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

eral Reserve System on Monday, April 8, 1957. The Board met in the

Board Room at 10:00 a.m.

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

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Hackley, General Counsel
Mr. Molony, Special Assistant to

the Board
Mr. Sprecher, Assistant Director,

Division of Personnel Adminis-
tration

Items which had been circulated to the Board. The following

items, which had been circulated to the members of the Board and copies

of which are attached to these minutes under the respective item numbers

indicated, were approved unanimously:

Letter to the Federal Reserve Bank of Chicago
concurring in the action taken to cancel the
lease of a barber shop located on the Bank's
acquired premises.

Letter to Equitable Security Trust Company,
Wilmington, Delaware, consenting to the pro-
Posed merger of The National Bank of Smyrna,
Smyrna, Delaware, into the trust company and
aPProving the establishment by the trust com-
PanY of a branch in Smyrna. (For transmittal
through the Federal Reserve Bank of Philadel-
phia.)

Letter to Wyandotte Savings Bank, Wyandotte,
Michigan, approving the establishment of a
branch at the corner of Fort Street and Ford
,I.Y)ad. (For transmittal through the Federal
“eserve Bank of Chicago.)

Item No.

1

2

3
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Letter to the Federal Reserve Bank of
Chicago relating to the establishment
Of the abovementioned branch by Wyandotte
Savings Bank.

Letter to The First National Bank, Palestine,
Texas, regarding whether an offer to pay
interest on demand deposits pursuant to a
contract providing for certain bank services
would violate the statutory prohibition against

Payment of interest on demand deposits. (With
a copy to the Federal Reserve Bank of Dallas.)

4

5

Discount rates. Unanimous approval was given to telegrams to

the following Federal Reserve Banks approving the establishment without

change by the respective Banks, on the dates indicated, of the rates of

discount and purchase in their existing schedules:

Was

Atlanta April 1
New York April 4
Philadelphia April 4
Chicago April 4

Effort to unionize employees of the Portland Branch. Reference

made to a telegram dated April 5, 1957, from President Mangels of

the Federal Reserve Bank of San Francisco advising that the following

wire had been received that day from Mr. James N. Beyer, Secretary-

Treasurer of the Office Employees International Union, AFL-CIO, Local

Number 11:

"This is to notify you that we are requesting recognition

for purposes of collective bargaining for all non-supervisory

employees of the Federal Reserve Bank in Portland, Oregon."

141". Mangels' telegram stated that the Bank proposed to send the following

reply this morning, but that it would not send the wire until receiving

any comments that the Board might have:
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"Reurtel notifying us that you are requesting recogni-

tion for purposes of collective bargaining for all nonsuper-

visory employees of the Federal Reserve Bank in Portland,

Oregon. The Federal Reserve Bank of San Francisco, with its

head office and principal place of business at San Francisco,

California, and with a branch office in the city of Portland,

Oregon, is a Federal administrative instrumentality and fiscal

agent of the United States expressly exempted by the Congress

from the provisions of the Labor Management Relations Act of

1947 by virtue of Title 29, United States Code, Section 152(2)

and its employees are likewise so exempted therefrom by virtue

of Section 152(3) of the same title, and it and its employees

are governed by the provisions of the Act of its creation,

namely, the Federal Reserve Act, as amended, (Title 12, United

States Code, Section 221, et seq). We understand your notifi-

cation was not discussed with your attorney, Paul T. Bailey,

Esquire, who telephoned our General Counsel earlier today at

the request of Mr. Frank Sawyer, your organizer, inquiring as

to the status of a Federal Reserve Bank under the exemption

provisions referred to."

During a discussion of the matter Governor Balderston raised the

Point that the provisions of the Labor Management Relations Act of 1947

would not appear to prevent the employees of a Federal Reserve Bank or

branch from organizing if they wished to do so. He suggested, therefore,

that the telegram proposed by Mr. Mangels would deal more with the last

step in the procedure than with the immediate question. Nevertheless,

he was not sure whether any other type of reply would be appropriate

at this time.

