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

eral Reserve System on Monday, November 19, 1956. The Board met in the

Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman
Mr. Szymczak
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. Leonard, Director, Division of Bank

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

and Statistics
Mr. Eckert, Chief, Banking Section) Divi-

sion of Research and Statistics

Mr. Miller, Chief, Government Finance Sec-

tion, Division of Research and Statistics

The following matters, which had been circulated to the members

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

ee-ch instance was as stated:

adei_ . Letter to Mr. Hill, Vice President, Federal Reserve Bank of Phil-
a, reading reading as follows:

The Board has reviewed your letter of September 24,
_I:956/ and accompanying copies of letters dated September
.and 18, 1956, from Tradesmens Bank and Trust Company,

,n1ladelphia, Pennsylvania, a member State bank. In the
. tter of September 18) the member State bank requests

Board's opinion regarding the manner in which the
;rustee should treat losses which would result from the

S:d
eMption before maturity of United States Savings Bonds)

be es G, held by the two common trust funds of the mem-
r State bank.

ter of September 24, particularly in the following excerpted
Paragraph:

The question involved is fully discussed in your let-
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"It is our understanding that Treasury regulations
(1950 Department Circular No. 654) specify that on
redemption of Series G Savings bonds the difference
between face amount and redemption value shall be
treated as an adjustment or refund of interest.
Obviously a trustee of a common trust fund which
bought Series G bonds with the intention of holding
them to maturity and has disbursed as income the
full amount of the interest received semi-annually
would encounter objections from income beneficiaries
if a sizable charge were made against income in any
one period from redemption of Series G bonds. By
the same token, it would seem that objections from
remainder beneficiaries would be justified for re-
cent acquisitions of units of common trust funds
when the price paid for the units included Series G
bonds valued at face rather than at redemption values,
particularly if the trustee had in mind redeeming such
bonds in the near future. Thus there would appear to
be legitimate objections which might be raised by trust
beneficiaries to the treatment of the loss from redemp-
tion of Series G bonds as a charge against either in-
come or principal."

As you know, the Board has not previously issued an opin-
ion on the subject covered above, although the valuation of
Series G United States Savings Bonds was covered in successive
statements in the Federal Reserve Bulletin during the years
1942, 1948 and 1951. In the Federal Reserve Bulletin for April
1948 at page 397, the following statement appears:

"In a statement published in the Federal Reserve Bul-
letin for January 1942 at page 7, the Board expressed
the opinion that redemption value was the most appro-
priate basis for valuing such bonds. As pointed out
at that time, however, the only provision of the
Board's Regulation F which is pertinent to this matter
is the requirement, in section 17(c)(1), that the writ-
ten plan for the operation of a Common Trust Fund shall
include, among other things, provisions relating to the
basis and method of valuing the assets in the Fund, and
the Regulation does not undertake to prescribe any pre-
cise basis or method of valuation. Accordingly, Regu-
lation F does not prohibit the valuing of Series G
United States Savings Bonds at par value in the periodic
valuation of assets in a Common Trust Fund, and such
action is permissible if it is consistent with the terms
Of the written plan governing the Common Trust Fund and
With applicable State law."
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The Board has generally maintained the view expressed
in the foregoing paragraph which provides that such action
13 permissible if it is consistent with the terms of the
written plan governing the common trust fund and with ap-
plicable State law.

Similarly, in respect to the present question as to
whether losses from the redemption of Series G bonds be-
fore maturity may be charged either to the income or prin-
cipal beneficiary or possibly apportioned between them, the
Board is of the opinion that the terms of controlling trust
instruments and applicable State law should govern.

Approved unanimously.

Letter to Mr. Leedy, Chairman of the Conference of Presidents.of
the Federal Reserve Banks) prepared pursuant to the understanding at the
Meet'lng on October 24, 1956, and reading as follows:

Enclosed are copies of two letters which have been

furnished the Board: (1) a letter dated September 5,
1956, addressed to the Treasurer of the United States by
the General Auditor of the Federal Reserve Bank of San

Francisco, with regard to a possible attempt at collusion
in the verification and destruction of unfit Treasury cur-

.),renc- at the Los Angeles Branch; and (2) the reply thereto
made by the Deputy and Acting Treasurer under date of Sep-
tember 28, 1956.

The verification and destruction of unfit Treasury

currency was undertaken by the Reserve Banks at the re-
quest of the Treasury on July 1, 1953. The Board would
like to have the views of the Presidents, in the light
of the three years' experience, as to the operation in

general and as to the problem raised in Mr. Armstrong's
letter in particular.

Approved unanimously.

In a letter dated November 5, 1956, the Acting Secretary of the

Fe
-'1*8-1- Advisory Council advised that the Council would like to suggest

the following topic, in addition to those already suggested by the Board,

for .
inclusion on the agenda for the meeting of the Board and the Council

t m°rrow:
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Copies

of the

The Administrative Committee of the
American Bankers Association has authorized
the publication of a study of reserve re-
quirements prepared by the Economic Policy
Commission of the American Bankers Associ-
ation. The Council would appreciate having
the Board's comments on this study.

of the study referred to in the letter, which was a revised draft

proposal that the Board discussed with the Economic Policy Commis-

On May 1, 1956, were forwarded to the Board under separate cover

446- had been distributed to the members of the Board prior to this meeting.

