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

eral Reserve System on Wednesday, November 23, l955. The Board met in

the Board Room at 10:00 a.m.,

PRESENT: Mr. Balderston, Vice Chairman
Mr. Vardaman
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Thurston, Assistant to the Board
Mr. Thomas, Economic Adviser to the

Board
Mr. Vest, General Counsel
Mr. Young, Director, Division of Research

and Statistics
Mr. Sloan, Director, Division of Examinations
Mr. Johnson, Controller, and Director, Divi-

sion of Personnel Administration
Mr. Koch, Assistant Director, Division of

Research and Statistics
Mr. Masters, Assistant Director, Division of

Examinations
Mr. Sprecher„ Assistant Director, Division of

Personnel Administration

The following matters, which had been circulated to the members

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

each instance was as indicated:

Memorandum dated November 10, 1955, from Mr. Marget, Director,

Z
,Divis4on of International Finance, recommending that Davita Clift Leister,

erk-Stenographer in that Division, be granted leave vilthout pay from
vember 5 through November 26, 1955.

Approved unanimously.
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Letter to Mr. Deming, First Vice President, Federal Reserve Bank
of St. Louis, reading as follows:

as

This refers to your letter of November 10, regarding a
deficient reserve penalty of $17.28 incurred by the Louis-
ville Trust Company, Louisville, Kentucky, for the period
ended October 5, which was waived by the Louisville Branch
as a result of an erroneous interpretation of the provisions
(F.R.L.S. # 6120) for waiver of penalties.

It is noted that the Louisville Trust Company was de-
ficient in its reserves in an amount less than 2 per cent of
the bank's required reserves; that the bank did not have suf-
ficient excess reserves during the next period to offset this

deficiency as permitted by paragraph C of the waiver of penalty

Provisions, but would have if October 12, a holiday, were in-
cluded in the reserve computation ended October 19; and that
the Louisville Branch's interpretation of paragraphs C and D
of the waiver provisions permitted the member bank to carry
forward the October 12 holiday to the subsequent computation
Period, thus eliminating the deficiency for the October 5
Period.

Paragraph D of the provisions for the waiver of penalties
Permits the carrying forward of a holiday into the next reserve
computation period only when the member bank has a deficiency
in the current period. However, when the provisions for waiver
of penalties are next revised, consideration will be given to
a flexible reserve period of six, seven, or eight days that
would cover this situation.

In order that there may be no question as to the action
taken in the present case, the Board ratifies the action taken
by the Louisville Branch in waiving the above described penalty.

Approved unanimously.

Telegram to the Presidents of all Federal Reserve Banks reading
follows:

Refer to the Board's letter S-1572 of August 18, 1955,
subject annual survey of common trust funds. A number of mem-
ber banks operating common trusts with fiscal years ending
October 31 have strongly urged that reports for the fiscal
year be accepted in lieu of reports ending on the quarterly
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valuation date nearest December 31, on the ground that this
would materially reduce the work involved in compiling sun-
Vey data. In the circumstances, you may advise the banks
concerned that the first surveys may cover either (1) the
12 months ending on the valuation date nearest December 31,
1955, as originally provided, or (2) the fiscal year ending
between October 1 and December 31, 19550 both inclusive.

follows:

Approved unanimously.

Letter to the Presidents of all Federal Reserve Banks reading as

The Senate Banking and Currency Committee has asked the
Federal Reserve System to obtain statistical information on
certain activities of personal and common trust funds admin—
istered by banks. A copy of the letter of request from Senator
FUlbright to Chairman Martin is enclosed. The staff of the
Senate Committee hopes to prepare a report on institutional
investments in stocks, including the data requested from the
System as well as others, in the early months of 1956.

The System recently instituted an annual survey with
respect to common trust funds. The data requested by the
Senate Committee on the activities of such funds will not, how—
ever, be obtainable from the annual survey and will have to be
collected by a special questionnaire to leading banks doing
this business. The data collected covering the individual
common trust funds will be summarized at the Board is offices;
only aggregates for all reporting funds will be supplied to the
Senate Committee. A letter outlining this phase of the work
is in preparation and will be sent to you shortly.