On this point Mr. Hackley commented that the procedure proposed

to be followed by the San Francisco Reserve Bank was similar to the

procedure followed in a case that arose recently at the Detroit Branch

of the Federal Reserve Bank of Chicago. In the Detroit case, the pro-

cedure served the purpose and the matter was dropped.
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President Johns of the Federal Reserve Bank of St. Louis,

who had entered the room during the discussion, said that his Bank

had engaged outside Counsel to bring up to date an opinion submitted

by the firm in 1954 on the rights of the Reserve Banks under the labor

laws. When the supplemental opinion became available, he intended to

send copies to the Board and the other Federal Reserve Banks for their

information.

In this connection, it was suggested by Governors Balderston

and Robertson that in view of the questions that might come up in the

field of labor relations, the Board perhaps should obtain expert advice

011 the labor laws and problems arising under them.

Mr. Hackley noted that President Allen of the Federal Reserve

Bank of Chicago recently suggested that the Board's legal staff should

become thoroughly familiar with the labor laws in view of problems

that might confront the System. He went on to say that he would

appreciate having a copy of the supplemental opinion to be given by

Counsel for the Federal Reserve Bank of St. Louis as an item which

could be studied by the Legal Division.

The Secretary then reported receipt during the meeting of a

letter from the Vice President in charge of the Portland Branch enclosing

a letter sent to the Branch employees by the organizer for the labor

union. Later in the meeting, he also reported receipt of a letter

Previously sent to the employees of the Branch by the organizer and a

memorandum distributed by the Vice President in charge of the Branch

to the members of the Branch Staff. It was understood that the latter

documents would be circulated to the members of the Board.
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Following a further discussion during which it was pointed out

that the telegram proposed to be sent by Mr. Mangels merely stated the

provisions of the law, Chairman Martin suggested that Mr. Hackley call 

Mr. Mangels on the telephone, indicate that the Board would have no

Objection to the proposed telegram, but bring to Mr. Mangels' attention

the point raised by Governor Balderston. It was also suggested that

Mr. Mangels might want to send copies of the pertinent documents to

the other Federal Reserve Banks for their information.

There was unanimous agreement with the suggested procedure,

With the understanding that Mr. Hackley would report back to the Board

if his telephone conversation with President Mangels raised any further

questions.

Mr. Molony then withdrew from the meeting.

Proposed changes in the Retirement System of the Federal Reserve

Banks. Pursuant to arrangements previously agreed upon, President Johns

Was present at this meeting to discuss further the recommendations of

the Special Joint Committee which had been appointed to study the report

Of Industrial Relations Counselors Service. At a meeting with the

Board on March 26, 1957, he had begun a discussion of the proposed

changes in the Bank Plan of the Retirement System and this meeting was

for the purpose of considering these proposals in more detail.

Mr. Johns first made a statement concerning literature that he

had studied on modern retirement systems, which he said validated the

report of Industrial Relations Counselors Service that the practices
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Of business, industry, and the Government were directed generally

toward the goal of providing benefits equal to about 50 per cent of

average compensation for an employee with 30 years' service. Recog-

nizing factors such as price and wage level advances, the trend had

been to base the retirement benefits on the salary received during

the last few years of employment. After discussing the adequacy of

retirement allowances in general terms, Mr. Johns expressed the view

that it was fair and equitable to base such allowances on both com-

pensation and length of service. He suggested that the cost of the

retirement benefits to the employer should be regarded as a cost of

productive services and should be borne on a current basis. With

regard to minimum retirement allowances, he found it difficult to

avoid some degree of discrimination in favor of the lower-paid employ-

ees, but investigation had shown that such minimums were built into

most retirement systems, including that of the Civil Service. In

substance, he felt that the formula proposed by the Special Joint

Committee was comparable to the benefits provided by business and

industry generally, and also was in reasonably close relationship

to the principles embodied in the retirement program of the Federal

Government. He thought that the proposals could be defended theoreti-

cally, ethically, and economically.

The Chairman then called upon Governor Mills, who said he

agreed with the desirability of liberalizing the pension program under

the Bank Plan. However, the proposals of the Special Joint Committee
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would not dispose completely of various problems that had arisen over

the past several years, particularly the problem of integration with

Social Security in the future, and unless they were considered very

carefully the ystem might be exposed to criticism at the Congressional

level, with all of the ramifications attendant upon such criticism.

