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From: Office of the Secretary
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Board of Governors of the Federal Reserve System on
the above date.
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advise the Secretary's Office. Otherwise, if you
vere present at the meeting, please initial in col-
umn A below to indicate that you approve the minutes.
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Minutes of actions taken by the Board of Governors of the Fed-

1 Reserve System on Thursday, June 7, 1956. The Board met in the

80ard Room at 9:30 a.m.

PRESENT: Mr. Martin, Chairman 1/
Mr. Balderston, Vice Chairman
Mr. Vardaman
Mr. Mills
Mr. Shepardson

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary
Mr. Riefler, Assistant to the Chairman

Mr. Vest, General Counsel
Mr. Bethea, Director, Division of Admin-

istrative Services
Mr. Young, Director, Division of Research

and Statistics
Mr. Boothe, Administrator, Office of

Defense Loans
Mr. Hackley, Assistant General Counsel

Mr. Hexter, Assistant General Counsel

Mr. Noyes, Adviser, Division of Research

and Statistics
Mr. Garfield, Adviser, Division of Re-

search and Statistics

The following matters, which had been circulated to the members

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

el'Ich instance was as stated:

(111111, Letter to the Board of Directors, Bound Brook Trust Company,
Q Brook, New Jersey, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of New York, the Board of Governors ap-

roves the establishment by Bound Brook Trust Company,

'°Und Brook, New Jersey, of a branch on the northwesterly

— gartered meeting at point indicated in minutes.
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corner of Hamilton Street and Baler Avenue in Franklin

Township, Somerset County, New Jersey, provided the
branch is established within one year from the date of
this letter and the approval of appropriate State au-

thorities is in effect at the time of establishment of
the branch.

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

Letter to the Board of Directors, The First Pennsylvania Bank-
and  Trust Company, Philadelphia, Pennsylvania, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of Philadelphia, the Board of Governors

approves the establishment of a branch at 6150 Woodland

Avenue, Philadelphia, Pennsylvania, by The First Pennsyl-

vania Banking and Trust Company, provided the branch is

established within six months from the date of this letter.

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

Letter to the Board of Directors, The Central Trust Company,

nnati, Ohio, reading as follows:

Pursuant to your request submitted through the Fed-

eral Reserve Bank of Cleveland, the Board of Governors of
the Federal Reserve System hereby gives its written con-
bent under the provisions of Section 18(c) of the Federal

DePosit Insurance Act to the consolidation of The Central

Trust Company, Cincinnati, Ohio, with The Cleves National

sank, Cleves, Ohio, and approves the establishment of a

branch by The Central Trust Company, at the present loca-
tion of the national bank provided, (1) the consolidation
iS effected substantially in accordance with the agreement

between the parties dated May 1, 1956, (2) formal approval
is received from the State authorities, and (3) the trans-

actions are completed within six months of the date of this
letter.

Approved unanimously, for

transmittal through the Federal

Reserve Bank of Cleveland.
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Letter to to Mr. Pondrom, Vice President, Federal Reserve Bank
of Dallas, reading as follows:

Receipt is acknowledged of your letter of May 11,
1956 with further reference to the question whether Mr.
Henry E. Dahlberg, proprietor of Henry Dahlberg & Com-

PanY, Tucson, Arizona, would be eligible to serve at the
same time as a director of the Southern Arizona Bank and
Trust Company, Meson, Arizona, in view of the prohibi-
tion in section 32 of the Banking Act of 1933, as amended.

You enclosed with your letter a copy of the letter
which Mr. Dahlberg had written Mr. Lewis H. Douglas en-
closing statistical data regarding the business of Henry
Dahlberg & Company for the year 1955. These figures indi-
cate that the dollar volume of the underwriting and dis-
tributing business of the firm that year was $1,840,931.75,
representing 14.97 per cent of the total dollar volume of
the firm's business, and that the gross income from that
business was $36,384.88, representing 19.66 per cent of
total gross income.

In the light of these figures the Board has reconsid-
ered the opinion which it expressed in its letter of July
1.-1, 1955 and does not feel that there has been any change
in the situation which would warrant a change in the con-
:il.usion there expressed that Henry Dahlberg & Company is

Primarily engaged" in business of the kinds described in

section 32, and that, therefore, Mr. Dahlberg's proprietor-

shiP in the company prohibits him from serving at the same
time as a director of the member bank.

The data enclosed with your letter also indicated that
the firm had sold a total volume of $651,929.09 of shares
oT mutual funds, but it is not clear whether this amount
Is included in the total volume of underwriting and dis-
tributing mentioned above and whether the profit from this

business is included in the gross income from underwriting
and distributing. As indicated in the Board's letter to
You of July 11, 1955, the firm's sales of open end (or
mutual fund) shares distributed by it under a selling agree-
Illent with the national sponsor of an open-end investment

e°mPany or mutual fund should be regarded as business of
the kind described in section 32. If the 1955 figures do

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



1164

6/7/56

not include include the open-end share business, the inclusion of
such business would tend to make it even more clear that
kinds of business described in section 32 are among the
Primary activities of the firm.

Mr. Dahlberg in his letter to Mr. Douglas gives assur-
ance that if he were made director, his firm would have no
dealings with the bank. However, this point was considered
by the Supreme Court of the United States in Board of Gov-

*
ernors v Agnew) 329 U S 441 (mentioned by Mr. Boykin of
Your bank in his memorandum) which said "Section 32 is
not concerned, of course, with any shoving that the direc-
tor in question has in fact been derelict in his duties
O r has in any way breached his fiduciary Obligation to the
bank. It is a preventive or prophylactic measure. The
fact that respondents have been scrupulous in their rela-

tionships with the bank is therefore immaterial."