With respect to both the short—run and longer—run requests
regarding personal trust funds outlined in the attached letter,
further exploratory work remains to be done before any program
of data collection can be instituted. Several years ago an ad
hoc System committee, chaired by Harold V. Roelse, Vice Presi—
dent of the Federal Reserve Bank of New York, considered these
and other related problems. In view of the current Congressional
request, it is planned to reconstitute that committee, although
changed somewhat in its personnel and with George Garvy, Senior
Economist of the Federal Reserve Bank of NOW York, as its new
chairman. You will hear from Mr. Garvy directly as to plans
for responding to this phase of the request.

Approved unanimously.
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Letter to the Board of Directors, The State Bank of Salem, Salem,

This refers to your request for permission, under ap-
Plicable provisions of your condition of membership numbered
1, to exercise statutory fiduciary powers, limited, however,
to a specific appointment.

Following consideration of the information submitted,
the Board of Governors of the Federal Reserve System grants

Permission to The State Bank of Salem to act as trustee under

Indenture, registrar, and paying agent for an issue of
$7952000 first mortgage bonds of the Salem-Washington Town-
ship Joint School Building Corporation.

It is noted that your bank does not at this time desire
to exercise general fiduciary powers as authorized by the
terms of its articles of incorporation and the laws of the
State of Indiana. Permission, therefore, to act in the spe-
cific instance recited above is granted with the understand-
ing that your bank will not accept additional fiduciary ap-
pointments without first obtaining the permission of this
Board.

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

There had been circulated to the members of the Board a memorandum

from the Division of Personnel Administration relating to a proposal by

the Federal Reserve Bank of Chicago that certain nonclerical hourly wage

rate jobs be removed from the present salary structure of the Bankfs head

°ffice• The memorandum recommended that Tale proposal be approved and sub-

Ilittod a draft of letter to the Reserve Bank which would give such approval.

It poi").("ea out that the plan would not change the existing procedure under

Ilhich the Reserve Bank submits to the Board for approval requests to pay

Ilages at stated hourly rates to classes of employees whose jobs are
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compensated according to rates negotiated between the respective labor

unions and the building managers in the Chicago downtown "loop" area.

In commenting on the proposal, Mr. Johnson said that it was sub-

mitted following much discussion within the Reserve Bank and discussions

between representatives of the Bank and members of the Board/0 staff. He

Pointed out that it contemplated taking out of the head office salary

structure only those jobs directly related to the negotiated union rates,

the Bank believing that it would be better to leave other service jobs

within the salary structure. The New York Reserve Bank, he recalled, ob-

tained the Board's approval of a separate structure for all nonclerical

emPloyees.

Governor Shopardson inquired whether the problem was localized in

Ilew York and Chicago, and Mr. Johnson responded that from comments made by

rePresentatives of other Reserve Banks it appeared that the problem was

gong to become more and more widespread.

Governor Shepardson then inquired concerning the fringe benefits

for Federal Reserve Bank employees as compared with fringe benefits fur-

Ilished by the labor unions. Mr. Johnson replied that in Chicago the fringe

benefits available through the Reserve Bank are greater than those available

through unions and that, as a means of equalization, the Reserve Bank pro-

Posed to continue its practice of paying about 10 per cent below the union

rate. He also said that the Chicago Bank considered it preferable to keep
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all of the employees of the Bank under the Federal Reserve Retirement

SYstem, the Bank's leave regulations, etc., and to use the 10 per cent

Wage differential for equalizing purposes.

In response to another question, Mr. Johnson said that if wages

'were compared on the basis of the difficulty of the job, there appeared to

be no question but that at present, and under the proposed plan, the service

elmPloyees paid in accordance with the negotiated union rates would be paid

111°re liberally than the clerical staff. However, in view of prevailing

circumstances, he felt that it would be difficult for the Bank to maintain

a service staff if it did not meet the wages paid by building managers

generally throughout the "loop" area.