More specifically, when the study of the Federal Reserve Retirement

SYstem was undertaken a principal purpose was to consider integration

Of its benefits with Social Security. This involved the possibility

Of added expense which would reduce the payments of the Reserve Banks

to the Treasury out of earnings, and that was the basis on which the

Congress might wish to investigate. He then noted that although the

Retirement System was established without statutory approval, the

first integration with Social Security was carried out under special

act of Congress. More recently, the Federal Home Loan Banks had held

UP the Federal Reserve Retirement System as a pattern, but had met

With Congressional criticism, so it could be seen that any changes in

the Federal Reserve Retirement System might be the subject of discussion

from the standpoint of other agencies. After referring to the sum of

approximately $16 million that would be required if the current pro-

Posals were made applicable to past service of present Federal Reserve

a.rlk members of the Retirement System and to the extra cost to the

Reserve Banks on an annual basis, he expressed the opinion that the

System would be running a very real risk if it did not at least bring

the matter to the attention of the appropriate committees of the Congress.
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In this connection, he pointed to the possibility of a revival of the

criticisms expressed within the Congress in 1954 which resulted in a

move to do away with certain independent retirement systems, including

the Federal Reserve Retirement System. Therefore, while he was sympa-

thetic to the plan proposed by the Special Joint Committee, he felt

that it would be unwise to make any unilateral decision.

Mr. Johns commented that since the Congress had placed the

employees of the Reserve Banks under Social Security and private employers

coming under that Act are encouraged through provisions of the tax

law to have their own retirement plans in supplementation of Social

Security, it was somewhat difficult for him to see why the Congress

should take a different view with respect to the Federal Reserve Banks.

He suggested that if the Reserve Banks were in a position to explain

their position, the Congress perhaps would not want to treat the Banks

differently from any other organization subject to Social Security.

Governor Robertson then raised a series of questions regarding

the portion of the estimated payment for accrued liability that would

be applicable to Reserve Bank employees with salaries over a certain

annual rate. When it developed that information of the kind sought

was not immediately available and that it might be necessary to go to

the Actuary for the Retirement System, Governor Robertson went on 
to

coMment that the amount of money involved in settlement for the accrue
d

liability was sufficiently large that the System must be prepared
 to

justify the expenditure fully if the proposals of the Special J
oint

Committee were adopted.
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President Johns Johns said that this phase of the matter had been

discussed by the Committee at length. While the report of Industrial

Relations Counselors Service did not deal specifically with the question

Of accrued liability, the Committee observed that revisions of private

retirement systems commonly provide a retroactive feature. In addition,

it was noted that when the Civil Service revised its retirement system

the Government made the revision retroactive. In such circumstances,

the Committee did not know how it could be explained to Reserve Bank

Personnel that they would be treated differently.

Chairman Martin then stated that, as he understood it, the board

Of directors of each Federal Reserve Bank would have to approve the pro-

posed liberalization of the present rules and regulations, and Mr. Johns

confirmed the Chairman's understanding. He added that the Actuary was

now making the usual valuation of the Retirement System as of the end

O f the fiscal year and that this would afford an opportunity to determine

the precise amount that would have to be paid on account of the accrued

liability.

Governor Balderston inquired whether the Special Joint Committee

had given thought to problems of transition, to which Mr. Johns replied

that the Committee had not done so, it having been the thought of the

director-members particularly that the Committee should confine itself

to broad questions of policy and not go into administrative matters.

While he felt that at the proper time the Committee would be glad to

meet on problems such as those of transition, it was his thought that

such matters could be dealt with through regular System processes.
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The discussion then reverted to the portion of the accrued

liability attributable to employees in certain salary ranges and it

was stated that some data which might throw light on these questions

could be obtained through the office of the Retirement System, such

as the salaries of persons who had retired under the Retirement System.