Approved unanimously, together
with the following letter for the
Chairman's signature to Mr. L. W.
Douglas, Chairman of the Board,
Southern Arizona Bank and Trust Com-
pany, Meson, Arizona:

You will remember that I wrote you on March 7 that
the question whether Mr. Henry Dahlberg would be eligible
to serve as a director of your bank in view of section 32
of the Banking Act of 1933 would be studied again as soon
as supplemental information had been received through the

Federal Reserve Bank.

The supplemental information, covering the year 1955,
nas now been received and has been carefully considered by
the Board, together with the information previously received

covering the four preceding years. I know of your desire to
nave Mr. Dahlberg on your board, but I am sorry to say that
there does not appear to be any change in the situation

1411ch would warrant a change in the conclusion reached last
Year that under the law Henry Dahlberg & Company must be re-

as primarily engaged in business of the kinds de-
scribed in section 32, and that therefore Mr. Dahlberg's

_PLF0Prie torship in the company prohibits him from serving at
same time as a director of your bank.
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Letter to the Board of Directors, American Trust Company, San
ranF cisco, California, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of San Francisco, the Board of Governors
approves the operation of a branch by American Trust Com-
PanY in the Livestock Pavilion, Geneva Avenue and Rio
Verde Street, San Mateo County, California, such branch
to be operated for the duration of the Republican National
Convention which is scheduled to convene on August 20,
1956.

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

as 
Letter to the Presidents of all Federal Reserve Banks reading

Under separate cover, copies of form F. R. 107b
are being sent to your Bank for use by State member banks
in submitting their reports of earnings and dividends
for the six months ended June 30, 1956.

The form is the same as the one used in submitting
reports for the first half of 1955, except for the dele-
tion of the note pertaining to valuation reserves, formerly
Printed on the face of the report. This note has for some
time been included in the related instructions pamphlet.

Approved unanimously.

at Letter to the Presidents of all Federal Reserve Banks reading
f0110ws.

The indicated number of copies of the following forms
are being forwarded to your Bank under separate cover for

use of State member banks and their affiliates in submitting
reports as of the next call date. A copy of each form is
attached.

Number of

Form F.R. 105 (Call No. 140), Report of con-
dition of State member banks.
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Number of

-6-

Form F.R. 105e (Revised November 1955), Pub-
lisher's copy of report of condition of
State member banks.

Form F.R. 105e-1 (Revised November 1955),
Publisher's copy of report of condition of
State member banks.

Form F.R. 105e-2 (Revised November 1955),
Publisher's copy supplement.

Form F.R. 105j (Revised May 1956), Schedule J
- Supplementary data on obligations of States
and political subdivisions, other bonds,
notes, and debentures, and loans for purchas-
ing or carrying securities.

Form F.R. 220 (Revised March 1952), Report of
affiliate or holding company affiliate.

Form F.R. 220a (Revised March 1952), Publisher's
copy of report of affiliate or holding com-
pany affiliate.

With the exception of Schedule J, all of the forms are
the sane as those used on April 10, 1956.

Sualementarz_ELIgule J: This schedule has been added
in order to obtainfrom all insured commercial banks the
breakdown of the following items on the report of condition:

Item 31 "obligations of States and political subdivisions";
item 41 "other bonds, notes, and debentures"; and items 3(a)
and 3(b) of Loan Schedule A, which comprise loans for the
Purpose of purchasing or carrying securities. It is not
Planned to collect this information regularly.

No maturity breakdown of obligations of States and polit-
ical subdivisions has been collected since the June 1947 call,
l'hen a Schedule J was first used. A, breakdown of other bonds,
totes, and debentures, by type of issues, has not been ob-
tained since the June 1942 call. The breakdown of loans for
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the purpose of purchasing or carrying securities, between
loans for purchasing or carrying United States Government
securities and those of purchasing and carrying other
securities, is now available only at New York and Chicago
weekly reporting banks. Its collection at one date will
enable the Board's staff to eliminate from the present
series on stock market credit a small but potentially
embarrassing item, namely, the estimated volume of credit
extended for purchasing or carrying United States Govern-
ment securities.

aposits bi- counties: Continuing the program for col-
lecting branch statistics biennially, it is requested that
rePorts of deposits by counties be obtained from those
State member banks that have out-of-county branches. This

.riformation will be used to tabulate data to be published
in the pamphlet, Distribution of Bank Deposits by Counties
and Standard Metropolitan Areas, which was last published
as of June 30, 1954.

These reports should be as of the spme date as the
cell for reports of condition and should include the fol-
lowing:

(1) Demand deposits of individuals, partnerships,
and corporations. (Total should agree with
item 13 of the report of condition.)

(2) Time deposits of individuals, partnerships, and

corporations. (Total should agree with item 14
of the report of condition.)

(3) Other deposits. (Total should agree with the
total of items 15, 16, 17, and 18 of the report
of condition.)

4., The banks should estimate data L'or counties in which
'lleY have branches that accept deposits but do not maintain
separate records. Figures for each branch may be furnished,
rranged by counties, in lieu of county totals.

The reports received from the respondent banks should
b  checked for reasonableness and to assure that the totals
beY counties are in agreement with the corresponding items
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on the reports of condition, and should then be forwarded
to the Board. Reasonable extensions of time may be granted
the member banks to prepare these reports.

Similar reports are being collected from national
banks by the Comptroller of the Currency and from nonmem-
ber banks by the Federal Deposit Insurance Corporation.
The Bureau of the Budget has approved collection of these
data under Budget Bureau No. 55 - R182.2.

Distribution of report forms: The Board's letter of
October 12, 1951 (8-1401, FRL8 #3644 included a memorandum
describing certain call report procedures, including ad-
vance distribution of call report forms. Please eliminate
item 3 from that memorandum (S-1401-0, renumber the re-
maining items, and substitute the following for the title
and first paragraph of former item 5:

4. Distribution of report forms 

Blank forms are sent to the Federal Reserve
Banks around March 1 for the spring call, June 1
for the mid-year call, September 1 for the fall
call, and December 1 for the year-end can.
These forms should be held at the Federal Reserve
Banks until receipt of advice from the Board au-
thorizing their distribution. The Board will no-
tify all Federal Reserve Banks by telegram of the
date when the forms should be mailed to the State
member banks. So far as practicable, the date
Vii]. be the same as the corresponding date for
national bank call report forms.

