
The attached Bet o minutes of the meeting

Of he Board of Governors of the Federal Reserve

System on December 14, 1959, which you have previ-

ously initialed, has been amended at the request of

Governor Shepardson to convey more appropriately his

thoughts as expressed in the first paragraph on page 5.

If you approve these minutes as amended, please

initial below.

Chin. Martin

Gov. Szymczak

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson
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Minutes for  December 14, 1959.

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the
Board of Governors of the Federal Reserve System on
the above date.

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 minutes, it will be appreciated if you will advise
the Secretary's Office. Otherwise, please initial below.
If You were present at the meeting, your initials will
indicate approval of the minutes. If you were not present,
Your initials will indicate only that you have seen the
minutes.

Chin. Martin

Gov. Szymczak

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

Gov. King
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Minutes of the Board of Governors of the Federal Reserv
e System

O n Monday, December 14, 1959. 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. Shepardson

Mr. King

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Riefler, Assistant to the Chairman

Mr. Thomas, Economic Adviser to the Board

Mr. Shay, Legislative Counsel

Mr. Connell, Controller

Mr. Knipe, Consultant to the Chairman

Mr. Kakalec, Budget and Planning Assistant,

Office of the Controller

Messrs. Young, Garfield, Noyes, and Robinson,

Misses Burr, Dingle, and Stockwell, Messrs.

Koch, Williams, Dembitz, Altmann, Fisher,

Keir, Solomon, and Trueblood of the Divi-

sion of Research and Statistics

Messrs. Marget, Furth, Hersey, Dahl, Irvine,

Maroni, Reynolds, Westebbe, and Wood of

the Division of International Finance

Economic review. The Division of International Finance presented

a allibinlarY of recent developments with respect to the United States

beaan,
'e of payments and the financial situation in selected foreign

are", following which the Division of Research and Statistics reviewed

domestic economic developments.

During the foregoing presentation Mr. Molony, Assistant to the

entered the room. At its conclusion all of the representatives

Divisions of Research and Statistics and International Finance

33°ard,

Of the
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12/14/59 -2-

except Messrs. Young and Noyes withdrew from the meeting. Mr. Knipe also

vithdrew at this point and Mr. Solomon, Director, Division of Examinations,

entered the room along with Messrs. Hexter and Chase, Assistant General

C°Iinsel, Miss Hart, Assistant Counsel, and Mr. Farrell, Legal Assistant.

Discount rates. The establishment without change by the Federal

Reserve Banks of Chicago and Minneapolis on December 11, 1959, of the

rates on discounts and advances in their existing schedules was approved

unanimously, with the understanding that appropriate advice would be

sent to those Banks.

Section 32  question involving Maurice S. Brody (Item No. 1).

°111 April 24, 1958, the Board expressed the opinion that proposed activities

Of Mr. Maurice S. Brody as president of a firm supplying investment

c°4118e1 to mutual investment companies would not prevent him from

serving as a director of a national bank. On the basis of more recent

informat ion supplied through the Federal Reserve Bank of Kansas City,

it n°14 appeared to the Boardts staff that Mr. Brodyts investment

advis°rY firm and its affiliated mutual investment company should be

l'egarded as one entity for purposes of section 32 of the Banking Act

Qf 1933. Under date of December 10, 1959, there had been distributed

to the Board copies of a memorandum from Miss Hart summarizing the

able information on this matter and submitting a draft of letter

to the Federal Reserve Bank of Kansas City.
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Discussion of the matter included reference by Governor Mills

to comment in the press concerning attention being given by the

Securities and Exchange Commission currently to problems that had

arisen in connection with the management of open-end investment

companies.

At the conclusion of the discussion, the proposed letter to

the Federal Reserve Bank of Kansas City was approved unanimously. A

copy is attached as Item No. 1.

Messrs. Thomas and Chase then withdrew from the meeting, along

'With Miss Hart, and Mr. Robinson, Adviser, Division of Research and

8tatj8t.cs, entered the room.

Sales of when-issued securities under Regulation T (Item No. 2) 

There 
had been distributed to the Board copies of a draft of letter to

the Federal Reserve Bank of Chicago with regard to certain questions

l'eised by H. Hentz & Co. concerning sales of when-issued securities

under R 
egulation T.

After discussion, unanimous approval was given to a letter to

the Chicago Reserve Bank substantially in the form of the draft that

had ..._beri 
distributed, authority being given to the Legal Division to

lake minor changes in the draft not affecting the substance thereof.

A c
911Y of the letter sent pursuant to this action is attached as Item

and
Mr. Farrell, Legal Assistant, then withdrew from the meeting,

• Farrell, Director, Division of Bank Operations, entered the room.
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Payment of interest on demand deposits (Item No. 3). In a

latter dated December 3, 1959, Congressman Patman raised certain ques-

ti°118 with respect to the matter of payment of interest on demand

Posits by member banks of the Federal Reserve System. A draft of

reply had been distributed to the members of the Board.