Going a little further into the question whether the proposed plan would

contain elements of discrimination in favor of higher-salaried personnel,

Mr. Johns repeated that he thought the opposite was true, since the

Part of the retirement allowance attributable to Social Security and

the Bank-contributed pension would become progressively lower percentage-

Wise as the salary scale increased. He felt quite strongly that in

making a judgment of this kind, consideration should not be given to

the annuity built up by the employee's own contributions, since these

involve no expense to the Reserve Banks other than minor clerical and

bookkeeping costs. In this connection, he said the Special Joint Com-

mittee deemed it advisable to retain a contributory feature, applicable

to salaries over $4,200, because that would follow the contributory

Plan of the Government.

Governor Balderston then commented on the public relations as-

pects of the payment on account of accrued liability, pointing out that

Payment of the amount in a lump sum would tend to highlight the size of

the payment but that a spreading out of the settlement would involve

substantial amounts of interest on the accrued liability and thereby

reduce further the System's payments to the Treasury out of its earnings.
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This problem led him to wonder whether the appropriate committees

Of the Congress ought not to be consulted, even though this might

invite other questions concerning the System.

Chairman Martin expressed the view that the problem referred

to by Governors Mills and Balderston deserved careful consideration.

Re then inquired whether the Special Committee was unanimous in its

views and Mr. Johns replied that the report was unanimous with no

dissenting opinion.

Governor Szymczak referred to the possibility of consulting

flarther with Industrial Relations Counselors Service and Er. Johns

canmented by saying that he felt sure the counseling firm could shed

40 Light on the public relations problem. He agreed, however, with

a statement by Governor Balderston that, at least as a matter of

courtesy, the counseling firm should at some time be told by the

Special Committee of its proposals.

At the conclusion of the discussion, Chairman Martin indicated

to President Johns that the Board would give the whole matter further

consideration and perhaps might wish to consult with him again.

The meeting then adjourned.

Secretary's Note: On April 5, 1957)
Governor Robertson approved on behalf
of the Board a letter to the Federal
Reserve Bank of New York regarding
the issuance of emergency identification
cards and vehicle markers to certain
retired employees of the Bank. A copy
is attached as Item No. 6.
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Name and title

Secretary's Note: Pursuant to rec-
ommendations contained in memoranda
from appropriate individuals con-
cerned, Governor Robertson, acting
as alternate to Governor Shepardson,
approved on April 51 1957, increases
in the basic annual salaries of the
following persons, effective April 71
1957:

Division

Research and Statistics

891

Basic annual salary 
From To

Helen A. Lupton, Assistant $5,335 $5,510
Chief Draftsman

Mary P. McCormick, Draftsman-
Illustrator

Examinations 

Daisy L. Polk, Stenographer 1/

1/ Change of title from Clerk-Typist to Stenographer.

5,335 5,510

3,175 3,415
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April 8, 1957

Mr. Carl E. Allen, President,
Federal Reserve Bank of Chicago,
Chicago 90, Illinois.

Dear Mr. Allen:

Item No. 1
4/8/57

Mr. Harris' letter of March 29 regarding payment of $13,000
for cancellation of the lease of the barber shop at 235 South Wells
Street has been brought to the attention of the members of the Board.
They concur in the action and are pleased that the Bank now has the
full control of the property.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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April 8, 1957

Board of Directors,
Equitable Security Trust Company,
Wilmington, Delaware.

Gentlemen:

Item No. 2

4/8/57

Pursuant to your request submitted through the
Federal. Reserve Bank of Philadelphia, the Board of Governors
Of the Federal Reserve System hereby gives its written consent
under the provisions of Section 18(c) of the Federal Deposit

Insurance Act to the merger of Equitable Security Trust Company.,

Wilmington, Delaware, and The National Bank of Smyrna, Delaware,
under the charter of Equitable Security Trust Company, and.

approves the establishment of a branch by the surviving bank
at 7 Main Street Smyrna Delaware provided the merger is
effected substantially in accordance with the merger agree-
ment dated February 20, 1957, and the transactions are corn-
Pleted within six months from the date of this letter.

Very truly yours

(Signed) Merritt Sherman

Merritt Sherman,
Assistant Secretary.
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Item No. 3
4/8/57

April 8, 1957

Board of Directors,
WYandotte Savings Bank,
Wyandotte, Michigan.