Approved unanimously.

_e Letter to Mr. Bryan, Chairman, Special Committee on Study of
rirement System, c/o Federal Reserve Bank of Atlanta, readingu4,1017s:

ti In accordance with the suggestion of your Special Corn-
the Board of Governors has appointed Mr. Lloyd D.

, ace, a Class A director of the Federal Reserve Bank of
''oston , and Mr. Arthur B. Van Buskirk, a Class C director
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of the the Federal Reserve Bank of Cleveland, as the two
Federal Reserve Bank Director members of the Committee
being created for the purpose of evaluating the report
Of the Industrial Relations Counselors Service, Incor-
porated, relating to the retirement and other employee
benefit plans of the Federal Reserve Banks.

It is the Board's understanding that the Chairman
Of the Evaluating Committee will communicate with Messrs.
Brace and Van Buskirk with respect to the Committee's
work.

Approved unanimously, with a
copy to Mr. Leedy, Chairman, Con-
ference of Presidents of the Fed-
eral Reserve Banks.

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

(11.ett of letter for the signature of Chairman Martin to The Honorable

4.W. FUlbright, Chairman of the Senate Committee on Banking and Cur-

prepared in response to his request for a report on bill S. 3911,
tiTo

amend the Federal Deposit Insurance Act to provide safeguards against

fli
and consolidations of banks which might lessen competition un-

(1111Y or tend unduly to create a monopoly in the field of banking." S. 3911,

was introduced by Senator Fulbright for himself and Senator Capehart,

rein
--Lected the proposal for bank merger legislation submitted by the Treas-

11r7
Partment as the result of study by the three Federal bank super-.

'1.1r3°rY agencies. The suggested report would be phrased along the lines

't the 
Board's letter of April 10, 1956, to the Bureau of the Budget,

1411e4 commented favorably on the proposed legislation, then in draft
Stage
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As the result of a suggestion by Governor Mills regarding the

Possibility of misinterpretation, it was agreed to eliminate a sentence

in the draft of reply stating that the bill would strengthen the Fed-

eral bank supervisory agencies in carrying out their normal functions

by re wiring advance approval of bank mergers irrespective of whether

4 diminution of capital funds was involved. There was also agreement

%lith a further suggestion by Governor Mills that the word "strongly" be

eli linated from the last sentence of the draft, which expressed the

13°ard ts endorsement of the bill, on the basis that the tone of the whole

letter clearly indicated the Board's attitude.

Thereupon, unanimous approval

was given to a letter from Chairman

Martin to Senator Fulbright in the

following form, with the understand-

ing that a copy would be sent to the

Bureau of the Budget as a matter of

information:

This is in response to your letter of May 25, 1956,
re guesting a report on the bill S. 3911, "Tb amend the Fed-

eral Deposit Insurance Act to provide safeguards against

mergers and consolidations of banks which might lessen com-

petition unduly or tend unduly to create a monopoly in the

field of banking."

Under the present provisions of section 18(c) of the

Federal Deposit Insurance Act, a bank merger or consolida-

tion must have the prior written consent of the Comptroller
Of the Currency, the Board of Governors of the Federal Re-

serve System, or the Federal Deposit Insurance Corporation,

the resulting bank will be a national bank, a State mem-
ber bank of the Federal Reserve System, or a nonmember
sUred bank, respectively, but only if the capital stock or

!UrPlus of the resulting bank will be less than the aggregate

`'aPital stock or aggregate surplus of the constituent in-

stitutions.
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This section of present law would be amended by the
bill S. 3911 so as to require the consent of the appro-
priate Federal bank supervisory authority for every merger
or Consolidation in which the resulting bank will be a

national bank, State member bank, or nonmember insured
bank, whether or not a diminution in capital funds is in-

volved. The bill would also require the appropriate

agency to consider, not only the condition of the bank,
the adequacy of its capital, the character of its manage-
ment, needs of the community and similar factors, but also

specifically whether the effect of the proposed merger or

consolidation might be to lessen competition unduly or to
tend unduly to create a monopoly. The appropriate agency
would be required to seek the views of the other two Federal
banking agencies with respect to the question of competition
OZ monopoly and would be authorized to request the opinion
Of the Attorney General on this question.

This bill is in conformity with the views which I ex-

pressed on behalf of the Board with respect to bank merger

egislation on May 23, 1956, before the Subcommittee on

Antitrust and Monopoly of the Committee on the Judiciary
Of the Senate. In the Board's opinion, this bill represents
a constructive and desirable approach to the problem of

Federal regulation of mergers and consolidations of banks.

The specific requirement of the bill that the Federal

Ilanking agencies take into consideration the competitive ef-
fects of any bank merger or consolidation upon which they

would be required to pass would, in the Board's judgment,

provide an effective safeguard against undue lessening of

,70mpetition in the banking field. At the sane time, the
ii would permit proper weight to be given in each case to

Other factors which may be involved, such as the financial
condition of the banks, the character of their management,
and the needs of the community, so that the banking agencies
would be in a position to base their decisions upon a con-
sideration not only of the competitive situation but of all

aspects of the public interest.

The requirement of the bill that each banking agency

seek the views of the other two Federal bank supervisory

!gencies with respect to the competitive effects of a merger
or consolidation is calculated to promote the use of substan-

lallY uniform standards by the three agencies with respect
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to problems of this kind. In addition, it is desirable,
whenever there is a substantial or important question re-
garding the competitive or monopolistic aspects of any
such transaction, that the appropriate banking agency be
authorized to request the view of the Attorney General;
and the authorization given in the bill for this purpose
would tend to further the objective of uniformity of

standards.