Mr. Thomas said that, while he had not made a detailed comparison,

the current draft appeared to differ significantly from the previous draft

°IllY in that the reserve requirement against time deposits, at the end of

a' Prescribed period of adjustment, would be 2 per cent rather than 1 per

cent. He went on to say that even the current draft was not regarded by

the American Bankers Association as a final product, that the Association

had
not been aware that the Federal Advisory Council was referring the

Illatter to the Board, but that the Association was understood to have ap-

131*oved circulation of the proposal to a number of parties for comment.

There were several questions in his mind, Mr. Thomas said, with

respect 
to the proposal. First, he was inclined to feel that the Board

Ilel'haPs should reconsider its general position in regard to a substantial

/'ecilIction of reserve requirements in view of the international situation,
the av

ailable gold stock of the United States, and the foreign claims on

that gold. If it was to be said that these claims could be met easily,

°tie waY of meeting them would be through reducing reserve requirements if
44c1 when the gold stock should move out rapidly, and in this connection a
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strong case could be made for the view that if the Federal Reserve was

g°iJaig to hold reserves against foreign liquid balances, member banks

ought to share in that responsibility. While he felt that quite a

substantial reduction in reserve requirements could be justified even

on that basis, he suggested that the Board might not want to go quite

as far as the proposal of the American Bankers Association would imply.

His second question concerned the feature of the proposal whereby

the reserve requirement against demand deposits would be reduced to 10

Per cent, and the requirement against time deposits to 2 per cent in a

Period of five years, with limited authority vested in the Board to

P°stPone reaching that point. He suggested that the Board might not

Ifant to commit itself to so definite a

Third, he said, there was the

to consider a more fundamental reform

Inellts and relate such requirements to

48 14ell as to the volume of deposits.

the

goal.

question whether the Board wanted

in the system of reserve require-

the velocity of deposit turnover

In this connection he referred to

analysis of such proposals which was presented in his memorandum of

40vember 8, 1956, copies of which had been sent to the members of the

Mr. Thomas also said that he continued to have a serious question

413°14 a reserve requirement against time deposits as law as 2 per cent.

lie asked whether the Board should move in the direction of increasing the

(lifferential between the requirements against demand and time deposits in

111 of the pressures now being built up which are encouraging banks to

11°1‘k out devices for shifting deposits from a demand to a time status in
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order to release reserves. He said that banks appeared to be holding

as time deposits a lot of funds which were really liquid balances.

Chairman Martin stated that he thought the Board's position to-

Morrow ought to be that it had not had adequate time to study the cur-

rent proposal. He reported having learned from an official of the

American Bankers Association that rather widespread distribution of the

Study was being contemplated and said he told the official that he did

not think the Board would want to participate in the distribution at

the present time, except to the Federal Reserve Bank Presidents. It

as his opinion that the Board should not put itself in the position

°11 a joint sponsor of the proposal, even though the proposal was put

torward in the form of a study.

It was noted that this was essentially the same position that

the Board took in a letter to the Economic Policy Commission after its

Ibleeting with that group earlier this year.

Governor Vardaman raised a question whether the Board should

ellter into a discussion of the matter with the Federal Advisory Council

at this stage. He said that he regarded the proposal set forth in Mr.

Illefler's memorandum of May 9, 1956, as by far the most intelligent that

114a Yet come to his attention.

In response, Chairman Martin repeated that he thought the Board

be justified in taking the position that it was not prepared to

disellas the proposal with the Council at this time. At the same time,

he felt that the Board had some responsibility for the study because it

1141 encouraged the American Bankers Association to believe that the
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system of reserve requirements was an important area for research. He

felt that the Board had an obligation to continue working with the sub-

ject until some proposal was produced that was considered satisfactory.

Governor Mills stated that since the Board had had the proposal

Cn the Economic Policy Commission before it for some time and since the

Federal Advisory Council was a part of the official family of the System,

he would be rather disturbed if the Board did not enter into some form

Of discussion with the Council about the problem of reserve requirements

and the Economic Policy Commission's proposal. He then referred to Mr.

1110nlas critique of the original proposal, copies of which had been

handed to the Economic Policy Commission, and suggested that copies be

handed also to the Council - before tomorrow's meeting with the Board if

possible - in order to indicate to the Council some of the problems that

deserved further study and analysis. He further suggested that copies of

Mr. •
Riefler's memorandum of May 9 and Mr. Thomas' memorandum of November

8 likewise be furnished to the Council.

Governor Mills said that it was his personal impression that the

SYste m perhaps should consider itself fortunate to have the present level

Of reserve requirements in effect at a time of unsettled international

c°11ditions so that, if necessary, the Board could selectively reduce re-
serif,
' requirements at a point when reserves were most needed.