Gentlemen:

Pursuant to your request submitted through the Federal

Reserve Bank of Chicago, the Board of Governors of the Federal
Reserve System approves the establishment of a branch by Wyandotte

Savings Bank at the northeast corner of Fort Street and Ford Road,

WYandotte, Michigan, provided the branch is established within
._en months from the date of this letter, and approval of the
6tate authorities is effective as of the date the branch is estab-
lished.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Assistant Secretary.
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April 8, 1957

Mr. W. R. Diercks, Vice President,
Federal Reserve Bank of Chicago,
Chicago 90, Illinois.

Dear Mr. Diercks:

Item No. 4
4/8/57

Reference is made to your letter of March 13, 1957, sub-
flitting application of the Wyandotte Savings Bank, Wyandotte,
143.chigan, for permission to establish a branch at the northeast
corner of Fort Street and Ford Road, Wyandotte, Michigan.

The Board of Governors has given consideration to the in-
formation submitted by you and to your favorable recommendation and

aPproves the establishment of the branch, as indicated in the en-
closed letter addressed to the board of directors of the bank.
please forward the letter to the bank and retain the copy thereof
for your files.

It is understood that Counsel for the Reserve Bank will
review and satisfy himself as to the legality of all steps taken
to establish the branch.

It is noted that in your opinion the capital structure
Of this bank is reasonably adequate. However, after giving due
consideration to the general asset condition of the bank, including
the large volume of short term municipal securities, it is believed
that the capital structure is somewhat inadequate. In the circum-
stances, it would appear advisable to call the attention of the
Management to the desirability of strengthening the capital
structure of the bank.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Assistant Secretary.

Enclosures 2.
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April 8, 1957

Mr. C. L. Hufsmith, Chairman,
The First National Bank,
Palestine, Texas.

Dear Mr. Hufsmith:

Item No. 5
4/8/57

This refers to your letter of March 7, 1957, regarding
the question whether a possible offer by your bank "to pay 2 per
cent interest on demand deposits" in accordance with a contract
to be entered into between your bank and its customers would
violate section 19 of the Federal Reserve Act. The form of
contract set forth in your letter indicates that all such interest
would be payable in the form of certain bank services, although
the exact nature of such services is not described.

As you know, the law prohibits any member bank from paying
interest on demand deposits, directly or indirectly, by any device
Whatsoever . For many years it has been the Board's general policy
not to attempt to determine whether particular practices or services
furnished by a member bank involve an indirect payment of interest
on deposits except where the facts of the particular case have been
1:1111Y developed in the course of examination of the member bank
involved. The Board instead has relied upon the cooperation and
0.0d faith of member banks in adapting their practices to conform
to the spirit and purpose of the statutory provisions on this
subject.

In any event, whether or not the particular services which
would be furnished pursuant to a contract of the kind here proposed
1:rould constitute an indirect payment of interest on demand deposits,
it seems obvious that any advertisement or announcement by a member
Dank stating that it will pay interest on demand deposits would be
the same as a statement that the bank proposes to violate the law.
The Board would regard any such advertisement or announcement as
clearly inconsistent with the statutory prohibition against payment
of interest on demand deposits.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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Mr. William F. Treiber,
First Vice President,
Federal Reserve Bank of New York,
New York 45, New York.

Dear Mr. Treiber:

April 5, 1957

Item No. 6
4/8/57

Members of the Board's staff have recently had conversations
with Mr. John Clarke, Assistant General Counsel of your Bank, relativeto the issuance of emergency identification cards and vehicle markers
to certain retired employees of the Federal Reserve Bank of New York
who are interested in actively assisting in the civil defense program.

You will recall that by letter dated November 30, 1954 the
!ioard stated that it would arrange for the direct issuance by the
zoard of cards and markers to the selected members of the staff of
the retirement system who were not on the payroll of the Federal Re-
syve Bank. Since advice which the Board has received from the Federal
C11/11 Defense Administration states that non-governmental personnel
a.maY be utilized by a Federal agency to assist Federal personnel during
Period of emergency, the Board will arrange for the direct issuance0Y the Board of cards and markers to selected former employees of
rur Bank. It is assumed of course that only former employees will
'e selected who have indicated a willingness to serve and who under-
_ .and what their particular duties, functions and responsibilitieswill be under the program.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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