The proposed reply was reviewed and several suggestions were

Illads for changes therein, following which it was understood that a

letter would be sent to Congressman Patman in a form reflecting those

suggestions. A copy of the letter sent on December 18, 1959, pursuant

to this action is attached as Item No. 3. 1/

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

C°1111e11, and Kakalec then withdrew from the meeting.

Board budget for 1960. Under date of December 11, 1959, there

vere distributed to the Board (1) a document containing the proposed

budge,_
"6 of all divisions and offices of the Board for 1960, and (2)

a summary showing major items of increase, new or enlarged projects,

arid a review of the Board budget by programs, along with pertinent

statistical information. The proposed Board budget for 1960 totaled

$71° 723, this being $728,299 more than estimated expenses for 1959.

The --5.eted cost of regular operations of the respective divisions

"cl c)frices amounted to $6,551,141, while special projects totaled

$458,582.

— At the meeting on December 18, 1959, there was further discussion
CT the reply to Congressman Patman.
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In commenting on the budget material, Governor Shepardson re-

ferred first to the fact that the Division of Research and Statistics

had agreed to the elimination of one Clerk-Stenographer position in

the Administration Section, thus resulting in a reduction of $3,755

in the proposed Division budget. He also called attention to the fact

that the Division had under consideration, at the suggestion of the

CQuileil of Economic Advisers, participating in the cost of certain

statistics on business cycles being prepared on a continuing basis

by the Census Bureau. Although this matter was still in process of

negotiation, the Division estimated that an expenditure of not to

exceed $15,000 might be reasonable. While provision had not been:made

the budget, as submitted to the Board, it was proposed that this

action be added with the understanding that the proposal would be

Presented to the Board for specific authorization if further staff

st46Y indicated the desirability of the expenditure. With further

ref
el'ence to the budget of the Division of Research and Statistics,

G"ernor Shepardson noted that it included $2,500 for the cost of

811bacribing to certain services published by private economic analysis

(4Ean1zations, such as the U. S. Economic Service or the Econometric

itistitute. This possibility likewise was being given further study;

her
again it was understood that the matter would be presented to

the 
Board for consideration if the Division reached the conclusion

that 
it vould be desirable to subscribe to the services in question.
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Governor Shepardson then stated that he had gone over the pro-

posed budgets with the respective divisions and offices following a

review of the budgets by the Office of the Controller, and that both

he and the Controller were satisfied.

With reference to the two items mentioned by Governor Shepardson

'Which involved possible expenditures, Governor Robertson suggested that

the past the fact that the Board had approved a budget with certain

tentative items included in it sometimes tended to be a factor con-

tributing to the final decision. He pointed out that an alternative

14°41d be not to include these doubtful items in the budget, but rather

to let 
them be presented to the Board for consideration at such time

48 a specific recommendation was made.

Governor Mills expressed agreement with Governor Robertson. He

rioted that footnotes to the budget could be used as a means of covering

P°seibilities that might arise.

Governor Shepardson replied that he would have no objection

to su
cu a procedure, although he and the Controller had understood it

t° be the desire of the Board that provision be made in the budget for

411 foreseeable items of expense that might cone up in the course of

the year.

Chairman Martin commented that such matters had been handled

both 14eYs in the past. If their inclusion in the budget predisposed

the Board toward final approval, perhaps the procedure suggested by

G°Nrernor Mills was appropriate.

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



12/14/59 -7-

Governor Shepardson replied that this was why he had been careful

to point out that inclusion of tentative special projects in the budget

did not constitute authorization for an expenditure unless the item

later was presented to the Board and specifically approved. He again

stated that he saw no objection to carrying the two items to which he

had referred as footnote items, and the Controller likewise indicated

that he would have no objection.

Governor Mills then called attention to charts appearing on

Page 25 of the budget summary which showed expense comparisons between

the Board and the Federal Reserve Banks since 1955. After expressing

concern about the rate of growth of Board expenses) particularly for

ricInpersonal services, he referred to the provision of $240,000 made

in the 1960 budget for conducting the third part of the small business

financing study, which would be a survey of unincorporated retail

blIsinesses, and noted that additional surveys were to be considered

1961 or later. In this connection, he inquired as to the outcome

cli8cussion with appropriate members of the Congress concerning this

13°Ject.

In response, Governor Shepardson and Mr. Sherman pointed out
that _,

bcvthorization to furnish the Census Bureau a letter of intent

Isegai'ding the third phase of the small business financing study, at an

estilliated cost of S20,000,had been given by the Board on April 16, 1959,
rola°

14ing consideration of a proposed program submitted by the staff.
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Chairman Martin said that he had discussed the matter of the

small business financing study with Senator Fulbright when the latter

/4" Chairman of the Banking and Currency Committee and that he had

found the Senator enthusiastic about the project. He said that he

11°111d mention the matter also to the present Chairman of the Banking

fld Currency Committee, Senator Robertson.

