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

eral Reserve System on Thursday, March 1, 1956. The Board met in the

Board Room at 9:30 a.m.

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

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

and Statistics
Mr. Koch, Assistant Director, Division of

Research and Statistics
Mr. Dembitz, Assistant Director, Division

of Research and Statistics
Mr. Brill, Chief, Business Finance and

Capital Markets Section, Division of
Research and Statistics

The following items had been circulated to the members of the

Board and action on them was as stated:

Letter to Mr. Diercks, Vice President, Federal Reserve Bank of
Chicago, reading as follows:

The Board has noted, with approval, from your letter of
February 21, 1956, that you plan to use the services of H. H.
Spencer-Smith, at present Manager of the Cash Department of
the Detroit Branch, for a period of six to nine months in the
Examination Division of your Bank. As the Board approved the
designation of Mr. Smith as a special assistant examiner on
February 6, 1956, no further approval is required.

Approved unanimously.

Letter to Mr. Woodward, Chairman,Federal Reserve Bank of Richmond,
reading as follows:

At the completion of the examination of the Federal Re-
serve Bank of Richmond, made as of January h, 1956, by the
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Board's examiners, a copy of the report of examination was
left for your information and that of the directors. A
copy was also left for President Leach.

The Board will appreciate advice that the report has
been considered by the Board of Directors. Any comments

you may care to offer regarding discussions with respect

to the examination, or as to action taken or to be taken

as a result of the examination, will also be appreciated.

Approved unanimously.

Letter to Mr. Harold Leventhal, Ginsburg, Leventhal and Brown,

1632 K Street, N. W., Washington, D. C., reading as follows:

Receipt is acknowledged of your letter of February 8,

1956 asking whether section 32 of the Banking Act of 1933

(12 U.S.C., Sec. 78) would prohibit a director of a national

bank from serving as a director of a proposed closed-end
investment company, to be called Automation Industries
Corporation.

As you pointed out in your letter, the ruling published

in the Federal Reserve Bulletin for 1951 at page 645 states

that section 32 would be applicable to a director of a member

bank serving as a director of an open-end investment company.

However, the ruling states that this conclusion was based on

the fact that the issuance and sale of its stock is essential

to the maintenance of the size of an open-end investment com-

pany and to the continuance of operations without substantial
contraction. This is not true in the case of a closed-end
company. Consequently, the Board is of the opinion that sec-
tion 32 would not prohibit a national bank director from serv-

ing as a director of a closed-end investment company.

It is assumed, of course, that the corporation will not
engage in the issue, flotation, underwriting, public sale or
distribution, at wholesale or retail, or through syndicate
participation, of any stocks, bonds or other similar securi-
ties, except the issue and sale of shares of its own stock.

Approved unanimously.

Memorandum dated February 16, 1956, from the Division of Exam-
inations requesting authority to publish in an early issue of the Federal
Reserve Bulletin and in the Federal Register two interpretations made by
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the Board in 1952 relating to the applicability to the administration
of common trust funds of certain provisions in section 17 of Regula-
tion F, Trust Powers of National Banks. One of these rulings, promul-
gated September 5, 1952, referred to the assignment of a beneficiary's
income from a participation in a common trust fund as collateral se-
curity and concerned the provisions of section 17(a)(2) of the regula-
tion; the other, promulgated December 10, 1952, related to provisions
of the regulation concerning advertising of common trust funds. The
memorandum also stated that the Division of Examinations proposed to
assemble in printed pamphlet form all administrative interpretations
of the Board relating to common trust funds and to make the interpreta-
tions available to interested Federal and State bank supervisory and
examining agencies, public accountants, bank auditors, and trust insti-
tutions.

Approved unanimously.

There had been sent to the members of the Board copies of a

memorandum from Mr. Young dated February 27, 1956, relating to plans for

a seminar meeting with labor economists. The memorandum stated that the

proposal had been cleared with Governors Balderston and Mills, who were

requested at the meeting on October 26, 1955, to work with Mr. Young in

considering plans for such a seminar. Attached to the memorandum were

a draft of letter proposed to be sent to participants and a list of per-

sons to whom it was recommended that invitations be extended.

In commenting on the matter, Mr. Young said it was contemplated

that the arrangements would be similar to those made in connection with

the seminars held in 1955 in which university economists and bank and

insurance economists participated. He also discussed the manner in which

the list of suggested participants in the proposed seminar had been drawn

up, stating that it appeared advisable to have the panel composed entirely
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of technicians employed directly by labor unions in order to encourage

a free exchange of views. In response to a question by Governor Vardaman,

Mr. Young said it was planned to send to the participants copies of the

studies which were prepared by the Board's staff as a basis for the

previous seminars and also to distribute copies of the papers submitted

by the university economists who participated in the first seminar held

in 1955. He added that it had been ascertained that the university econ-

omists would have no objection to the distribution of their memoranda.

