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Minutes of the Board of Governors of the Federal Reserve System

°r1 Tuesday, July 28, 1959. The Board met in the Board Room at 9:30 a.m.

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

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

Administration

Mr. Hayes, President, Federal Reserve Bank of
New York

Major medical insurance. At its meeting on July 14, 19592 the

13°411(21 gave consideration to a request from the Federal Reserve Bank of

ilelr York for approval of major medical coverage in addition to that pro-

iticied in the uniform Reserve Bank plan previously approved by the Board.

I4ith respect to non-hospital-confined psychiatric treatment, the uniform

1)1441 voul4 provide only limited coverage, while under the existing major

"1.1 plan at the New York Bank those cases were covered to the same

Icterit as any other illness. The New York Bank had requested that it be

'111J51 to continue the existing coverage under the new plan, which would

14 1
4-ve for that Bank additional premium cost amounting to about $2,450 a

two-thirds of which, or about $1,635, would be payable by the Reserve

441" Following the discussion at the July 14 meeting, a decision was

tletex*I'ecl in order that President Hayes might have an opportunity to present

Ile Reserve Bank's position to the Board personally.

-W1thdrew from afternoon session at point indicated in minutes.
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7/28/59 -2-

In reviewing the matter, Mr. Hayes said it was clear to the New

Thrk Bank that the uniform plan had such advantages in coverage and net

cost to employees that there was no question of retaining the existing

lIeV York plan, which was paid for in full by the participants and covered

(341-Y employees compensated at the rate of $5,000 per annum or higher.

11Wever, there was a problem involved in asking employees to forego

benefits enjoyed under the current plan. As far as he knew, the problem

/41.8 confined to the New York Bank, for no other Reserve Bank plan in

eltimtence was believed to offer coverage for psychiatric treatment

e°111Parable to that available with respect to physical ailments. The

4e1/ York Bank had considered the possibility of offering employees a

chcice between the uniform plan And the same plan plus psychiatric

coverage paid for in full by the participants, but concluded that such

44 8,PProach would not be practical. It seemed clear that the vote of

tbe emPloyees would go strongly in favor of the uniform plan because of

the cost factor.

Mr. Hayes said that the New York Bank considered the psychiatric

e"erage beneficial. Under the uniform plan, he pointed out, psychiatric

tzeeatraent would be covered fully if the patient was confined to a general

'"
1108211 4.

4"al, but in cases of mental illness it is more usual for the patient

t° be Placed in a sanatarium in order to provide special treatment. In

418 °Pinion, the adverse view taken by the other Presidents reflected the

tact that they had not had experience with a plan providing such coverage.
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Aside from this, there was the question of not wishing to go substantially

beyond prevailing practice in the field of major medical insurance. It

liee Mr. Hayes' feeling that some influence may have been exerted by the

illaUrance advisers because they were apprehensive about the possibility

'3f abuses and that further negotiations with the insurer under the

tihiform contract might be cslled for to obtain desirable benefits that

the insurer was at first reluctant to include.

In further comments, Mr. Hayes repeated the view of the New York
4111.

that mental illnesses should be treated under a major medical insurance

15°11cY in the same manner as physical illnesses. He noted that under the

e"ing New York plan, which had been in effect approximately three years,

there had been 14 cases involving payments for psychiatric treatment.

In response to a question by Governor Balderston, Mr. Johnson
corm-
-kiented that the insurer under the Board's major medical insurance

13°11eY had made a liberal interpretation of the term "hospital" in
ertai

tJ 
Draeg.'1...4

. in reliance upon flexibility on the part of the insurance
eoiliDezv.

Dere°,
4"el with respect to major medical insurance and that the Bankth t

°re would like to have the Board's decision as promptly as possible.

cases of mental illness.

Mr. Hayes acknowledged that there was room for administrative

e'aY La dealing with such cases but indicated that he would be reluctant

• He added that the New York Bank was anxious to poll its
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In response to questions, Mr. Hayes stated that the possibility

had not been explored of getting the insurer under the basic Reserve

138.11k plan to broaden the definition of a "hospital". In this connection,

he repeated that in the view of the New York Bank equivalent coverage

should be available for psychiatric treatment outside of institutions.

141'• Hayes estimated that such coverage would increase the premium cost

0h1Y about 3 per cent, which would mean that the additional cost payable

bY the Reserve Banks might run around $9,000 annually.

Governor Robertson commented that expansion of the definition of

a "hospital" in the uniform contract to include mental institutions pre-

1314111ab1Y would cost somewhat less than the figure mentioned by Mr. Hayes.

At the conclusion of the discussion, Chairman Martin indicated to

NiLl's Hayes that the Board would give further consideration to the matter

this afternoon.

