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

Reserve System on Friday, December 23, 1955. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Martin, Chaiiwan
Mr. Balderston, Vice Chairman

Mr. Szymczak
Mr. Vardaman
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary
Mr. Vest, General Counsel

Mr. Sloan, Director, Division of
Examinations

Mr. Johnson, Controller, and Director,
Division of Personnel Administration

Mr. Goodman, Assistant Director, Divi-
sion of Examinations

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 December 7, 1955, from Mr. Masters, Assistant
Di re ctor, Division of Examinations, recommending that permission be
Fanted to him to participate in a panel discussion at the Mid-Winter
Trust Conference of the Trust Division of American Bankers Association,
to be held in New York on February 6, 7, and 8, 1956.

Approved unanimously.

Letter to Mr. Powell, President, Federal Reserve Bank of Minnea-
P°11s, reading as follows:

. The Board of Governors approves the payment of sala-
ries to the following officers at the Helena Branch, for
the period January 1, 1956, through December 31, 1956,
at the rates indicated, which are the rates fixed by the
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Board of Directors as indicated in your letter of December 9,
1955:

Annual
Name Title Salary

Harold A. Berglund Assistant Vice President ,439,000
John L. Heath Assistant Cashier 6,200

Approved unanimously.

Letter to the Board of Directors, Palmer First National Bank and
Trust Company of Sarasota, Sarasota, Florida, reading as follows:

The Board of Governors of the Federal Reserve System
has given consideration to your supplemental application for
fiduciary powers and grants you authority to act, when not
in contravention of State or local law, as registrar of
stocks and bonds and committee of estates of lunatics. The
exercise of these powers, in addition to those heretofore
granted to act as trustee, executor, administrator, guardian
of estates, assignee, receiver, or in any other fiduciary
capacity in which State banks, trust companies, or other
corporations which come into competition with national banks
are permitted to act under the laws of the State of Florida,
shall be subject to the provisions of the Federal Reserve
Act and the regulations of the Board of Governors of the Fed-
eral Reserve System.

A formal certificate indicating the fiduciary powers
Which the Palmer First National Bank and Trust Company of
Sarasota is now authorized to exercise will be forwarded to
you in due course.

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

There were presented telegrams to the Federal Reserve Banks listed

below approving the establishment without change on the dates indicated

°II the rates of discount and purchase in their existing schedules:

Boston December 19
St. Louis December 19
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San Francisco December 21

New York December 22

Philadelphia December 22

Cleveland December 22

Richmond December 22

Atlanta December 22

Kansas City December 22

Minneapolis December 22

Dallas December 22
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Approved unanimously.

A memorandum from Mr. Johnson dated December 21, 1955, had been

sent to the members of the Board before this meeting recommending that

the usual assessment be levied on the Federal Reserve Banks to provide

for estimated expenses of the Board in the first half of 1956 as shown

in an attached tabulation.

Governor Mills noted that action had not yet been taken on the

Board's budget for 1956 and he suggested that it would be preferable to

defer action with respect to the assessment to be levied on the Federal

Reserve Banks until after the Board had approved its budget for that

Period.

There was agreement with

this suggestion.

Mr. Riefler, Assistant to the Chairman, and Mr. Young, Director,

Bivision of Research and Statistics, entered the room at this point.

A memorandum from Mr. Young dated December 20, 1955, had been

sent to the members of the Board recommending that the survey of demand

Posit ownership ordinarily made annually in January be deferred until
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January 1957. The memorandum pointed out that demands currently being

made on the System, including member banks, for other essential data

were unusually heavy; that the sampling and compilation methods of the

deposit ownership survey heretofore used needed to be improved and that

a subcommittee of the System Current Reporting Series Committee was being

asked to review these procedures; and that while users of the deposit

ownership data would be somewhat inconvenienced by omission of the usual

survey in January 1956 some partial substitute information for estimat-

ing data might be available. Mr. Young's memorandum also stated that the

Division of Statistical Standards of the Bureau of the Budget had indi-

cated a willingness to go along with this proposal provided the deposit

ownership survey was reinstituted on an improved basis no later than

January 1957.

Mr. Young's recommendation was
approved unanimously.

Chairman Martin brought up for further discussion the recommenda-

tion made by Governor Szymczak in his memorandum of December 16, discussed

at yesterday's meeting, that the Board amend the supplement to Regulation

Payment of Interest on Deposits, to permit the compounding of interest

at the maximum rate on a monthly basis.