Legislation of this kind, the Board believes, would

effectively accomplish the basic objective of providing
means for controlling bank mergers and preventing undue

lessening of competition in the banking field through that
means. Accordingly, the Board endorses the bill S. 3911.

At this point Messrs. Sloan, Director, and Masters, Assistant

131-rector, Division of Examinations, entered the room.

At the meeting of the Board on April 10, 1956, there was a pre-

't
rillarY discussion concerning a request from the Northwestern National

80* of Minneapolis for the Board's opinion as to whether funds of the

11°1-thliest Bancorporation Deferred Compensation Profit-Sharing Plan

11111tht he invested in stock of Northwest Bancorporation. In view of ques-

tion
16 thich were raised at that time, the staff was requested to study

the 
need and feasibility of broadening the prohibition contained in sec-

tion ,„
J-Lka) of Regulation F, Trust Powers of National Banks, so as to

more strictly the power of national banks to invest trust funds

(1) artic
ularly funds of their own pension trusts) in stock of the bank

or
affiliates. Following such a study, Messrs. Masters and Hexter

Are,
vared a memorandum under date of May 161 1956, which discussed the
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Problem and recommended against amending Regulation F in this respect.

The memorandum had been circulated to the members of the Board prior

tO this meeting.

Governor Vardaman recalled the interest of Governor Robertson

the subject and suggested that action on the matter be deferred

Until Governor Robertson had returned from Europe and could express his

Vieys.

While there was agreement with this suggestion, it was noted

14't) due to the request for a staff study, a reply had been delayed on

the specific question raised by the Northwestern National Bank of Minne-

ls. In the circumstances, it was suggested that the Board approve

a. rePly in the form previously recommended by the staff.

Thereupon, unanimous approval was

given to a letter to Mr. Walter J. Bean,
Assistant Vice President, Northwestern
National Bank of Minneapolis, Minneapolis,

Minnesota, reading as follows, with the
understanding that a copy would be sent
to the Federal Reserve Bank of Minneapolis
and with the further understanding that
the question of amending the Board's Regu-

lation F, as discussed in the memorandum

from Messrs. Masters and Hexter, would be

considered further following Governor

Robertson's return:

th This refers to your letter of March 2, 1956, requesting
be °Pinion of the Board of Governors as to whether your
r,ank as trustee under the Northwest Bancorporation Deferred
'2144100ensat1on Profit-Sharing Plan may invest funds of that
'rUst in capital stock of Northwest Bancorporation.
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From the documents supplied it appears that North-
western National Bank of Minneapolis, as trustee, has sole
responsibility for the investment of the funds of this
trust except with respect to investments in the capital
stock of Northwest Bancorporation, which the bank has au-
thority to make only upon the direction of a duly consti-
tuted committee. The committee has sole responsibility
for the purchase, retention, and voting of such stock,
and the bank as trustee must follow all directions of the
committee with respect thereto.

The committee is composed of 11 members, each of whom
must be an officer or employee of one of the participating
employers. One member is appointed by the board of direc-
tors of Northwest Bancorporation, one by the board of direc-
tors of Northwestern National Bank of Minneapolis (the

trustee), four by the boards of directors of four other
Specifically designated banks, and the remaining five by
majority vote of the other participating employers, all
Of which are subsidiaries of Northwest Bancorporation.

As you have indicated, section 11(a) of Federal Re-
serve Regulation F has a distinct bearing upon the answer
to .your question. That section provides, among other
things, that funds held by a national bank as fiduciary
Shall not be invested in the stock or obligations of affil-
iates of the bank. For the purposes of this provision,
the Board of Governors considers the term "affiliate" to
include a holding company affiliate such as Northwest Ban-
corporation.

A footnote to section 11 of Regulation F provides, as
an exception to. the above-mentioned prohibition, that a
national bank, as fiduciary, may execute "any transactions

rich are expressly required by the instrument creating the

rUat". Accordingly, the question in this case is whether

rehase of stock of Northwest Bancorporation with funds of

Profit-Sharing Trust falls within that exception.

As you are aware, the purpose of the prohibitions in

netioh 11 is to avoid situations in which a fiduciary bank
1_ght be subject to conflicts of interest - in other words,
:flere the bank's decision and action might be influenced by
'onsiderations unrelated to, and perhaps adverse to, the
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welfare of the beneficiaries of a trust. The exception
quoted above has been considered by the Board of Governors
to be appropriate for the reason that, where the trust
instrument expressly requires a specified investment, there
is no occasion for exercise of any discretion in that
phase of the administration of the trust, and consequently
no conflict of interests could arise in that connection.
In the situation you present, however, a discretionary de-
cision would have to be made by a committee consisting of
individuals within the Northwest Bancorporation group, of
which the trustee bank is a subsidiary.

In view of the foregoing, it appears that the purchase
Of Northwest Bancorporation stock is not "expressly required
by the instrument creating the trust" and that consequently
such purchases are prohibited by section 11(a) of Regulation
F. However, in view of the last paragraph of your letter
an opportunity will be afforded, if you so request, to dis-
cuss the points involved with the Board's staff or to submit
further information for consideration by the Board before
it reaches a final conclusion in this matter.

Messrs.

Messrs. Sloan and Masters then withdrew from the meeting and

Hersey, Chief, Special Studies Section,

Operations and Policy Section,

ettered the room.