The meeting then recessed and reconvened at 2:00 p.m. with the

Elale 
attendance on the part of the members of the Board as at the morning

11"81°n. From the staff Messrs. Sherman, Kenyon, and Johnson were present

63441glrith Messrs. Riefler, Assistant to the Chairman; Thomas, Economic

411qaer to the Board; Young, Director, Division of Research and Statistics;

8hevy T-
) J-, gislative Counsel; Noyes, Adviser, Williams, Associate Adviser,

441'Fisher, Economist, Division of Research and Statistics; and Solomon,

4881stant General Counsel.
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Testimony on housing legislation. Chairman Martin had been asked

to appear before the Housing Subcommittee of the Senate Banking and

ClIrrency Committee tomorrow to testify regarding the Presidential veto

rilesSage on S. 57, an omnibus housing bill. There had been distributed

1)rior to this meeting a draft of testimony proposed to be given by Chairman

IllEtrtin at such time.

In reviewing the draft statement, Mr. Fisher said it was the thought

Of the staff to direct attention particularly to those parts of the bill

theIvould have inflationary consequences in the sense of imposing additional

"rain on the capital mnrkets. Since the provisions of the bill apparently

licsulci not impose a heavy budgetary burden in the fiscal years 1960 or 1961,

°Ile Might say that from this standpoint the enactment of the bill would not

be e%cessively inflationary. On the other hand, one could argue that the

1314%len on the capital markets would be inflationary and that this was not

the 
time to encourage further borrowing. He noted that the draft circulated

t° the Board included supplementary material, which might or might not be

Ileed• in the Board's discretion, dealing in more detail with certain of the

151'01rision.s of S. 57.

Governor Mills said that he thought the proposed statement was

and that he would favor having the optional material available for

le use but not including it in the statement.

At the instance of Governor Mills and other members of the Board,
there

followed discussion of the comments included in the testimony with
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Nard to certain of the provisions of S. 57 and suggestions were made

tor 
modification in several respects. It was agreed to include as an

attEWhment to the statement a schedule of minimum statutory downpayments,

*Qin 1950 to date, on new homes with mortgages insured by the Federal

ii°116ing Administration under section 203(b)(2) of the National Housing

Act.

At the conclusion of the discussion, agreement was expressed with

the content of the statement and it was understood that the optional

r4atell-al referred to by Mr. Fisher would be available to Chairman Martin

Or the date of his testimony but not included in the prepared statement.

Igas agreed that any further editorial comments would be sent direct to

the appropriate members of the staff and that the testimony would be given

14 a final form satisfactory to Chairman Martin.

All of the members of the staff except Messrs. Sherman, Kenyon,

John-°0/11 and Solomon then withdrew.

Major medical insurance. In accordance with the understanding at

morning's session, further consideration was given by the Board t
o

the l'equest of the Federal Reserve Bank of New York for approval of coverage

r°1' PsYch1atric treatment in addition to that provided in the uniform

1441i°11 medical plan previously approved by the Board for the Federal

Ileserve Banks.

Following discussion of the matter, it was the unanimous view of

oard members that it would not be desirable to provide coverage
the B
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In the plan of any individual Federal Reserve Bank beyond the maximum

benefits contemplated by the uniform contract. It was noted, however,

that the insurer under the Board's major medical policy (the same company

that was to act as insurer under the uniform plan of the Reserve Banks)

had adopted administratively a rather liberal point of view with respect

to the definition of a "hospital" in certain cases involving psychiatric

cal'e. Accordingly, the Board indicated that there would be no objection

to negotiating with such company with a view to determining the possibility

1,Triting into the Board and the Reserve Bank contracts a broadened

definition of the term "hospital" that would parallel the interpretation

r4841e by the insurance company administratively. This, it was noted,

v°41°1 go part of the way toward meeting the request presented by Mr.

and would tend to ease the transitional problem to which he had

l'eferred. In this connection, it was suggested that Mr. Johnson might

nee;(3t1ate with the insurance company on behalf of both the Board and the

Res
'4-ve Banks to determine how far the company would be willing to go in

this respect.

At the conclusion of the discussion, Governor Shepardson was

bert
.Qested to get in touch with Mr. Hayes and inform him of the Board's

Secretary's Note: A copy of the letter sent to

the Federal Reserve Bank of New York, with Governor

Shepardson's approval, is attached as Item NO. 1.
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Atlanta examination examination report. At the meeting on July 9, 1959,

Governor Mills was asked to review with President Bryan of the Federal

eseI rve Bank of Atlanta certain matters covered in the 1959 report of

ex4z1ination of that Bank; namely, the establishment of a twilight shift

ill the check collection department and the inadvertent disposition of a

quantity of unissued United States savings bond stock.

Governor Mills reported that he sent a letter to President Bryan

°tithe date of the Board discussion but that he had not as yet received a

Presumably because Mr. Bryan had been on vacation.

Chairman Martin then withdrew from the meeting to keep another

e intment. Messrs. Johnson and Solomon also withdrew at this point.