Governor Vardaman said that he saw no reason to set up a "preferred

gr°uP" of employees and that if certain employees are going to paid accord-

to negotiated union rates, those employees should not be entitled to

the usual Reserve Bank fringe benefits.

In response to a question by Governor Robertson as to whether there

was any urgent reason for Board action on the Chicago proposal, Mr. Johnson

said that the Reserve Bank had been faced with the problem for some time,

that the matter had been the subject of exploration and discussion over a

sllbstantial period, that certain union rates might be increased within the

next few months, and that the Bank would like to have the separation of

jobs accomplished by that time.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



2058

11/23/55 -7-

Governor Robertson then suggested that since the problem was apt

to spread to various Federal Reserve Bank and branch cities, it might be

desirable for the Board to withhold action until the matter could be re-

viewed on a System basis and the Board could have the benefit of the Reserve

Bank Presidents! views.

At this point Chairman Martin and Governor Szymczak, who had been

out of the building to keep another appointment, joined the meeting and

Governor Balderston reviewed the discussion of the Chicago Reserve Bankts

Proposal.

Governor Mills suggested that the Board might wish to consider ap-

Proving the Chicago proposal rather than delay action, and then request a

study of the general problems involved on a System basis. He pointed out

that where large groups of employees in an area are unionized, there has

to be general conformance with the union pattern. He also said that as a

matter of practical management procedure, he had always understood that

the 
purpose of separating jobs paid according to union rates from other jobs

in an organization was to prevent comparisons from being made that might

lead to discussion and raise various employee problems. In view of the

equalizing differential contemplated by the Chicago plan, he felt that there

was something to be said for approving the proposal and then re-studying

the 
matter from the standpoint of the Problems which might occur throughout

the 
System as a whole.
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In a discussion of this suggestion, the thought was expressed

that approval of the Chicago plan might represent an action which it would

be difficult to rescind, even if further study indicated the preferability

of some other course. It was suggested, therefore, that every effort be

made to obtain the Reserve Bank Presidenbs' views as expeditiously as pos-

sible so that the Board might have the benefit of those views and still

reach a decision on the Chicago proposal without undue delay.

To mr

After further discussion of the pro-
cedure that should be followed, it was
agreed to refer the matter to the Chair-
man of the Presidents' Conference with a
request that the subject be referred to
the Committee on Personnel and placed on
the agenda for discussion at the January
1956 meeting of the Conference.

Secretary's Note: Pursuant to the fore-
going action, the following letters were
sent today:

You......n.4_21.aiarmni Conference of Presidents of  the  Federal Reserve Banks

During consideration by the Board of a recent proposal
from a Federal Reserve Bank that certain nonclerical, hourly
wage rate jobs be removed completely from the Bank's present

salary structure, it was suggested that a System review be
Tade of the question whether separate salary structures for
jeos of this kind are desirable. Such a review would be ex-

Pected to explore the reasons that might be advanced for and

a.ainst the elimination of System fringe benefits in connec-

tlon with these positions which are in excess of fringe bene-
fits furnished to union members.

The Board would appreciate it if you would request the

Committee on Personnel of the Presidents' Conference to dis-
C_uss this whole problem and place this topic on the agenda
for discussion at the January meeting of the Conference so
'that the Board of Governors may have the benefit of the Presi-
ents views at the earliest possible date.
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To Mr, Newman Assistant Vice President, Federal Reserve Bank of Chicago 

The Board of Governors has reviewed the request con—

tained in your letter of October 14 concerning the removal
of certain nonclerical hourly wage rate jobs from the present
salary structure of the Head Office of the Federal Reserve
Bank of Chicago.

In connection with the consideration of this request,
the Board has asked that the subject of the separation of

nonclerical personnel from present salary structures be ex—

plored by the appropriate committee of the Presidents' Con—

ference before any further action is taken with regard to
your proposal,

It is understood that meanwhile you will submit nego—
tiated rates for review by the Board prior to any change in
salaries of employees subject to such rates, in the same man—
ner as formerly.

