
To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the meeting of the
Board of Governors of the Federal Reserve System with the Presidents
Of the Federal Reserve Banks held on May 26, 1959.

It is not proposed to include a statement with respect to
any of the entries in this set of minutes in.the record of policy
actions required to be maintained pursuant to section 10 of the
Federal Reserve Act.

Should you have any question with regard to the minutest it
vill be appreciated if you will advise the Secretary's Office. Other-
wise, if you were present at the meeting, please initial in column A
below to indicate that you approve the minutes. If you were not
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A meeting of the Board of Governors of the

System with the Presidents of the Federal Reserve

the Board Room of the Federal Reserve Building

on Tuesday, May 26, 1959, at 2:00 p.m.

PRESENT: Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Martin, Chairman
Balderston, Vice Chairman
Szymczak
Mills
Robertsqn
Shepardson
King

Federal Reserve

Banks was held in

in Washington, D. C.,

Mt. Sherman, Secretary
Mt. Kenyon, Assistant Secretary
Mr. Johnson, Director, Division of Personnel

Administration

Messrs. Erickson, Hayes, Bopp, Fulton, Leach, Bryan,
Allen, Deming, Leedy, and Irons, Presidents of
the Federal Reserve Banks of Boston, New York,
Philadelphia, Cleveland, Richmond, Atlanta,
Chicago, Minneapolis, Kansas City, and Dallas,
respectively

Mr. Freutel, First Vice President, Federal
Reserve Bank of St. Louis

This meeting was held at the request of the Chairman of the

Presidents' Conference in order that the Conference might present for

the Board's consideration a proposed program of major medical insurance

tor the Federal Reserve Banks. Preliminary to this meeting, there hpli 

been made available to the Board the minutes of the meeting of the

Presidents' Conference held on February 10, 1959, at which action was

taken by the Conference on the program proposed by the Subcommittee on

Pers—,a4e1, along with a letter from Mr. Hayes to the other Presidents

d-4ted February 5) 1959, expressing certain views with regard to the plan.
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After introductory comments, Chairman Erickson noted the

absence of President Johns, Chairman of the Conference Committee

on Personnel, and turned to President Hayes, also a member of the

Committee on Personnel, for a review of the contemplated major

medical insurance plan.

Mr. Hayes first outlined the procedures followed by the

Subcommittee on Personnel in developing a proposal for the consider-

ati011 of the Presidents' Conference and spoke of the assistance rendered

to the Subcommittee by Marsh and McLennan, insurance brokers. He then

defined and explained certain terms common to an insurance program

°I' this kind, following which he covered in some detail the principal

components of the plan recommended by the Subcommittee on Personnel.

1flA °ng other things, Mr. Hayes pointed out that on the basis of a

quotation by The Prudential Insurance Company of America, the recom-

mended carrier, this plan would cost approximately $460,000 per annum

for the Reserve Banks as a whole, of which the Subcommittee proposed

that the Banks absorb two-thirds, the same percentage of cost as they

absorb 
with respect to the Blue Cross-Blue Shield program of hospital-

ization and surgical benefits. It was also pointed out that the premium

1.7°Uld be slightly different from one Bank to another, principally because

Ininor variations in the Blue Cross-Blue Shield plans which the major

tnedical program would supplement. The rates quoted by Prudential would
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remain firm only until August 1, 1959, and it would be necessary to ask

new quotations if a plan were not adopted by that time. The quoted

rates represented a commitment on the part of the insurance company

for only the first year, but it seemed likely that the rates would

remain in effect for at least the first three years.

Mr. Hayes said the Presidents were in complete agreement that

a Plan of this kind, open to all employees, was needed. In this

Connection he interjected that although major medical insurance plans

vere now in effect at four Reserve Banks, they were paid for in full

by the participating employees and were more limited in scope. He

Ilent on to bring out that a major medical insurance proposal offered

a4 almost infinite variety of possibilities, so it was difficult to

Say that any particular plan represented the most appropriate package.

h owever, it was felt that, generally speaking, the Subcommittee on

Ipersonnel had developed a desirable plan. Continuing, Mr. Hayes stated

that although the Presidents were in agreement that the Reserve Banks

sh°111d go ahead with some such plan, certain of the Presidents leaned

tow
ard a conservative approach while others felt that the Reserve Banks

sh°111d recognize the rather apparent trend toward more liberal provisions.

The advice of Marsh and McLennan was to the effect that it might be

44visable for a new plan to lag a little behind the trend of the times,

ilarticularly since additional benefits could be added later at a rather

trilnor incremental cost if that should seem appropriate.
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After discussion, Mr. Hayes said, the Presidents' Conference

unanimously approved the plan submitted by the Subcommittee on Personnel.