Governor Mills then turned to the statement on page 4 of the

bua,e4.t, summary Which indicated that provision had been made for a

contribution, estimated at 398,000, to cover the funding of increased

ben efits to certain retirees under the Board Plan, such benefits having

been 
in effect on a cost basis since August 1, 1958.

Mr. Connell explained that Civil Service employees who retired

Pllor to 1956 had been granted, on a temporary basis, a 10 per cent

increase in retirement income up to $500 per year. The Division of

Per
s°nnel Administration had been in touch with the actuary for the

Fedelsal Reserve Retirement System, who furnished the estimate of the

6141011nt that would be necessary to fund similar benefits for retirees

Under the Board Plan if the increased benefits for Civil Service

tirees were made permanent by the Congress and the same provision

1448 made for retirees under the Board Plan.

Governor Mills then said that if the item were included in the

BcIalsd budget, except as a footnote, this might be taken to indicate that

the sPecial contribution had been approved.
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Following a comment by Mr. Kakalec that the Personnel Division

148-'s planning to present the matter to the Board if the Congress took

action making the increased benefits for Civil Service employees

Permanent, Governor Mills inquired regarding the comparability of

benefits to retirees under the Civil Service Retirement System, as

r
eferred to by Mr. Connell, and those available to retirees under the

Bank Plan of the Federal Reserve Retirement System. When it appeared

that information in this respect was not presently available to the

Controller, Governor Mills said that the matter should come before

the Board for final action when the situation jelled.

Governor Mills then referred to page 19 of the budget summary,

*which contained a review of the program objectives of the Division of

Personnel Administration, and noted that projects to be undertaken

dull-rig 1960 included consideration of the disposition of excess

earnings of the Retirement System of the Federal Reserve Banks. He

c)bserved that this problem had come up for discussion from time to

tile and said that in his opinion it justified careful study by the

Board before any action was taken.

After further comments by Governor Mills on the nature of the

Problem 
and a comment by Governor Szymczak regarding the current status

Of 
the 

matter, Governor Shepardson noted that the language cited in the

blIdget
---uary proposed nothing at the present time in the way of action.

G°Verri
°r Mills replied that he had brought the matter to the attention of
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the Board because the topic probably would come up for discussion during

the next year.

Governor Shepardson then inquired of Governor Mills whether

the latter would prefer that the possible expenditures to which he had

made reference be shown as footnotes rather than included in the budget,

arld Governor Mills replied in the affirmative.

Governor Balderston commented that it had been the practice in

recent years for special projects to be listed separately from normal

°Aerating expenses and asked whether it had not also been the practice

tO 4
specific approval to those items, even if they were included

in the budget.

When Governor Shepardson replied in the affirmative, Governor

8alderston said that he understood this to have been the point raised

by 
Governor Robertson. It was one with which he agreed, for he felt

that a special project should have consideration at a time when the

Board Ilas in a position to go into the matter thoroughly. He again

asked whether this was contemplated.

Governor Shepardsonts reply was in the affirmative. He added

that special projects had been pulled out of the regular division
btlaget 

S 80 that they would not be lost in the recurring expenses of
the

-Lespective divisions. In each case where there was uncertainty

at
the time of the preparation of the over-all budget, it was under-

that the division concerned would not go forward with the project

it had received specific authorization at an appropriate time.
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Governor Balderston then asked for confirmation of his under-

standing that approval of the budget would not imply approval of estimated

expenses for special projects which were included in the budget for the

PurPose of providing complete information to the Board.

Governor Shepardson stated that this was correct. In this

connection, he referred to a provision of $100,000 made in the budget

against the possibility that during 1960 the Congress would approve a

general pay increase for Federal employees and the Board would wish to

Inake similar provision for its employees. The $100,000 figure would

be sufficient to provide for a 5 per cent pay increase for Board

7,19Yees effective July 1, 1960, if such action were approved by

the Board.

Governor Szymczak expressed his understanding that the reason

for incorporating such items in the budget was to give the Board, as

11 as Possible, the whole picture for the forthcoming year.

Governor Shepardson agreed. He added that another thing also

84°111d be borne in mind. Although an effort had been made to include

all items that could be foreseen at this time, it was possible that

Other 
items would develop during the year. If so, they would have to

be made the subject of special request.

Chairman Martin then inquired of the other Board members and

the Controller as to whether there were additional points of discussion

'with respect to the proposed budget for 1960.
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After a question by Governor Balderston relative to telephone

Charges had been answered by Mr. Kakalec and no additional questions

ware raised, Chairman Martin suggested that the Boardts budget for

1960 be approved in the light of the discussion at this meeting.

Accordingly, the budget was approved on that basis, with the under-

standing that consideration would be given in executive session to

salaries

17°uld be

resPect.

of members of the Board's official staff and that the budget

adjusted for any changes that might be agreed upon in that

Messrs. Connell and Kakalec then withdrew from the meeting.