With a transmittal memorandum from Mr. Sherman dated June 1,

and Furth, Chief, Finan-

Divis ion of International Finance,

1955 there ' ere had been sent to the members of the Board copies of a draft

slIggested letter to the Presidents of all Federal Reserve Banks which

Prepared as the result of a discussion at the joint meeting of the
Board.

ketit,s,
payments on behalf of Reserve Bank employees whose services are

trn/01._
-Luntarily terminated.

and the Reserve Bank Presidents on May 9, 1956, relating to supple..
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In a discussion of the proposed letter, Governor Shepardson

called attention to the fact that as to Reserve Bank employees whose

services are involuntarily terminated after 25 years' service and at-

tainment of age 55, the Banks would be requested to bring to the

11°8'rdt8 attention any cases which might appear, although not clearly,

to involve dishonesty, misconduct, or insubordination. On the other

hallci, another paragraph of the letter would continue to permit the Re-

ael've Banks, at their discretion, to pay dismissal wages or a separation

11-11°Igancey within defined limitations, in the event of involuntary ter-

rtlinati°n of the service of an employee not entitled to the benefits pro-

\ricled under subdivision 2(b) of section 3 of the Rules and Regulations

Or the Retirement System of the Federal Reserve Banks. He asked whether

Qerlsideration should be given to requiring the Reserve Banks to also

acbri
the Board in any such case which might involve dishonesty, mis-

Q°11411et or insubordination.

In response to Governor Shepardson's question, it was stated

that it
seemed important to have brought to the Board's attention cases

111/4)1vinv
supplemental payments to the Retirement System where dishonesty,

414conA---uct, or insubordination might be involved in order to give the
tokra.

an oPPortunity to see that casesdid not arise which might again

e811-1t ni
-- a question on the part of the Internal Revenue Service as to

1rheth
er the Retirement System should be subject to taxation. With
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regard to dismissal wages and separation allowances, however, it was

the feeling of the staff that the directors of the Reserve Banks should

have authority, to make such payments in their discretion in the light

°f the circumstances in each case.

In further discussion regarding cases of involuntary separation

from service after 25 years' employment and attainment of age 55, Gov-
ern

01. Vardaman inquired whether some definition should be made which

1.1°111d specifically exclude from the benefits provided under section 3,

814"3/1sion 2(b), of the Rules and Regulations employees whose services

lere terminated because of misconduct outside the line of duty for the

Peeerve Bank.

With regard to this point, it was brought out that the language

°f th e proposed letter conformed to the language in section 3 of the

es and Regulations which was adopted effective December 14, 1955,
tolaole

lng extensive study by a System committee in the light of questions

4.113ed bY the Internal Revenue Service. Governor Mills expressed the

tn this connection that if any changes were desired along the lines
or (.1

-"ernor Vardamants suggestion the matter should have careful con-
eider

bY the System prior to action.

Governor Vardaman then stated that while he was willing to ap-

1)r°11se the 
proposed letter to the Federal Reserve Banks, he would like

the
record to reflect his reservations concerning the basic provisions
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Of the Federal Reserve Retirement System and the manner in which it

°Perates, including the procedures followed with respect to handling

the investment of Retirement System funds.

Agreement having been expressed

with a change in language suggested

by Governor Balderston in the interest

of clarification, unanimous approval

then was given to a letter to the

Presidents of all Federal Reserve

Banks reading as follows:

This letter rescinds the Board's letters of March 17,

1944, (5-7411 F.R.L.S. 9152) and June 6, 1949, (S-1111,
P.R.L.S. 9093 and 9152), and supersedes the Board's letter
of March 15, 1946, (S-9051 F.R.L.S. 9093). These letters

related to supplemental payments on behalf of Federal Reserve
Bank employees upon involuntary separation from service. Let-
ter S-741, which authorized supplemental payments to be made
to the Retirement System, and letter S-11111 which specified

the kind of pension to be purchased with such supplemental

PaYments, have been inoperative since March 25, 1955, when
the last paragraph of Section 9 of the Rules and Regulations
°f the Retirement System of the Federal Reserve Banks was

deleted. That portion of S-905 which authorized, in the al-
ternative, payment of dismissal wages to the Retirement Sys-

';e131 on behalf of the employee, also has been inoperative
since March 25, 1955, because of the deletion from the Rules
and Regulations of the paragraph referred to.

In view of the adoption, effective December 14, 1955, of
Section 3, Subdivision 2(b), of the Rules and Regulations ofthe 

Retirement System of the Federal Reserve Banks, it is now

"tndatory in cases of involuntary termination of service of

6.,(1, employee of a Federal Reserve Bank after such employee has
attained age 55 and has completed 25 years of creditable ser-
vice, to provide an additional pension in accordance with the
!I'()Irisions of the amendment; except that the individual shall
rt be entitled to the additional pension if such involuntary

,termination of service is for reasons of dishonesty, miscon-

'llet, or insubordination.
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In any doubtful case in which an employee who has at-

tained age 55 and who has completed 25 years of creditable
service is involuntarily separated from the service of a

Reserve Bank for reasons which may, but which do not

Clearly, involve dishonesty, misconduct, or insubordina-

tion, the facts of the matter should be brought to the

Board's attention so that the Board may have an opportunity
to give the Bank its views as to whether dishonesty, mis-

conduct, or insubordination is involved and as to the con-

sequent eligibility or ineligibility of the employee for

additional benefits under Section 31 Subdivision 2(b) of
the Rules and Regulations.

In any case of involuntary termination of service of
an employee who is not entitled to the benefits of Section

3, Subdivision 2(b), dismissal wages or a separation al-
lowance may, in the discretion of the Reserve Bank, be paid

in an amount not to exceed one-half of a month's salary for

each year of service or fraction thereof, with a maximum

payment equal to six months' salary. In computing such pay-

ments, any basic salary higher than 315,000 per annum shall

be treated as a salary of 315,000.