Messrs. Johnson and Sprecher then withdrew from the meeting.

The following draft of letter to Mr. Coleman, Chairman, Federal

ileserlm Bank of Chicago, which had been circulated to the members of the

Board, was presented for consideration:

The Board of Governors has received your letter stating
that the report of examination of the Federal Reserve Bank of
Chicago, made as of September 2, 3_9552 by the Board's examiners,
was submitted by President Young to the Board of Directors at
its meeting held on October 6. It is noted that the suggestions
and criticisms contained in the report were reported to the
Board of Directors and that these matters were having the Im—

mediate attention of the Bank's staff, the majority of the sug—
gestions having already been adopted.

The Board has noted the statement on page 28 of the re—
port of examination that the Audit Review Committee had not
held a meeting since January 1954, It is understood also that,
'while the General Auditor formerly attended meetings of the
Board of Directors by invitation, he had not been invited to
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the meetings held in 1955. The General Auditor is responsi-
ble directly to the Board of Directors through its Chairman
and the Audit Review Committee, and the function he performs
is an important aid to the directors in the discharge of

their responsibility for the general supervision of the af-

fairs of the Bank. It is felt that the Board of Directors,

through its Audit Review Committee, should maintain active

contact with the General Auditor consistent with the prin-

ciples regarding the Audit Departments of the Federal Re-
serve Banks adopted by the Conference of Chairmen in October

1942. A copy of this statement of principles is enclosed
for your convenience. The Board mould appreciate having
Your comments regarding this matter.

Governor Balderston commented that the letter would make a matter

of record a subject which had been discussed with Deputy Chairman Prall

O f the Chicago Reserve Bank by Mr. Lang, Chief Federal Reserve Examiner,

at the time of the examination.

Thereupon, the letter was ap-
proved unanimously.

Governor Robertson stated that the 1954 examination of the Federal

ileserve Bank of Chicago disclosed ownership by Vice President Dawes of

150 shares of stock of the City National Bank and Trust Company of Chicago;

and that the 1955 examination disclosed ownership of 175 shares, a stock

dividend having been paid in the interim. While the Board t5 outstand-

i4 inStructions (8-1018, FRLS #9054) state that Reserve Bank officers

Should 
dispose of stock of member banks which they acquire as soon as prac-

ticable without undue hardship) Governor Robertson suggested that the impo-

sition of a requirement for disposal of his stock by Mr. Dawes would seem
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harsh because (1) the shares were received by inheritance and have senti-

mental value, (2) Mr. Dawes had agreed not to vote the stock as long as he

remains an officer of the Reserve Bank except in extraordinary circumstances

and then only after referring the matter to the Board of Directors of the

Reserve Bank or the Board of Governors, (3) Mr. Dawes will retire in about

three years, and (4) the holdings are relatively insignificant in relation-

ship to the total outstanding capital stock of the national bank.

Governor Robertson suggested that in the circumstances no action

be taken to require Mr. Dames to dispose of the shares but that an appro-

Priate memorandum outlining the situation be placed in the Board's files.

This suggestion was approved
unanimously.

There had been circulated to the members of the Board a draft of

letter to the Presidents of all Federal Reserve Banks which would transmit

revised management rating definitions for member banks. The rating symbols

now used (satisfactory, fair, and poor) would be retained, but with revised

and expanded definitions of the respective symbols. When the file was

irculation, Governor Balderston suggested that consideration be given to

changing the rating symbol "fair" to "unsatisfactory".

There as a discussion of the matter from the standpoint of the

qtlestion raised by Governor Balderston during which Messrs. Sloan and

Ilasters commented on the current rating system and c,11.3 suggested revised

definitions. Mr. Sloan stated that although the "fair" symbol was intended
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to be accorded to management characterized by lack of competence in

some respect in relationship to the bank's particular problems, it was

not intended to reflect an unsatisfactory condition. He noted that the

suggested revised definition contained language which might be understood

to reflect an unsatisfactory condition, and he suggested that Governor

Balders tonts point might be met by some change in the wording of the defi—

nition. Should the symbol he changed to "unsatisfactory," he felt that the

Reserve Banks might be inclined to rate as "satisfactory" a bank management

not so competent as to merit that rating.