Governor Vardaman then inquired whether the selection of partici-

pants in the several seminars resulted in some persons having been omitted

whom it would seem desirable to recognize, and also whether there were

other groups of economists for whom seminars should be arranged.

With regard to Governor Vardaman's first question, Mr. Young said

that the selection of panel members for the seminar meeting with labor

economists had been made in consultation with the Director of Research

for the AFL-CIO. He went on to say that another seminar might be proposed

for persons in the labor field such as academic labor economists and in-

dependent consultants. While some university economists had indicated

that they would like to be included if another seminar for such a group

should be arranged, Mr. Young felt that the group included in the 1955

seminar was representative.

With respect to Governor Vardaman's second question, Governor

Shepardson expressed the hope that at some time in the future it would
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be possible to schedule a seminar for agricultural economists. Mr. Young

responded that consideration would be given to arranging such a meeting.

Thereupon, unanimous agreement was
expressed with the arrangement for the
labor economists' seminar proposed in Mr.
Young's memorandum. It was understood
that according to present plans, the sem-
inar probably would be held some time dur-
ing the first half of May 1956.

At the meeting on February 27, 1956, consideration was given to

a staff study, Institutional Investment in Common Stocks, 1946-1955, which

had been prepared in partial fulfillment of a request received from the

Chairman of the Senate Committee on Banking and Currency, and no objection

was interposed to the transmittal of the study. Governor Balderston sub-

sequently suggested that it would be interesting to have an interpretation

of the report in the light of recent stock market developments.

Following a summary by Mr. Brill of stock price movements during

the past several years, Mr. Dembitz, who was primarily responsible for

the study prepared for the Senate Committee, discussed the trends noted

in institutional investment in common stocks, particularly during the

period beginning with 1953, and the implications of those trends.

At the conclusion of a discussion based on the analysis presented

by Mr. Dembitz, all of the members of the staff except Mr. Sherman with-

drew from the meeting and Messrs. Johnson, Controller, and Director, Divi-

sion of Personnel Administration, and Sprecher, Assistant Director, Divi-

sion of Personnel Administration, were called into the room.
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Reference was made to a letter dated February 22, 1956, from

Mr. Powell, President of the Federal Reserve Bank of Minneapolis, stat-

ing that Vice President Preston of that Bank had been placed on invol-

untary retirement, effective April 1, 1956, and that in accordance with

the action taken by its Board of Directors, the Bank had paid into the

Retirement System of the Federal Reserve Banks on February 22 the sum

of $28,281, in accordance with the provisions of the rules and regulations

of the retirement system permitting Reserve Banks to provide additional

pension benefits to members involuntarily separated from service after

attainment of age 55 and completion of 25 years creditable service, pro-

vided such retirement was not the result of dishonesty, misconduct, or

insubordination.

During the discussion that followed, Governor Mills reviewed the

background of the amendment to the rules and regulations of the retire-

ment system approved by the Board on December 14, 1955, stating that the

amendment came about because of objections by the Bureau of Internal Rev-

enue to a former practice which the Reserve Banks had followed under a

general authorization from the Board of Governors that permitted them to

supplement the retirement allowances of individuals placed on involuntary

retirement by the Bank after 25 years of service and attainment of age 55.

The Bureau of Internal Revenue objected to the earlier practice because

it permitted discretionary application of the benefits, and their objec-

tion endangered the tax exempt status of the retirement system. The

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



424

3/1/56 -7-

amendment adopted in December 1955 had been approved Icy the Bureau

as complying with the requirements of sections 401(a) and 501(a) of the

1954 Internal Revenue Code. Under the amended provision, Governor Mills

said, if a person was retired for the good of the service of the Bank

and if he met the age and length of service requirements, the rule made

it mandatory that he be accorded the retirement benefits prescribed

unless he was removed because of dishonesty, misconduct, or insubordina-

tion.

At the conclusion of the discussion, it was understood that

Chairman Martin would discuss the action of the Minneapolis Bank with

President Powell when he was in Washington on Tuesday, March 6, and that

the Board would also meet with the Presidents of the Reserve Banks follow-

ing the meeting of the Federal Open Market Committee on that day for the

purpose of discussing the application of the provision recently added to

the rules and regulations of the retirement system permitting the Banks

to provide additional pensions in cases of involuntary separations from

service.

The meeting then adjourned.

Assistant ecr tary
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