At the meeting on May 2, 1956, the Board considered a request

the Federal Reserve Bank of New York for an increase from $50

1:41111°n to $100 million in the authorization covering the amount of

bkruz,
'rst acceptances which can be purchased and guaranteed by the Re-

serve
Bank for accounts of foreign central banks. Because of questions

" were raised, the Board decided to defer action on the request

141tii
a memorandum was Prepared by the New York Bank which wo

uld review

the background and reasons for the present arrangement, including

the n,
-1-ie6tion whether purchases of bankers' acceptances for foreign ac-

°I.Ints
si,ould continue to be made. Under date of May 22, Mr. Sproul,
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President of the New York Bank, wrote to the Board stating that the

l'equested memorandum was being prepared and suggesting consideration

interim increase in the authorization to 60 million against the

P°sstbility that additional orders might be received from foreign

correspondents before the study was completed. The letter pointed out

that since the purchase and guarantee of bankers' acceptances is one

f the services offered to foreign correspondents in the standard letter

f terms and conditions when an account is opened, it would be unfortu-

Itte from the point of view of central bank relations if any corre-

811°Ildent wishing to invest in bankers' acceptances had to be advised

that the Reserve Bank was unable to accept its order. Copies of Mr.

sProlat s letter had been sent to the members of the Board prior to this

leeting along with a memorandum from Mr. Hersey dated May 23 which

l'eeommended that the authorization be increased to $60 million as an
trite 

rim measure pending full review of the problem.

Following a statement by Mr. Hersey, there was a discussion of

advisability of granting
Gove,_

-Lilor Vardaman commented

e°11431eted in the near future

stalidlooint to make no change

slon had been reached on the

It suggested that action

the requested interim increase during which

that if the Reserve Bank's study was to be

it might be better from an administrative

in the existing authorization until a deci-

fundamental problems involved. Accordingly,

be deferred until information could be
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Obtained from the New York Bank regarding the status of the study

l'equssted by the Board, with the understanding that the suggested

ihterim increase then would receive further consideration.

This suggestion was ap-
proved unanimously.

During the foregoing discussion Chairman Martin joined the

fleeting and Mr. Thomas, Economic Adviser to the Board, also entered

the room. At the conclusion of the discussion Messrs. Hersey and Furth

/qtalidrev from the meeting.

At the meeting of the Board on May 20, 19550 Governors Mills,

13414er8
thn, and Shepardson were requested to serve as a special committee

°t the Board to consider with the staff the mechanization of the Board's

eftPuting and charting operations. Since that time the committee had

lieceived reports from the staff concerning the question of acquiring an

ihte
rmediate- type electronic computer. In a memorandum to the special

e°111111attee dated May 25, 1956, Messrs. Young, Garfield, and Schwartz,

tea,-
'mist in the Division of Research and Statistics, presented the con-

i

the ,
Potential usefulness of such a computer, cost factors, the question

or th
e timing of a possible installation, and the relative merits of

14" intermediate-type computers. The conclusion reached in the memo-

r134:11114 was that the Board would be justified in placing an order for

°ns of the staff and the reasons therefor. The memorandum covered
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the 4
-zstallation of an Alwac 800 computer produced by Logistics Re-

search, Inc.

On behalf of the special committee, Governor Mills made a

statement substantially as follows:

All of the members of the Board have received copies
Of a memorandum prepared under the direction of Mr. Gar-
field regarding the question of purchasing an electronic
ooMputer. The memorandum indicates what the operating
methods, costs, and problems might be, and the committee
of the Board recommends that the Board proceed to purchase
an Alwac Model 800 machine, which is manufactured by Lo-
gistics Research, Inc., at a cost of $237,000. The machine
has been studied intensively by members of the Board's
staff If the Board should see fit to approve the pur-
chase and place an order with the mrrufacturing company,
the delivery of the machine would require a period of
about nine months. The expenditure would be covered in

the 1957 budget and presumably would be set up in the
special project budget as an expenditure for capital
equipment.

The cost of the device is considerably higher than the
"timated cost of similar equipment produced by the same
e°m"Pany -which was reviewed late in the fall of 1955. How-e 

this device represents a considerable improvement over
the earlier one and it is the judgment of the staff, based

re studies of the use of the computer, that it has been per-_ted to a point where it will not be quickly outmoded and
"(Add render useful service to the Board for at least five
Years. Over that period the cost of the machine could be
rortized, although it is likely that the use of the machine
culd extend considerably beyond that length of time.

,_ Similarly, operating costs would be higher than the
t!sts under consideration last fall. Assuming a five-year
e for the machine, it is estimated that the annual cost

$12Taintaining and operating the machine would be around

3000, 'which would be approximately $60,000 in excess of
"e cost now applicable to that kind of operation and work
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here at the Board. In this connection, it would be nec-
essary to retain the services of a resident engineer-
programmer and to provide instruction to members of the
Board's staff.

The availability of the computer would expedite the
work of various divisions of the Board, particularly the
Dtvision of Research and Statistics and the Division of
Bank Operations. It would also provide an acquaintance-
ship with the use of electronic equipment that is useful
to the research program of the Board's staff. There is
a widening precedent for the purchase of computing ma-
chines in that other agencies have increasingly obtained
aPpropriated funds and acquired such machines for their
uses.

The substance of the matter is that the special com-
mittee recommends the purchase of the machine and incur-
rence of the general level of operating costs to which
reference has been made.

There followed a general discussion based on questions which

raised, principally by Governor Vardaman, concerning the procedures

u had been followed by the staff in selecting the recommended con-

and the procedures which would be followed in effecting the actual

Pilrehase.
Responses to these questions brought out the reasons why

8 not considered feasible in this instance to follow the usual

131'act' e
le- of calling for bids on the basis of specifications; the coppari-

804s

Ma'cle of the three available computers of the type deemed acceptable
for .44

e
 board's purposes; the fact that discussions had been held with

l'ePres
entatives of all concerns producing such equipment; the reasons

`4le conclusion that the Alwae computer would be the most desirable
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Purchase from the standpoint of performance and cost; the conditions

f4v°ring purchase as against rental of a computer; and the fact that

in the Judgment of experts in the field the Alwac computer -would not

bee°me quickly outmoded. In connection with the last point it was

stated that the Alwac computer was adaptable to certain innovations of

the type most likely to be introduced within the next few years. It

Ilas also stated that from the Boardts standpoint the Alwac machine

/r(Alid be preferable in many respects to larger, more expensive machines

ch have been purchased by Government agencies. As to the possibility

Of using
the machine for Reserve Bank work, it was stated that some

Lachihe time would be available to the Banks and that an opportunity

11°11-1(1 be afforded Reserve Bank personnel to work with the machine and

1'We their knowledge of computer techniques.