Appointment of Mr. Reed. After discussion, it was agreed

unanimously to request the Chairman of the Federal Reserve Bank of

NeW York to ascertain whether Mr. Philip D. Reed, New York, New York,

/426141d accept appointment, if tendered, as Class C director of the

NeW York Bank for a three-year term beginning January 1, 1960, with

the understanding that if he would accept, the appointment would be

Inacle. It was

ederal

m erit as 
Class C director, with compensation at the same amount as

Ipaid to other directors of the Bank for attendance corresponding to

his at 
meetings of the board of directors, executive committee, and

°tiler committees of the board of directors.

also agreed to designate Mr. Reed as Chairman and

Reserve Agent for the year 1960, in the event of his appoint-
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In this connection, Chairman Martin commented that he had

talked with Mr. Reed regarding the latter's position as a director

Of the Metropolitan Life Insurance Company and that Mr. Reed had no

Part in the formulation of investment policy. Chairman Martin said

that Mr. Reed would bear the matter in mind, that he would refrain

frOm 
participating in the formulation of investment policy, and that

Mr. Reed would discuss the matter later if it appeared that any con-

flict 
developed. Chairman Martin said he had expressed to Mr. Reed

the View that there would seem to be no reason why he should relinquish

the directorship at this time, and the other members of the Board

indicated that they concurred in this view.

Secretary's Note: It having been ascertained that
Mr. Reed would accept the appointment as Class C
director, if tendered, a telegram was sent to him
on December 16, 1959, advising of his appointment
as Class C director for the three-year term
beginning January 1, 1960, and designation as
Chairman and Federal Reserve Agent for the year
1960.

Messrs. Sherman and Kenyon then withdrew and the Board went

into e
xecutive session.

Salaries of Board's official staff (Item No. 4). The Secretary

/4a8 advised by Governor Shepardson that during the executive session
the Bp,
'ard gave consideration to the salaries of members of the Board's

°fficial staff and  approved salary changes for certain members of the

st"t in the amounts indicated, effective January 1, 1960:
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Name and title

Jerome W. Shay, Legislative Counsel
Kenneth A. Kenyon, Assistant Secretary
Howard H. Hackley, General Counsel
David B. Hexter, Assistant General Counsel
G, Howland Chase, Assistant General CounselThomas J. 0 

!Connell, Assistant General Counsel
Albert R. Koch, Adviser, Division of Research
and Statistics

Kenneth B. Williams, Associate Adviser,
Division of Research and Statistics

Levis N. Dembitz, Research Associate,

ArZiTi 
on of Research and Statistics
W. Marget, Director, Division of

Int
ernational Finance

Arthur B. Hersey, Associate Adviser,
Division of International Finance

J. Herbert Furth, Associate Adviser,
, Division of International FinanceRobert L. Sammons, Associate Adviser,
tr Division of International Finance
u"rY Benner, Assistant Director, Division
Of 

Examinations
l'e(1 A. Nelson, Assistant Director, Division01Of 

Examinations
,e1,1111 M. Goodman, Assistant Director,

C. C. 
of Examinations

C. Hostrup, Assistant Director, Divisionj of 
Examinations

"es C. Smith, Assistant Director, DivisionIiof 
Examinations'-'-oYd M. Schaeffer, Chief Federal Reserve

GExaminer, Division of Examinations7,ald m.
Conkling, Assistant Director,

eivision of Bank Operations
niels, Assistant Director, Division

zoank Operations
Kiley, Assistant Director, DivisionOf lok,,k,Re 
Operations

ti precher, Jr., Assistant Director,
*visicln of Personnel Administration

-ange in title from Associate Adviser.2/- 
Effective upon his return.

Basic annual salary
From To

14,300 ,14,750
13,500 14,000
18,000 19,000
15,950 16,750
14,800 15,250
13,750 14,500

17,000 17,500

16,500 17,000

15,150 15,750

18,500 19,500

14,600 15,250

14,600 15,250

14,050 15,250

15,400 15,750

14,800 15,250

14,850 15,250

14,850 15,250

13,750 14,250

12,100 13,000

14 850 15,250

14,050 14,500

11,500 12,000

13,750 14,250

1/

2/
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Offici

a

59

al a

-15-

f salaries continued):

d title

Joseph E. Kelleher, Director Division
°f Administrative Services

J' J. Connell, Controller

In View of the foregoing

the BoarAu approved an increa

Basic annual salary
From

$14,850
14,050

To

15,250
14,500

action with respect to staff salaries,

e of $14,650 in the budget for 1960. A

copy of the resulting total budg

4

t of $7,035,618 is attached as Item

The meeting then adjourned.

Secretary s Note: Pursuant to the recommendation

contained in a memorandum dated December 9, 1959,

Governor Shepardson today approved on behalf of

the Board the appointment of Joseph E. Dougherty
as an Assistant Federal Reserve Examiner in the

Division of Examinations, with basic annual salary

at the rate of $4,490, effective the date he

assumes his duties.

Secre
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BOARD OF GOVERNORS
OF THE Item No. 1

FEDERAL RESERVE SYSTEM 12/1/09

WASHINGTON 25, D. C.