Governor Robertson commented that the ratings are in essence merely

"shorthand" for use within the System. He said that as long as people

within the System understand the terms and there is uniformity of practice,

he did not think too much importance need be attached to the exact terms

used• He added that the matter of symbols and definitions had been the

subject of considerable discussion between the Division of Examinations and

the 
officers in charge of bank examinations at the Federal Reserve Banks

and that he -would hesitate to recommend a change in symbols in the absence

(3f some compelling reason.

Governor Balderston inquired whether, if a management were given

the rating someof "fair", the Division of Examinations would feel that so 

Change  in the management should be made or whether it would be content to

let the situation stand. In response, Messrs. Sloan and Masters said that

this would indicate a situation which should be followed closely and an
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effort made to strengthen the management whenever an opportunity pre—

sented itself.

At the conclusion of the discussion, it was understood that the

Division of Examinations would draft a change in the definition of the

eYmbol'Tair" designed to meet the point raised by Governor Balderston

and that the matter would then be given further consideration by the Board.

At this point Mr. Wood, Economist, Division of Research and Sta—

tistics, entered the room and Messrs. Thomas, Sloan, and Masters withdrew.

Pursuant to the understanding at the meeting yesterday, there had

been sent to the members of the Board copies of a revised draft of state—

ment concerning the interest of the Federal Reserve System in "mortgage

lvarehousing at banks". This statement had been prepared for possible use

bY Chairman Martin in connection with his appearance at the round table

d
iscussion of the residential construction and mortgage financing field to

be held by the Housing Subcommittee of the Senate Banking and Currency Com—

Mittee on November 28 and 29, 1955.

During a discussion of the draft, question was raised as to whether

it ilas anticipated that the statement would be submitted for the record if

the occasion arose. Governor Vardaman expressed the opinion that any state—

Merit which was submitted for the record should be restricted principally

to a
"Iview of the data on mortgage warehousing secured through the two

surveys recently made by the Board.
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Governor Mills felt that the statement in its present form might

be considered exclusively a criticism of credit arrangements falling

Particularly in the category of mortgage warehousing arrangements. This,

he thought, would be unfortunate in that it would raise the broad problem

of mortgage warehousing to the level of a policy issue when in fact some

fcrills of mortgage warehousing arrangements are constructive and not open

to criticism. For much the samu reasons he also doubted the advisability

Of emphasizing in the statement public comments that President Sproul of

the Federal Reserve Bank of New York has made on this subject.

In a further discussion, the view- was expressed by Governor

Robertson that the subject of mortgage warehousing was almost certain to

arise during the round table discussion and that Chairman Martin would be

exPected to deal with it. He suggested that if the matter were handled

orally, it was possible that some statement would be made inadvertently

which would be subject to erroneous interpretation and therefore the use

of a prepared statement would be preferable.

The points of view which had been expressed were discussed and the

suggestion was made that the statement be divided into two parts. One part

w°1114 deal with the discussion held in July of this year by President Sproul

of the New York Reserve Bank with a group of commercial bankers and with

141r, SProults subsequent letter to the Chairman of the Housing Subcommittee

r the House Banking and Currency Committee. The other part would cover
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'bard cognizance of mortgage warehousing activities through its two sur-

107s. There followed suggestions for various changes in the second part

Of the document.

Reserve

At the conclusion of the discus-

sion, it was understood that the paper
would be divided in the manner suggested

and that the two documents would be used

by Chairman Martin in such manner as he

saw fit in the light of developments dur-

ing the course of the round table discus-

sion.

Minutes of actions taken by the Board of Governors of the Federal

System on November 22, 3_955, were approved unanimously.

The meeting then adjourned.
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