Following expressions of agreement with the procedure proposed
by G_

'vernor Mills, Governor Vardaman inquired whether it would be ad-

u-Le for the Board to try to set up a time schedule under which it
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would take action with respect to recommending a change in the law with

respect to reserve requirements.

Chairman Martin replied that he had tried repeatedly to move

in that direction but that it had not proved feasible unless parties

were to be forced to take positions which they were not really prepared

to take. In the circumstances, he believed that the Board must continue

to feel its way.

In a further general discussion of the subject, during which Mr.

14°1011Y, Special Assistant to the Board, entered the room, question was

1Seci the three documents proposed to be sent to the Federal

Advis 
(DrY Council should also be sent to the Presidents of the Federal

Reserve Banks. In this connection, it was recalled that the Presidents

had not yet seen a draft of the proposal of the Economic Policy Commis-

- and Chairman Martin reported the view of a representative of the

C(3111miss10n that some of the Presidents probably would not favor the pro-

I)°sal in its present form.

Governor Robertson stated that during the recent hearings before

the Robertson Committee he said that this was one of the subjects which

he thou ght the Congress ought to study on a much longer-term basis than

1.1°1124 be possible in connection with the current study of the Federal

lalgs governing financial institutions and credit.

The question then arose whether it would be desirable for the

o place itself in the position of being the agency for receiving

----LYzing the various proposals which might be made on the subject
Of re

serve requirements. It was suggested that in effect the Board ap-

Peared to be assuming such a role and that apparently the Board would
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13e in a position to appraise any proposals which might be advanced.

In a final comment Chairman Martin said that, whether wisely or

11°t, he had taken the position in recent discussions of the subject that

When the Board previously made suggestions on the subject of reserve re-

qUirements the banking community "cut them to pieces" and that he would

not want the Board to again get into such a situation.

At the conclusion of the discussion,

it was agreed unanimously that the three

staff memoranda mentioned at this meeting

should be sent immediately to the Federal

Advisory Council and to the Presidents of

the Federal Reserve Banks, and that copies

of the latest draft of the proposal of the

Economic Policy Commission would be trans-

mitted to the Presidents by the Board when

received from the American Bankers Associ-

ation.

Secretary's Note: The Secretary reentered

the meeting during the ensuing executive

session andyafter a brief discussion, it

was agreed that Mr. Riefler's memorandum

of May 9, 1956, would not be furnished to
the Council.

The members of the staff then withdrew and the Board went into

e%ecutive session.

The Secretary later was informed by

Governor Shepardson that during the exec-

utive session the Board, on his recommen-

dation, approved the recommendation con-

tained in a memorandum dated October 31,

1956, from the Division of Personnel Ad-

ministration that permission be granted to

those employees who reported outside busi-

ness or teaching activities in response to

a memorandum from the Division dated August
27, 1956, to enter into or continue such

activities.
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The Secretary also was infoimed by

the Chairman that during the executive

session the Board appointed Mr. John E.

Bierwirth, President of National Distill-

ers Products Corporation, New York, New

York, as a Class C director of the Fed-

eral Reserve Bank of New York for the

three-year term beginning January 1, 1957,
and designated Mr. Bierwirth as Chairman

and Federal Reserve Agent at the New York

Reserve Bank for the year 1957, with com-
pensation on the uniform basis fixed for

the same position at all Federal Reserve

Banks, i.e.) the same amount as the aggre-

gate of the fees payable during the same

period to any other director for attendance

corresponding to his at meetings of the

board of directors, executive committee and

other committees of the board of directors.

Chairman Martin further informed the

Secretary that during the executive session

the Board reappointed Mr. Forrest F. Hill

as Deputy Chairman of the Federal Reserve

Bank of New York for the year 1957, and that

appropriate communications could now be sent

to those persons who were reappointed as Fed-

eral Reserve Bank Class C or branch directors

at the meeting of the Board on October 8, 1956.

At its meeting on March 26, 1956, the

Board authorized the retaining of Mr. Persina,

Consulting Architect to the Board, to review

plans previously prepared for closing in the

wings of the Federal Reserve Building and for

an addition to the building on the lot across

"C" Street which is owned by the Board. The

Secretary was informed by Governor Shepardson

that in accordance with this authorization Mr.

Persina had submitted reports under date of

July 25, August 8, and August 14, 1956, that
these reports had been the subject of informal

discussions by the members of the Board, and that

during the executive session today a decision

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



2183

11/19/56 -11-

was reached that this was not the time to
embark on a building program and that there-
fore nothing further should be done regard-
ing the matter at this time.

The meeting then adjourned.

Secretary's Note: Pursuant to the recom-
mendation contained in a memorandum dated
November 15, 1956, from the Division of
Personnel Administration, Governor Shepard-
son today approved on behalf of the Board
the payment of an additional $5 for each
pre-employment physical examination for

cafeteria employees to cover the cost of
a chest x-ray examination to be made by a

private clinic.

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