Governor Robertson inquired whether yesterday's discussion led

t° a decision not to increase the maximum permissive rate from 2-1/2 per

cent to 3 per cent at this time. He went on to say that the recommended
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change to monthly compounding was in effect a raising of the present

ceiling of 2-1/2 per cent even though by a very small amount and that if

the Board took such action, he felt it should be in position to justify

retaining the existing 2-1/2 per cent maximum rate. In Governor Robert-

son's opinion, retention of this rate was difficult to justify as a rate

suitable under current conditions. He noted that the present maximum

had been established in 1936 and that it presumably was an appropriate

maximum at that time. If that were true, he doubted that a 2-1/2 per

cent maximum rate on savings was appropriate under present conditions.

Governor Szymczak stated that his recommendation for a change

to permit monthly compounding was made on the grounds that it was a rather

minor technical change that would meet a request of the First National City

Bank of New York that the Board's regulation be amended in a way which

would permit that bank to apply the authorized 2-1/2 per cent maximum

"without necessitating a change in the compounding procedure that the bank

had followed for many years. An alternative suggestion by the bank that

the ceiling be lifted entirely would not, in the opinion of the Legal Divi-

GiOn, be permissible under the law. Governor Szymczak also said that he

had not believed that the Board was prepared at this time to act to in-

crease the maximum rate from 2-1/2 to 3 per cent, adding that if the Board

were to consider that possibility, it would, as a matter of course,wish

to seek the views of the Federal Reserve Bank Presidents and that, on the

ba.sis of recent discussions, it appeared clear that the Presidents would

not recommend such an increase at the present time.
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Governor Robertson said that the views of the Federal Reserve Bank

of New York had already been indicated which were to the effect that the

maximum rate not be increased at the present time, and he also said that

in his opinion the Board could be fairly certain that most of the other

Reserve Banks would not now recommend an increase in this maximum rate.

While he would not object to taking the matter up with the Reserve Banks,

Governor Robertson expressed the view that the Board was not likely to

find that any decision it might make to increase this rate would be rec-

ommended by the Reserve Banks generally.

Governor Mills referred to the view expressed by Governor Robert-

son that a change in the procedure for compounding might imply an increase

in the ceiling rate on savings deposits. He thought this was not neces-

sarily the case and that the proposed change in compounding procedure

could be looked upon as simply a technical change to permit banks that

would choose to do so to adopt the present ceiling of 2-1/2 per cent and

at the same time to continue a practice they may have followed for some

time in compounding interest monthly. He went on to say that he thought

there were very good grounds for raising the 2-1/2 per cent maximum rate

for reasons similar to those Governor Robertson had suggested. However,

to make such a change now could be tantamount to indicating that banks

Should raise their interest rates toward the maximum and the pressure of

e°111Petition might compel them to search for higher yielding assets in

order to pay the higher rates. Such a development would provoke the
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problem with which the bank supervisory agencies are now contending of

a deterioration in the quality of credit at a time when there is reason

to seek the highest quality of credit. Governor Mills said that his

view was to look upon the shift to monthly compounding as a technical

Change which would be entirely appropriate.

Governor Mills also referred to a comment by Governor Vardaman

at yesterday's meeting that action to put the change recommended by Gov-

ernor Szymczak into effect immediately, without publishing notice of an

intended change in the Federal Register, might under the circumstances

give to the First National City Bank of New York a competitive advantage

to raise its maximum rate to 2-1/2 per cent effective January 1, 1956,

since other banks might not have been considering the possibility of such

a change to the point where they could make it effective at the same time.

He felt that the preferable procedure would be to publish notice of the

proposed change in the Federal Register, inviting comments from any in-

terested persons even though the change was of a liberalizing nature.

Governor Balderston suggested that an increase in the maximum

Permissive rate on savings deposits might induce greater savings and thus

4u-ght be a factor in stemming the recent decline in the rate of savings.

Governor Robertson said that he would agree that the proposal

to Permit monthly compounding of interest was just a technical change in

itself and he would not oppose it, and he would have no objection to pub-

lishing in the Federal Register a notice that the Board planned to make
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such a change, although he did not share Governor Vardaman's concern

that one bank might be given a competitive advantage if the change were

adopted immediately. His main point was that real consideration should

be given to increasing the maximum permissive rate from 2-1/2 to 3 per

cent.