Assistance to Banco de Guatemala. With reference to the

clIssion at the meeting on July 15, 1959, relating to the assignment of

"1.-Lph E. Holben to serve as an adviser to Banco de Guatemala, Governor

Sl ardson recalled that the recommended arrangements had been approved by

the,
'"oard subject to certain checks being made by the Division of Personnel

M4lillistration with respect to Mr. Holben. It had since been ascertained)

he 8a.1d, that Mr. Holben had full security clearance and also that his

Qt.ecientials and background were of the caliber that would be expected in
the

"'se of a person from the Federal Reserve System being considered for

.'4e'ssignment of the character to be undertaken in Guatemala.
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Change in Board's staff. Following reference by Governor Shepardson

to earlier informal discussions by the Board, unanimous approval was given to

the appointment of Clarke L. Fauver, Assistant Secretary of the Board, as

Assistant to the Board, in the Board Members' Offices, effective September 1,

1959, "with annual salary at the rate of $14,000. This action contemplated

that Mr. Fauver, in addition to assisting Mr. Molony, Assistant to the

in the latter's duties, would continue to have responsibility for

1184dling official visitors and visiting delegations to the Board's offices

and that he would also continue to handle staff responsibilities in

c°11nection with the appointment of directors at the Federal Reserve Banks

eiM. branches.

Inclusion of statement in Bulletin. After discussion on the basis

comments by Governor Shepardson, the Board approved including in the

411611et 1959 issue of the Federal Reserve Bulletin the joint statement

lielating to the Treasury-Federal Reserve study of the Government securities

ttlealtet which was presented in connection with the Secretary of the Treasury's

61113earance before the Joint Economic Committee on July 24, 1959. It was

11181‘stood that the inclusion of this material in the Bulletin would result

1484 overexpenditure in the authorized budget account for printing of the

lecieral Reserve Bulletin. The possibility of eliminating other material

lecl.U1ed for inclusion in the August issue of the Bulletin was mentioned,

4111 it vas understood that Governor Shepardson would explore this possi-

bilitY further.
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Temporary assignment of Mr. Clay. Governor Shepardson referred

to Proposed arrangements under which Mr. George H. Clay, Vice Pres
ident

and General Counsel of the Federal Reserve Bank of Kansas City, 
would be

Made available to the Board to assist the Legal Division for a pe
riod of

*°111 six weeks to two months beginning on or about August 17, 1959. The

ements contemplated that Mr. Clay's salary would continue to be

13414 by the Kansas City Reserve Bank for the period of this assignme
nt

but that the Board would reimburse the Reserve Bank for travel and other

°tricial expenses, including living accommodations in Washington.

It was indicated that there would be no objection to the a
rrange-

tents outlined by Governor Shepardson.

The meeting then adjourned.

Secret
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

1,4r. Alfred Hayes, President,
federal Reserve Bank of New York,
New York 45, New York.

Dear Mr. Hayes:

Item No. 1
7/28/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE HOARD

August 7, 1959

The Board of Governors has considered the request contained in
Y°11r letter of June 15, 1959, for approval of an arrangement which would
Permit the major medical insurance plan applicable to the Federal Reserve
osnk of New York to provide for full coverage of non-hospital confined
jelliatric treatment, which would represent an addition to the benefits

Zovided for such treatment under the plan approved for all Federal
serve Banks.

to In considering this request it is recognized that, with respect
Our Hank, there are problems arising from the provisions of the System

opi" differing from your present plan; however, it is noted that it was the
thrsnion of the other Reserve Bank Presidents, as stated in the Minutes of
ps° Conference of Presidents on February 10, 1.959, that "out-of-hospital
e4chiatric care is an area in which the opportunity for extravagant use or

There 15 greatest with consequent danger that costs may get out of hand0
pe,r? was full recognition of the fact that personal expenses due to
Nef.cniatric care can be burdensome and even disastrous in particular cases.
pl:ssrtheless, it was felt that, at least at this time, it would not be
„uaent to undertake to offer full insurance coverage of out-of-hospital
"Ychiatric care."

the s It was also noted that Marsh and McLennan, the firm retained by
benejstsm as advisor on the major medical program, recomnended that the
So „."-ts for out-of-hospital psychiatric treatment be restricted to
7r cent coverage, in view of the adverse experience which was developing

co411" cases. Marsh and McLennan advised that many of the insurance
taajo:rlies were making such restricted provisions an integral part of their
eXie;iTedical policies and that there is a tendency toward tightening
treeZT major medical contracts with respect to out-of-hospital psychiatric
withZ!nt. Other information sources experienced in the major medical field,

exception, support these views.
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SOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

r. Alfreu Hayes 0

In view of these opinions, the Board believes that there is not

bufficient justification for deviation from the major medical plan as

presented by the Presidents1 Conference and, therefore, reaffirms its
understandin Lhat, all kderal.Reserve Banks will keep their programs
uithin the maximum benefits provided under the approved Eystem plan.

However, there would be no objection to the System obtaining
trom the insqrer a broadenin,,..: of the definition of "hospital n with
respect to in-patient psychiatric treatment. Inasmuch as the Ooard

at present discussing this with the insurer in connection with the

ic)a..rd's major medical program, it will be glad to make available to

the System the benefit of its experience after these hep,otiations are
corapleteu.

Very, truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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