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

December 14, 1959

14'r• George H. Clay, Vice President,
General Counsel and Secretary,

&eral Reserve Bank of Kansas City,
Aansas City 6, Missouri.

Dear Mr. Clay:

This refers to your letter of October 2, 1959, enclosing
Pieinent information not available to the Board at the time when

Issued its interpretation of April 24, 1958, which advised
Maurice S. Brody that his proposed activities as president

111-L a corporation supplying investment counsel to mutual invest-
Be," c°mPahies, as set forth in his reply to inquiries from the

would not, under section 32 of the Banking Act of 1933,Prey 
Would
him from serving as director of a national bank.

At that time, the Board had been informed that Mr. Brody1:uld be an officer and director of a corporation engaged solely
_o securities research work. The corporation would enter into a

r,iirtract with an open-end investment company to furnish it withZIE..)stment advisory service. The corporation of which Mr. BrodyWould be an officer and director would have nothing to do with
to

°Perati.on of the investment company but would limit itselfan -0,;hing it with investment advice. He would not be nominally
woladficer, director, or employee of the investment company. He
by not be furnished with an office or desk or other accommodation
14 investment company and would have no powers or responsibilities

!dna investment company. In the circumstances, it appeared that4 would not be an officer, director or employee of the investment
mPany within the meaning of section 32.

advi
Who u ,,s°rY company would be owned by the directors of this company

--1-u also own some of the stock of the investment company. The

The Board was also advised that the stock of the invest-
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14r, George H. Clay -2-

balance of the stock of the investment company would be awned by
the general public. In no case would an officer or director of
the investment advisory company be an officer or director of the
investment company. The directors and officers of the investment
c°mPa43. would not be directors, stockholders, or officers of the
advisory company. The Board concluded that, under these circum-
stances, there would be no reason for questioning the separate
identity of the two corporations.

Of course, each case of this kind must depend upon its
awn facts and a statement of a general rule is not feasible. The
additional circumstances in respect to the relationship between
tlie investment company and the advisory company, which have recently
COe to the Board's attention, have made it necessary to reconsider

that 
letter of April 24, l958. These circumstances include the fact

hat.the advisory company will provide office space, clerical
services, and other related services, and will pay all executive
salaries and executive expenses (as well as all other expenses or
costs of operation) of the investment company, that the advisory
°° any will "supervise" the investment company and will receive
:ts compensation 1 per cent per annum of the net assets of tho
'investment company, that the president of the investment company
(arid of the related company which will sell shares of the invest-
t.ent company) is Robert D. Brady, son of Maurice S. Brody, andat 

Maurice S. Brody, together with members of his immediate
'1711IY: owns 31.25 per cent of the common stock of the investment

cor4)any.

A careful revieJ of the situation indicates that, for the
.1°°ses of section 32, "Research", "iUnd" and "Sponsors" are so

;Illrelfted to each other and to a common enterprise that "Research"
4_" be considered to be primarily engaged in activities described.LL1 

section 32.

It is requested that you inform Mr. Brody of the Board'sviews
0 Of course, if there are other facts or circumstances which1°1_1 or Mr. Brody believe should be called to the Board's attention,

" Board will be glad to consider them.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 2
12/14/59

ADDRESS orricstm. CORREMPONOCNCt
TO THE BOARD

December 14, 1959

Mr. William C. Gallagher, Assistant Counsel,
Federal Reserve Bank of Chicago,Chicago 90,

Illinois.

Dear Mr. Gallagher:

This is in reply to your letter of December 2, 1959,

enel°sing a letter from the Chicago office of H. Hentz & Company,Concerning 
sales of when-issued securities under Regulation T.

Under ,
euood

According to the letter of H. Hentz Company, it is
that on October 5, 1959, a customer purchased 1,000 shares

ic,!- udebaker-Packard when-issued stock; on October 15, 1959, he
ik9,,c,nased 2,000 more shares of this security; and on November 27,
4,?Y, he sold 400 shares of the security. It is assumed that the

al.sactions were effected in a special cash account under section
th„, 1,1Sc) of Regulation T. It is also understood that, except for

per cent margin required by the rules of the New York Stock
ange, no payment has been made on such purchases.

a ynder the provisions of section 220.4(c)(3), payment for
unti, nls,,ued security in a special cash account may be deferred
by tu- 7 days after the date on wIlich the security is made available
packhe issuer for delivery to purchasers". Since the Studebaker-
iestial'd when-issued security will not be "made available by the

cvzry4 until January 1961, payment may be deferredti 

UPcnThe use of a special cash account, however, is predicated
eashthe transactions being "bona fide cash transactions". A special
gen,„ account may not be used to avoid the margin requirements of a
aotiral account. The determination of whether a particular trans-
depe°n constitutes a "bona fide cash transaction" must naturally
speol.ld ulocn the circumstances of each case. Repeated sales from a

soldit.?ash account without prior payment for the securities being
cash 14/.---d be an indication that the transactions are not "bona fide 
than vransactions" and should be effected in a general account rather
seour%6Pscial cash account. An occasional sale in a highly volatile

absen r in a Special cash account prior to payment therefor, in the,e 00
'bona , other factors, might not be sufficient to negate the.
'ides" of the cash transaction.
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Mr. William C. Gallagher -2-