Governor Vardaman said that he too was strongly inclined to

think that the Board should increase the maximum permissive rate from

2-1/2 to 3 per cent coupled with the change to permit monthly compounding.

It was his view that an increase in the maximum rate would be helpful to

member banks in maintaining their positions relative to savings and loan

associations and other institutions seeking savings. His inclination

Would be to publish a notice in the Federal 2egister to the effect that

the Board was considering raising the maximum rate from 2-1/2 to 3 per

cent and changing the regulation to permit monthly compounding of interest.

The notice would enable the Board to obtain the views of banks and others

on the question.

Governor Balderston said that Governor Vardaman had expressed

the concern he had had for some time with respect to the existing 2-1/2

Per cent maximum. He was inclined to think the 2-1/2 per cent rate was

too l• On the other hand, he said, Mr. Riefler had created some doubt

in his mind about the wisdom of making a change at this time and he asked

that Mr. Riefler comment on these points.
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Mr. Riefler said that he thought a series of pegged rates had

developed. While he did not like this situation, any change presented

a complex problem. If the maximum rate permissive on savings deposits

were changed to 3 Per cent and banks were to make that rate effective,

the Treasury's Series E savings bonds, which were based on a 3 per cent

rate, would become unattractive. Another problem was that the savings

deposits of member banks are insured. Mr. Riefler felt that so long as

there was a Federal guarantee of a liability of private business, such

as the insurance of deposits, the only safeguard against abuse was to

hold down the rate that might be paid on such deposits to a level low

enough to prevent the private business concern from obtaining funds too

easily. Although in general he would prefer that such rates be entirely

Tree, he questioned the desirability of adopting a 3 per cent rate at

the present time. He also said that an increase in the permissive rate

might bring on problems such as Governor Mills had suggested whereby

holders of savings deposits would be bidding aggressively for higher

Yielding assets.

Governor Robertson said that he thought Mr. Riefler's statement

140.s an answer to why the 2-1/2 rate was not increased and that he would

be willing to go along with a decision to publish a notice in the Federal

Register that the Board contemplated changing the supplement to Regulation

to permit monthly compounding of interest on such deposits.
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Governor Szymczak suggested that in approving this procedure, it

be with the understanding that before publication of a notice in the Fed-

eral Register of the intended change, the Board would obtain the views

Of the Federal Deposit Insurance Corporation as to whether that corpora-

tion would be willing to change its regulation in a similar manner, as

well as any views the Comptroller of the Currency and the Federal Reserve

Banks might have on the proposal.

It was agreed unanimously

that the foregoing procedure should

be followed.

Chairman Martin asked that Governor Robertson comment on his memo-

randum of December 14, 1955, regarding a proposed amendment to Section 19

Of the Federal Reserve Act to permit member banks to count vault cash as

reserves as a Part of over-all defense planning. He added that in a dis-

cussion yesterday none of the other members of the Board disagreed with

the idea that vault cash should be counted as part of a bank's reserves

but that there was some question whether it would be desirable to request

approval of such a change at this time.

Governor Robertson said that three years ago he felt it would be

Preferable not to make a request for this change separately but to in-

clude it as part of legislation which would make a general revision in

reserve requirements. However, he had become convinced that a major

Change in the law would not come except in connection with some crisis
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and that it would be desirable to request that Congress authorize the

counting of vault cash as part of reserves at this time. He also ex-

pressed the view that Congress might well approve such a proposal as a

part of plans for meeting a national emergency through providing reserve

supplies of currency and having them distributed at points where they

would be readily available if needed.

Mr. Leonard, Director of the Division of Bank Operations, entered

the room at this point.

Governor Vardaman said he agreed in substance with Governor

Robertson's proposal and thought Congress should be requested to enact

such legislation. However, he suggested that careful study should be

given to the problem of adjustments for individual banks in the event the

Proposal were put into effect. He added that some banks would be ad-

versely affected by the proposal if reserve requirements for country banks

were increased by some percentage to offset part of the reduction that

Would result from counting vault cash as reserves. Governor Vardaman felt

that banks such as those in Newark, New Jersey, which now maintain vault

cash on substantially the same basis as a central reserve city bank be-

cause of their close proximity to a Federal Reserve Bank where additional

stIPPlies could be obtained on short notice, would find that the over-all

effects of the proposed change penalized them and they could, therefore,

be expected to object to the change.
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Governor Robertson said it was impossible to analyze in advance

all of the problems that might arise if this proposal were put into effect.