Governor Balderston stated that as a member of the special com-

e he was at first inclined to feel that it would be preferable to

--g tato a rental arrangement initially. However, after thorough

17 into the matter he became convinced that the advantages of such

'1341
ngement would, not be sufficient to warrant the extra cost involved,

'44lich Would be in the neighborhood of $40,000 a year.

Governor Shepardson also made a statement in support of the

-e recommendation in which he stressed reasons why it did not

1•1' feasible to present specifications to the various manufacturers
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°I comPuting machines and ask them to quote prices on a machine com-

Parable to the Alwac.

Mr. Vest inquired whether the facts brought out in this dis-

cUssion relating to the investigation of the matter by the staff were

11411113r supported by material in the Board's files, and the response was

ill the affirmative.

In reply to a further question, it was stated that the matter

had not yet reached the point of drawing up a contract for the purchase

°r the machine or entering into detailed arrangements for delivery.
The

matter of contracting for the actual purchase, it was brought out,

l'i°111c1 be effected through the normal channels of the Board's Procure-

Section, with the assistance of the Legal Division.

Chairman Martin then suggested that the Board accept the recom-

4e4datin--n of the special committee and authorize the staff to proceed

with
negotiations for the purchase of the Alwac 800 computer. He also

sted. that the Legal Division be requested to review the steps
tk

n in the purchase negotiations to afford assurance that from a pro-
ceb_

4-81 standpoint the Board was in the best possible position with re-

131/e'et t,
- questions that might be raised concerning the purchase.

There was unanimous agree-
ment with Chairman Martin's sug-
gestions.

Messrs. Bethea and Garfield then withdrew from the meeting.
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Further consideration was given to the question, discussed

by the Board previously on a number of occasions, of a possible in-

crease in the maximum permissible rate of interest on loans made pur-

811ant to Regulation V, Loan Guarantees for Defense Production.

Governor Vardaman stated that it continued to be his firm con-

viction that the rate should be increased in order to help keep the

V"loan rates "on an operating basis."

In response to an inquiry from Chairman Martin as to -whether

there had been any developments of significance since the last discus-

Of the matter by the Board, Mr. Boothe referred to certain addi-

ti°11a1 reports through the Federal Reserve Banks indicating some degree

Of reluctance on the part of commercial banks to extend credit under

the V-1oan program in view of other demands for credit which would yield

4 higher rate of return. He also stated that the Defense Department

Q°11tillUed to look with disfavor on any proposal which would expand the
tina

ileing of defense contractors through advance, progress, or partial

1113.111ent5• It was the Department's view, he said, that an increase in
the

raaximum V-loan rate would tend to facilitate small business participa-
tiori

4n the procurement program and would serve to counteract any pressure
tor

a88istance through advance and partial or progress payments.

Governor Balderston said that, as he indicated at the meeting
ori

-1111' 1, 1956, he had given some thought to the alternative possibility
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Of 'flaking the V-loan program more attractive to commercial banks

tilroligh an adjustment in the schedule of guarantee and commitment fees,

but that upon being advised that the reserves accumulated by the Defense

DePartment under the program were only in the neighborhood of $20

or about 4 per cent of loans outstanding, he concluded that

8uch action would not be feasible.

In this connection Governor Vardaman recalled that at an earlier

of the program Defense Department officials expressed themselves

to the effect that it would not be out of line to build up a reserve

414°11411ng to as much as 20 per cent of outstanding loans. He also corn-

bented that the reserve funds, if not used, would revert to the Treasury.

Mr. Boothe confirmed Governor Vardaman's recollection regarding

the level of reserve funds considered appropriate by the Defense Depart-

trilit• It was the feeling, he said, that it would be unfortunate to have

to seek appropriated funds for the V-loan program in the event of sub-

st"tial losses, which were always a possibility.

Governor Mills then made a statement in which he said that his

1)Q81tijan in the matter had not changed. This position, he explained,

fundamentally on the fact that the Board's authority and responsi-
b*

- under the V-loan program are delegated through the President.

11111.8 b
eing the case, it seemed to him that it would not be advisable for

the
/1(3ard to act independently on an increase in the maximum interest rate,
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rather that the Board should take into consideration the judgments

of the Executive Department of the Government. He continued by say-

that the problem was essentially a small business problem, that the

President recently established a special committee at the Cabinet level

t° consider the problems of small business, and that the committee

Presumably would consider, among other things, participation of small

business concerns in the defense procurement program. This no doubt

vcAlld cover access to V-loan credit and the alternative of encouraging

13'articipation of such concerns in the procurement program through making

advane

ttices, he felt that action by the Board at this time to increase the

illitt)*Bara rate would be inappropriate in the absence of consultation with

others
working in the field of small business problems.

progress, and partial payments available. In those circum-

Governor Mills then pointed out that at the recent joint meeting

°r t he Board and the Presidents' Conference it was indicated that there

general agreement among the Presidents that the present rate and fee

eche—
c"Rules were not a deterrent to the extension of V-loan credit. The

tirroteri

Of the separate meeting of the Presidents' Conference also indi-

catea it to be the view of the Conference that it would be preferable
to a„,
'eomPlish the objective of affording a higher return to participating

1)444
by a reduction in the guarantee and commitment fees rather than

bY
increase in the maximum loan rate. If any change were to be made,
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Gwernor Mills said, he felt strongly that it should be through re-

ducing the guarantee and commitment fees, since to announce an increase

tfl any interest rate at this time might produce complications that in

his Judgment should be avoided.