Assuming that the transactions here in question areU
bona fide cash transactions" and were correctly effected in a
Ppecial cash account, the question remains whether sales of awhen-issued security against a long position may be made when
Payment has not been made for the purchases. Subject to certain
Provisos, section 220.4(c)(8) of the regulation precludes further
Purchases in a special cash account "if any security other than
an exempted security has been purchased by such customer in such
Ln account during the preceding 90 days, and then, for any reason
Whatever, without having been previously- paid for in full by the
customer, the security has been sold in the account." Thus, even
assuming the transactions are "bona fide cash transactions", the
Customer would nevertheless be subject to the provisions of
s

his 
220.4(c)(8) if he should sell when-issued securities in

nis 3pecial cash account without first having made payment
therefor.

In the present situation, where the long position has
been 

In
at different times and at different prices, the

r
e
t(Mer may designate which of the shares in the long position
being sold, for the purpose of determining the amount of the

vneaYinent that should be made prior to sale thereof. The customer
b_ed Only designate and make payment for as many shares as are
,..7Ing sold, and this designation and payment may be made with
'esPect to part or all of any lot held in the long position.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WAS HI NGTON

The Honorable Wright Patman,
P. 0, Box 1868,
Texarkana, Texas.

Dear Mr. Patman:

Item No. 3
12/14/59

OFFICE OF THE CHAIRMAN

December 18, 1959

This is in reply to your letter of December 3 regarding
the matter of payment of interest on demand deposits by member
banks of the Federal Reserve System.

Your letter states that a book published by C. L. Hufsmith,

entitled "Profitable Banking," contains a passage asserting that
someone "exerted so much pressure" that the Federal Reserve Board

"finally ruled that banks could pay interest on demand deposits

rovided a ient was made in various tres of bank services and
not in cash or credit to the de ositorts account." You asked to
be advised 1 as to the present rules of the Board regarding
this matter, (2) the different forms in which such "payments"
have been made, and (3) whether or not the law is being grossly
and flagrantly violated, and, if so, in what respect and whether
or not the law should be repealed.

As you know, section 19 of the Federal Reserve Act pro-
hibits member banks from paying interest on demand deposits "directly
or indirectly, by any device whatsoever," and authorizes the Board
to determine what shall be deemed to be a payment of interest. In

to 
Regulation Q on this subject the Board has stated that any payment

o or for the account of a depositor "as compensation for the use of
funds constituting a deposit" shall be considered interest. Since
'actual Situations differ, the Board has followed a general policy
of passing upon questions as to whether particular practices involve

indirect payment of interest only after development of all the
L-,_aots in a particular case in the course of examination of the mem-
ber bank involved.

The statement made in the passage you quote Is misleading
in t hat it suggests that the Board, as the result of "pressure," has

?Proved payments of interest made in the form of bank services.

2i8 is not the case. The Board has not "approved" any "payments"
6nat appear to constitute a direct or indirect payment of interest;
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The Honorable Wright Patman -0-

nor have its rulings on this subject been the result of pressure
by bankers or others.

In its effort to give reasonable application to the law.,
the Board has taken the position that, where a bank renders banking

services to its customers for which it may or may not make a charge,
the omission of the bank to make a charge for such services does not

involve any "payment" to the depositor. Thus, in 1944, the Board
ruled that the common practice of analyzing individual checking

”counts and in offsetting the expense of handling such accounts by

their estimated earning value to the bank does not involve any

payment" to the depositor and so does not violate the law. Similarly,
,-r1 more recent rulings, the Board has held that the practice of a bank
fl Providing, without charge, banking services such as armored car

sZTZ, parking facilities, printing of checks, etc., does not con-an indirect payment of interest under the law and the Regulation.

As distinguished from the mere omission of the bank to make

Charge for normal banking services, any actual payment or credit toor for the account of a depositor may involve an indirect payment of
Interest. For example, where a member bank collects for its depositor
1! check drawn on a nonpar bank and credits the depositor with the

T"e amount of the check even though the member bank collects lessthe face amount, the Board has held that the member bank's
absorption of such "exchange charges," in more than trivial amounts,

lTesumabl ymy constitutes an indirect payment of inLerest. The Federal

EDeposi:Zis t 
Insurance Corporation, however, has taken the opposite po

sition

question.

Questions frequently arise as to whether premiums given bya member bank to new depositors should be regarded as an indirect
!Lr_ment of interest; and in this respect the Board has attempted to

1,.: sa what it believes to be a reasonable distinction between legiti-

76e 

Yments a:s 
advertising and promotional devices on the one hand and indirect

"compensation" for the use of deposits on the other hand.

tr411_1s, the Board has ruled that, where such premiums are given at the

4,17 of the opening of a new account and not on a recurring basis,

Where the premium has only a nominal value, such a practice may

17rgerly be regarded as advertising or promotional rather than anlrect payment of interest.