However, six of the Presidents also asked to be recorded as urging

strongly that the Subcommittee plan be improved in certain respects,

riamelY, to provide a $10,000 maximum coverage per calendar year, to

increase the maximum lifetime coverage, and to provide for objective

reinstatement. Those Presidents also favored a variable deduction

/.821ging from $100 to $200 depending upon salary in place of the flat

$100 deductible recommended by the Subcommittee. The net effect of

these various amendments would result in only modest additional cost

for the System as a whole. Then, with one negative vote, the Presidents

a'greed that assumption of two-thirds of the cost of the plan by the

Reserve Banks would be appropriate, and it was the unanimous view of

the Presidents that dividends should revert to the Banks, with this fact

Inade known to employees when the insurance was offered.

Mr. Hayes then turned to the question of psychiatric coverage

alld stated that the plan suggested by the Subcommittee contained definite

ations in that area which were considerably less liberal than those

13r°vided for ordinary medical and surgical services. The Presidents'

Conference decided against further liberalization, and on this point,

** Hayes said, he voted "no".

Before proceeding further, Mr. Hayes stated that the Subcommittee

p44
aa amended in the respects that he had indicated, constituted the
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Package being being presented for the Board's consideration. In an additional

clarification of his own views, he stated that the New York Bank was one

of those with an existing major medical program, and that the psychiatric

benefits provided in the New York plan were more liberal than those in

the plan recommended by the Subcommittee on Personnel. Hence, the New

York Bank would have considerable reluctance to institute a new plan

substantially less favorable in this regard than the existing one.

Plarthermore, the additional psychiatric benefits proposed by the New

York Bank would result in raising the cost of the plan only an estimated

3 Per cent for the first year. Therefore, while Mr. Hayes hoped that the

/13ard would approve the Conference proposal for the major medical insurance

'plan as a whole, he also hoped the approval would be given with the under-

standing that an individual Reserve Bank desiring to offer additional

benefits could come to the Board and ask approval for modifications that

clid not change the basic character of the entire plan in any way. He

added that the fact that an individual Bank might have somewhat different

131'°visions in its plan was contemplated by Marsh and McLennan and that

this would not interfere with the execution of the basic contract.

President Bryan, also a member of the Committee on Personnel,

said he agreed that a program of the kind under consideration would

a definite need. While he was not present at the meeting on

Febl'uarY 10, 1959, he had discussed the program in detail and had
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Iseviewed it with great care. If present, he would have voted with the

Majority on the arrangement whereby the Banks would pay 2/3 of the cost

an for adoption of the Subcommittee recommendations in detail and

/githout modification, on the basis that the plan could be liberalized

l'aPialY if experience with its operation made such liberalization seem

aPProPriate. As he understood it, there was provision in the plan for

m°dification at any Federal Reserve Bank in order to provide additional

• alte rnative benefits, if paid for in full by the participating

eraPloyees, and also for a sharing of the cost with the permission of

the Board.

At the instance of members of the Board, there followed further

e3q°0sition of certain features of the proposal and an explanation of the

effect upon the cost of the plan of the amendments to the Subcommittee

ee°mmendations that were favored by six of the Presidents. It appeared

that the net effect of these amendments would be to increase the total

e°8t of the plan on an annual basis from approximately $460,000 to about

• 1• 7,000. During this phase of the discussion Mr. Hayes spelled out

tilrther, at the instance of Governor Balderston, the reasons why he would

raliOr more liberal provisions for psychiatric treatment.

The discussion then turned to consideration of the proposed

bacTlotion of 2/3 of the cost by the Reserve Banks, and Mt. Johnson

Q°mmented, at the request of Governor Robertson, concerning possible
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legislation with respect to a major medical program for Federal

Government employees. He noted that some of the bills presented in

Congress thus far had provided for cost-sharing by the Government on

more than a 50/50 basis but that the Administration seemed likely to

recommend a plan which would provide for approximately an equal sharing

of the cost between the Government and the employee.

President Hayes reported information received recently from

Marsh and McLennan which indicated that over the past decade the large

ajority of the plans in effect in industry had been altered to provide

i Proved benefits. It was his impression that most private employers

l'rere absorbing the larger proportion, and in some cases all, of the cost

01 such plans at the present time. In response to a question by Governor

11°bert50n as to whether the Conference would still recommend that the

Reserve Banks absorb 2/3 if there were in existence a Federal Government

13r°graz providing for equal sharing of the cost, Mr. Hayes said that,

eath°1-101 he could not speak for the Conference, he personally would

etill recommend the 2/3-1/3 basis. As in the case of salary adminis-

tl'ation, he said, the Reserve Banks must give attention to community

rac.tices in establishing a program of this kind. He added that within

the Past five years there appeared to have been a definite trend in

inclUstry toward noncontributory programs.

Governor Balderston raised a question with respect to the

P055ib1e inclusion of retired employees in the plan, and the response
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of Messrs. Erickson and Hayes was to the effect that this was not

contemplated because the additional cost would be prohibitive.

There being no further questions, Chairman Martin indicated

that the matter would be taken under consideration by the Board and

that the Presidents would be advised of the Board's conclusions.

The meeting then adjourned.

Secretary
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