of the stated amount was approved

unanimously.

At this point Mr. Cherry, Legislative Counsel, entered the room.

At the Board's request, Mr. Solomon reviewed his memorandum of

) 1955, copies of which had been sent to the members of the Board,
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concerning certain provisions in the draft of bill cited as the "Housing

Amendments of 1955". The occasion for the memorandum was receipt by the

13()ard of a letter dated March 30, 1955, from Mr. Albert M. Cole, Housing

and Home Finance Administrator, which enclosed a copy of his letter of

the same date to the Bureau of the Budget transmitting revised drafts of

11411°11e provisions of the bill. By letter dated March 17, 1955, to the

Budget Bureau, the Board had objected to some of the provisions contained

i4 sections 13, 14, 15, and 16 of an earlier draft of the bill. In the

l'elrised draft, sections 15 and 16 were deleted but sections 13 and 14,
although

modified, still contained three provisions to which the Board had

°I3jected. Section 13 would authorize savings and loan associations to in-

11"t in "investment securities", not including stock

Renze Loan Bank Board, and to invest up to 5 per cent
(r-atl,or than the 10 per cent provided in the earlier

as defined by the

of withdrawable shares

draft) in unimproved

l'eal estate. Section 14 still contained a provision making insured share

acc°11nts of Federal savings and loan associations lawful investments for

fiduc4
'arY and tryst funds under the authority and control of the United

States
or any officers thereof.

Mr. Vest said that about a week ago he and Mr. Riefler attended a

-'Llg at the Budget Bureau with representatives of other interested
401104

'Les, including the Home Loan Bank Board, to discuss the earlier draft

°I' the 1,-
- As a result of the discussion at that maeting, the Home Loan

talik
'ard agreed to eliminate certain provisions which would have applied
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directly to Federal Reserve Banks or member banks and it was understood

that other parts of the bill mould be redrafted. This had been done and,

of the provisions to which the Board objected, the revised draft contained

°IllY the three mentioned above. While Mr. Vest felt that there might be

5014e question whether the authorization to invest in "investment securities"

and to niak share accounts lawful investments for certain trust funds were

objectionable enough to warrant further comment on the part of the Board,

he thought that the proposed authorization to invest in unimproved real

estate was 
obviously undesirable. In connection with the last item, he

said that everyone who attended the meeting at the Budget Bureau except

the rePresentatives from the Home Loan Bank Board appeared to be opposed
to the provision.

Mr. Riefler said that any further comment which the Board might

wish to make with regard to the provisions concerning investments and trust

flinds might be approached from the standpoint that savings and loan associ—

oasically are intended to collect savings for investment in mortgages.

Re thou ght, however, that there was some general feeling among the Govern—

rl'Int agencies that if such associations had surplus funds, it would be
hette,, to authorize them to buy investment securities of high quality than
to

''"ve the associations hold mortgages that might be unsound. He con—

°Ired the proposal to authorize investment of such funds in unimproved
real

estate most undesirable and, in explaining what might be involved in

-LI a 
practice, pointed out that it would tend to result in the savings
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and loan associations being engaged in the promotion of subdivisions. He

also said that while State—chartered associations in some cases were au—

thorized to invest in unimproved real estate, there was no reason for ex—

ten •
ding similar authority to Federal savings and loan associations. Rather,

it might be said that State associations engaged in such a practice should

not be eligible to have their share accounts insured.

During a discussion vihich ensued, Vice Chairman Balderston corn_

illented that representatives of State bankersf associations who had visited

the Beard had sometimes argued that while the Home Loan Bank Board took

the • .
initiative in helping savings and loan associations to broaden the

se°,
of their activities, the Federal Reserve was not vocal in support of

the
commercial banks. He then stated two considerations which might sug—

gest that the Federal Reserve should speak out on behalf of the banks.

?irsts he said, the savings and loan associations have induced the public

to bel.
love that to all intents and purposes they are banks, from which

Nnds can be withdrawn on demand. Consequently, a number of companies,

c. Lally contractors, have put a portion of their working capital into

the associations, theorizing that the associations woult help them with
thei,
' operations. He pointed out that there was some misleading advertis—

trip. 
Connected with the insurance of share accounts, and that certain manu—

f4Cturn
---" with their funds in savings and loan associations felt just as

"re as if the funds were in banks insured by the Federal Deposit Insur—

ance n
`JerPoration. When he observed to such persons that there might be
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a time interval between the request to withdraw share accounts and the

actual withdrawal, Governor Balderston said, they replied that they did

not have such an understanding. He then went on to the second considera—

ti°fl which was that many builders use savings and loan associations in

slIch as way as to make them captive. He understood that some associations

tend to appraise properties at a high figure and to lend an unsafe per—

centage of the appraised value. It was his concern not only that banks

were threatened with unfair competition as to advertising and asto taxes

but that the situation had developed to where a substantial drop in real

estate values might bring back a situation such as existed in the 1930ts.

The collapse of savings and lean associations, he pointed out, mould have

aye/7 adverse effect on banking in general. In summary, he felt that the

Pederal Reserve possibly- was faced with a choice of expressing its concern

°n the record or of asking that a national monetary commission be set up

'he purpose of making a study of financial institutions, which would

inclu 
de savings and loan associations and credit unions.

The other members of the Board present expressed general concurrence

Illth the views stated by Governor Balderston. With regard to the proposed

lette r to the Budget Bureau, it was suggested that the Board would be justi—
tier; ,

in interposing objection to the proposed legislation in the revised

tcr„
because of its interest in the maintenance of a sound financial struc—

tIlre
for the nation. It was agreed that the strongest objection should be

!nada _
with respect to the matter of investment by savings and loan associ—

atioh
4'8 in unimproved real estate, but that the reply should indicate that
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there would be some undesirable aspects in making savings and loan shares

eligible investments for trust funds and that authority for savings and

1°an associations to acquire investment securities should be opposed if

it would tend in the direction of relaxing existing liquidity standards.

The

At the conclusion of the discus-

sion, it was agreed that a letter to

the Budget Bureau should be drafted in

the light of comments made at this meet-

ing, that copies of the draft should be

sent to the members of the Board for con-

sideration at the meeting tomorrow, and

that if the Budget Bureau requested the

Board Is views by telephone, the reply

would be made that the Board had discussed

the matter and was preparing to send a

letter which would be generally opposed

to the three provisions in question.

meeting then adjourned.

A777-77717-gcEetary
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