I do not recall that any member of the Board, in testify-

111.1 before Committees of Congress, has expressed the view that 
this

" should be repealed. During the hearings before the House Banking
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and Currency Committee in 1957 with respect to the proposed
"Financial Institutions Act", Governor Robertson specifically stated

that he was not advocating repeal of the prohibition against the

Payment of interest on demand deposits (Hearings on S. 1451 and

Hs R. 7026, p. 52). Later in the course of those hearings (p. 504),
I expressed the opinion that it would be unwise to take such action
at this time. We did, however, emphasize the great administrative

difficulties that have been encountered by the Board in applying
the law.

The Board has no evidence that the present law is being

"grossly and flagrantly" violated by member banks. I believe that
for the most part member banks make a conscientious effort to conform
to the spirit of the statutory prohibition.

Sincerely yours,

Rovi4-
WM. McC. Martin, Jr.
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Summary. of 1960 midget 47 Divisions

Combined midgets

Schedule A
Page 2

2958 1955 1960 I Over (Under)
Division :Impenses

Budget
t liapenses
(Estimated)

uagei.
1

17,Y zxpenses

Offices of Members of the Board $ 379,608 $ 387,460 $ 375,761 $ 371,214 $ (4,547)
Office of the Secretary 265,797 256,152 245,635 253,685 8,050
Legal Division 273,118 293,922 229,644 277,432 47,788
Office of the Controller 92,840 91,758 96,261 100,502 4,241
Division of Research and Statistics 1,561,264 2,007,226 1,439,264 1,761,005 321,741
Division of International Finance 329,720 326,447 320,761 337,695 16,934
Division of Examinations 880,732 891,128 884,389 944,168 59,779
Division of Bank Operations 340,058 359,347 345,737 345,197 (540)
Division of Personnel Administration 175,683 194,327 180,932 191,877 10,945
Division of Administrative Services 1,089,111 1,552,516 1,512,604 1,576,579 63,975
Office of Defense Loans 21,447 21,427 20,764 -- (20,764)
Defense PlAnning 45,122 99,421 84,783 68,536 (16,247)
Employee Retirement and Insurance Benefits 518,1431 557,026 544,889 707,728 162,839
General Pay Increase __ -- -- 100,000 100,000

Total $5,972,931 $7,038,152 16,281,424 $7,035,618 t754,194

Approved by Board on December 14, 1959.
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Summary of 1960 Budget by Divisions

Regular Budgets

Division

1958
Expenses

Offices of Members of the Board

Office of the Secretary

Legal Division

Office of the Controller

Division of Research and Statistics

Division of International Finance

Division of Examinations

Division of Bank Operations

Division of Personnel Administration

Division of Administrative Services

Office of Defense Loans

Defense Planning

Employee Retirement and Insurance Benefits

General Pay Increase

$ 379,608

265,797

202,781

92,840

1,296,051

329,720

880,732

339,707

175,683

1,084,135

21,447

45,122

518,431

--

Total J$5,632,054 I

Schedule A
Page 2

1959 I 1960 I Over (Under)

I 1959 Expenses
Budget

Expenses
(Estimated)

Budget

$ 387,460

256,152

206,717

91,758

1,507,226

326,447

891,128

335,347

194,327

1,420,016

21,427

99,421

557,026

--

$ 375,761

245 ,635

190 ,774

96,261

1,370,595

320,761

884,389

321,512

180,932

1,470:577604

84,783

544,889

--

$ 371,214

253,685

208,302

100,502

1,512,792

337,695

944,168

345,197

191,877

1,435,340

--

68,536

707,728

100,000

$ (4,547)

8,050

17,528

4,241

142,197

16,934

59,779

23,685

10,945

17,770

(20,764)

(16,247)

162,839

100,000

$6,294,452 $6,054,626 A6,577,036 S522,410
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Summary of 1.960 Budget by Divisions

Special Projects Budgets

Schedule AL
Page 3

Division and Specia/ Project
i -,,,
t Etpenses Budget

F7enses
(Estimated)

----
Budget

.-- --,
1959 Expenses

Legal Division:
Administrative Proceeding Against
Member Bank $ 70,337 $ 55,205 $ 38,870 $ 41,130 $ 2,260

Published Interpretations of the
Board of Governors -- 32,000 -- 28,000 28,000

Division of Research and Statistics:
Small Business Financing Study 107,946 500,000 45,468 240,000 194,532
Production Index Revision Publication -- -- -- 8,213 8,213
Government Securities Market Study -- -- 23,201 -- (23,201)
Electronic Computer 107,006 -- -- -- --
Evaluation of Consumer Finances Survey 32,451 __ -- ..- --
Savings Statistics 17,810 -- -- -- --

Division of Bank Operations:
Printing All Bank Statistics 351 24,000 24,225 __ (24,225)

Division of Administrative Services:
Recalking Joints of Exterior Marble - -- -- 79,745 79,745
Modification of Air-conditioning