Governor Vardaman said that while he was inclined to agree with

G°1rernor Mills that this was not the best time to announce any interest

l'ate increase, he felt that the Board should have acted to increase the

1114)ciltum V-loan rate as long as three years ago. One possibility, he sug-

gested, might be to present the proposal to the President's small busi-

Iless committee and obtain the reaction of that committee before reaching

4 rinal decision on a change in the rate.

Chairman Martin then pointed out that the problem of the V-loan

trite 
rest rate had been discussed informally with representatives of the

that the views of the guaranteeing agencies had been obtained,

that the views of the Reserve Bank Presidents also had been received.

tr es

much further, he felt, involved the risk of the Board losing the

lead
er8hip which it should have in the field of interest rates. While

he Isecognized the views stated by Governor Mills, he believed that they

be stronger if it were not for this aspect of the matter. As a
Q041.0

r°11lise approach which might cover these points, he suggested that
the

Board authorize him to say both to the Treasury and to the President's
et
ea b

-usiness committee that the Board was prepared to increase the
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In4xim1Um V-loan interest rate to 6 per cent and would appreciate any

comments they might have. Such a procedure, he said, would place the

Board in a role of leadership in the matter and would serve to avoid

the possibility of pressure being exerted on the Board to increase the

Maximum rat,-.

Governor Shepardson stated that he was thoroughly in accord

/dth this proposal, which would indicate the Boardts readiness to act

the absence of any strong objection.

Governor Mills stated that while he appreciated the point of

expressed by Chairman Martin, it was his opinion that the Board

cholad not act to increase the rate at this time and he therefore would

like to be recorded as voting against the action.

Following further discussion,
the procedure suggested by Chairman

Martin was approved, Governor Mills

voting "no" for the reasons which
he had stated.

During the foregoing discussion Messrs. Thomas and Noyes with-

'°m the meeting.

There had been circulated to the members of the Board a memo-

OP eratin
-As, discussing a request from the Federal Reserve Bank of Dallas

'44 dated May 23, 19561 from Mr. Leonard, Director, Division of Bank

tor 1)e

rIals8ion to prepare detailed plans and specifications for an addi-
tio

A to and alterations of the head office building. The memorandum
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l'ecommended that a telegram reading as follows be sent to Mr. Irons,

President of the Dallas Bank:

Board authorizes preparation of detailed plans and
Specifications for addition to and alterations of head
office building on basis of preliminary plans and specifi-
cations referred to in your letter April 16.

Approved unanimously.

The meeting then adjourned.

Secretary's Note: On June 5, 1956, Gov-

ernor Balderston approved the following
items on behalf of the Board:

Memoranda dated May 29, 1956, from Mr. Young, Director, Divi-
si°nNo, f Researcd Statistics, recommending the appointment of
ealeo h an

Dixon Rawles and Frances D. Skehan as Clerks in that Division,
'with basic salary at the rate of $3,500 per annum, effective as

4 the 
respective dates on which they assume their duties.

of ,__ Letter to Mr. Pondrom, Vice President, Federal Reserve Bank
uallas, reading as follows:

In accordance with the request contained in your let-ter
„°1

p
May 29, 1956, the Board approves, effective June

1Y50, the appointment of George J. Watts, III, as an as-
sistant examiner for the Federal Reserve Bank of Dallas.

On June 6, 1956, Governor Balderston ap-
proved the following items on behalf of
the Board:

aion Memoranda dated June 4, 1956, from Mr. Young, Director, Dtvi-
or 110())f Research and Statistics, recommending: (1) the appointment1
11 .s8 piert W. Johnson, Associate Professor of Finance, School of Busi-
Qortshi ministration, University of Buffalo, Buffalo, New York, as a
'"94t to the Board on a temporary contractual basis, effective
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fllmediately and until July 1, 1956, for work in connection with
the consumer credit study, with compensation at the rate of $40

ter day for each day worked for the Board, either in Washington,
or outside the city, plus a per diem in lieu of subsis-

ence at the rate of $12 for time spent in a travel status in
.7?nnection with his assignments and transportation in accordance
nth the Board's travel regulations, and with the understanding
fl.at for purposes of travel, Mr. Johnson's official headquarters

:tad be either his home or place of business; (2) the establish-
2" of an additional budget position in the Division of Research
7nd Statistics in connection with the consumer credit study; and
,9,) the appointment of Robert W. Johnson to fill this position,

basic salary at the rate of $10,065 per annum, effective the
he assumes his duties in this capacity.

Memorandum dated May 11, 1956, from Mr. Narget, Director,
10,c.610n of International Finance, recommending the appointment of

ard M. Westebbe as Economist in that Division, with basic sal-
at the rate of $7,570 per annum, effective the date he assumes-03 duties.

bivi-4 Memorandum dated June 6, 1956, from Mr. Bethea, Director,
or n.-Lon of Administrative Services, recommending the appointment

at the
1̀°I.Istance A. Dyer as Secretary in that Division, with basic sal-,7 

rate of $41075 per annum, effective the date she assumesr duties.

Governor Balderston today approved
the following item on behalf of the
Board:

kw Memorandum dated June 5, 1956, from Mr. Johnson, Director,

1
Sai°11 of Personnel Administration, recommending the appointment

bast thleen F. Wilcox as Clerk-Stenographer in that Division, with
aetr, salary at the rate of $3,415 per annum, effective the date she
the-"es her duties. This appointment was recommended pursuant to
apprp,r°gram for the recruitment of stenographic and tse ing personnel

-ved by the Board on April 24, 1956. ,doefee,55/-

/

P 4cretary
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