However, he felt that the Proposal would make for greater equity for banks

as a whole, that most of them would benefit from it, and that it would be

desirable to proceed with the proposal. He also said that before doing

SO it should be cleared with the Comptroller of the Currency, the Federal

Reserve Banks, and the Federal Advisory Council.

Governor Mills suggested that Mr. Young be requested to make an

analysis as to the impact of the proposed change on banks in various

localities. The analysis should cover not only the question of permit-

ting the counting of vault cash as reserves but of any increase that might

be made in reserve requirements for country banks to compensate in part

for the reserves that would be released when they counted vault cash as

Part of their reserves. The study should also analyze the procedure that

might be followed for regulating the flow of reserves that might be re-

leased into the market if the proposal were put into effect.

Governor Robertson said that he thought such a memorandum would

be very helpful. He also suggested that the first memorandum attached to

his memorandum of December 19, 1955, be sent to the Presidents of the Fed-

eral Reserve Banks with the suggestion that the matter be discussed at

the Presidents' Conference to be held on January 24 and 25, 1956. Gov-

ernor Robertson expressed the hope that Mr. Young's memorandum on the
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subject would be distributed by January 20, 1956, so that it could be

studied before the discussion with the Presidents.

The suggestions of Governors

Mills and Robertson were approved

unanimously.

Chairman Martin stated that at yesterday's meeting the Board had

discussed briefly the memorandum from the Division of Examinations dated

November 30, 1955, regarding policy for examination of foreign banking cor-

porations and foreign branches of foreign banking corporations and member

banks, and that it reach a tentative understanding that the Division of

Examinations should be authorized to add to its staff an examiner who

would specialize in this field. However, the Board deferred definite ac-

tion pending an opportunity to hear Governor Robertson's views.

Governor Robertson stated that he thought there was no question but

that one person should be added to the staff of the Division of Examina-

tions to help in carrying out the Board's responsibilities in this general

field.

Chairman Martin suggested that the Board authorize the addition

to the staff of the Division of Examinations of one additional examiner

in accordance with the suggestion under (a) on page 9 of the memorandum

from that Division dated November 30, 1955, with the understanding that

the other matters discussed in the memorandum would be considered at a

later date by the Board, probably in connection with a further discussion

of the proposed revision of Regulation K, Banking Corporations Authorized
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to Do Foreign Banking Business under the Terms of Section 25(a) of the

Federal Reserve Act.

This suggestion was approved

unanimously.

Messrs. Sloan, Johnson, and Goodman withdrew from the meeting

at this point, and Messrs. Thurston, Assistant to the Board, and Cherry,

Legislative Counsel, entered the room.

Consideration was given to a draft of letter to the Honorable

Brent Spence, Chairman of the Banking and Currency Committee of the House

of Representatives, in reply to his request for the Board's views on H. R.

569, a bill to increase to twelve the number of members of the Board of

Governors of the Federal Reserve System and to provide their terms of

office shall be six years, and to abolish the Federal Open Market Commit-

tee and transfer its functions to such Board. A draft of reply which had

been prepared by the staff had been circulated to the members of the Board

before this meeting, and an alternative draft by Governor Vardaman had

also been distributed.

There followed a discussion of the proposed replies, at the con-

clusion of which it was understood that the staff would prepare another

draft in the light of the discussion at this meeting.

Mr. Young stated that he had prepared a memorandum dated December

22, 1955, recommending the appointment of Eugene Clark as an Economist in

the Division of Research and Statistics 011 a temporary basis for a period
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of 15 months, with basic salary at the rate of 0,215 per annum. He

stated that inasmuch as Mr. Clark would have to obtain a replacement to

fill his position at Indiana University, it would be helpful if the Board

could indicate today whether it would approve the appointment.

Governor Balderston stated that some of the members of the Board

had interviewed Mr. Clark and that it was his understanding that all of

them were prepared to approve the appointment.

Thereupon, the appointment
of Mr. Clark was approved unani-
mously.

The meeting then adjourned.
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