System -- 90,000 85,329 38,494 (46,835)
Furniture Replacement Program 4,976 5,000 4,875 23,000 18,125
Addition - Substructure -- 37,500 4,830 -- (4,830)

Total $340,877 $743,705 226,798 $458,582 $231,784

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



1260 Budget

Summary- by Account Classifications Schedule B
Page 1 •

Amount

Classification of Expenses

----...,

1958
Budget

......._

1959 1960
Budget Budget

1958
Expenses

' 1959 Over (Under)
1959

ExpensesBudget
Expenses

(Estimated)
1960
Budget

PERSONAL acdviCES

Salaries:

Offices of Members of the Board 31 31 31 t 338,940 n 357,012 $ 349,921 1 340,795 $ (9,126)
Office of the Secretary 37 44 44 250,710 253,102 242,835 250,665 7,650

Legal Division 23 22 25 176,371 189,922 178,299 195/937 17,638

Office of the Controller 15 13 14 85,911 86,678 91,380 96,467 5,087
Division of Research and Statistics 156 165 166 1,079,100 1,185,551 1,090,790 1,171,687 80,897
Division of International Finance 4h 42 40 312,913 320,101 314,739 331,030 16,291
Division of Examinations 75 77 79 607,715 636,718 639,204 673,939 34,735
Division of Bank Operations 49 51 51 317,712 323,417 313,010 332,672 19,662

1/Division of Personnel Administration 19i 19i 1915 164,832
572,014

164,395
608,107

165,419
610,248

160,956 (4,463)
F./Division of Administrative Services

Office of Defense Loans
155
2

151 150
2 - 21,249 21,362 20,759

621,036
--

10,788
(20,759)

Defense Planning 1 4 3 9,718 38,756 38,553 35,711 (2,842)

Total - Positions and Salaries 6071 6211 622i $3,937,185 $4,185,121 $4,055,157 11,210,915 '155,758

Retirement Contributions $ 481,926 $ 517,614 t 503,583 S 656,153 t152,570

Employee Insurance 31,035 34,318 36,984 47,553 10,569

General Pay Increase -- -- -- 100,000 100,000

Total Personal Services ';)421450,146 84,737,053 t14,595,724 55,014,621 $418,897

1/ Excluding 10 stenogranhic recruit positions.

3/ Excluding Cafeteria Salaries.
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Schedule B
Page 2

Classification of Expenses
1958

Expenses

hONPERSONAL a„xvICES

Traveling Expenses
Postage and Expressage
Telephone and Telegraph
Printing and Binding

Stationery and Supplies
Furniture and Equipment
Rentals
Books and Subscriptions

Heat, Light and Power
Repairs and Alterations (Building and Grounds)
Repairs and Maintenance (Furniture and Equipment)
Insurance

Contractual Professional Services
Auditing Books of Board
Review of Examinations Procedures
Consumer Finances Surveys
Consumer Buying Intentions Survey
Small Business Financing Study
Legal and Consultant Fees and Expenses
Other Survey and Research Project:,

All Other
Cafeteria (net)
Official Dinners, Receptions, etc.
Meals for Official Guests
Security Clearance Investigations
Outside Statistical Work
Miscellaneous

Total Nonpersonal Services

Total Personal Services

Grand Total

$ 305,691
66,191
86,334

227,972

48,927
41,227
66,047
16,940

49,776
85,108
7,534
7,833

__419,454 _
5,000
9,000

159,851
15,255
97,648
111,313
21,387

93,751
51,119
2,006
2,704

17,631
5,090
15,201

/

$ 312,218
75,443
86,725

344,955

47,358
69,821

148,141
20,400

48,850
104,550
12,983
6,325

908,00o_
4,000
10,000
151,500
110,000
500,000
132,500

1959
Expenses

(Estimated)
1960

Budget
Over (Under)

1959 EkpensesBudget

$ 282,017
78,859
90,543

317,998

46,853
61,336
142,597
19,000

51,857
99,319
12,913
5,1h4

37)490
- 14,000

9,000
106,500
130,000
45,000
77,190

$ 320,610
77,252
92,150

332,743

49,945
52,270
146,908
19,900

55,325
137,339
15,524
4,457

___ 590,455
3,500--
9,000

105,000
155,000
2140, 000
77,955

115335 105,574 12,6,11955,, ___
,666 32,740 54,360--

_ _______

4,070 3,365 2,860
3,325 2,892 3,000
20,100 19,305 22,500

1g 
6,360 

l7',2711,20,912

$ 38,593
(1,607)
1,607

14,745

3,092
(9,066)
4,311
900

3,468
38,020
2,611
(687)

2l8,76
(500T

(1,500
25,000

195,000
765

1_,522,785

4,450,146

$5,972,931

:;2,301,104

4,737,053

$1,685,700

4,595,724

$2,020,997

5,014,621

$7,038.157 S6,281,424 $7,035,618

20,915

(505)
108

3,195
19,6140
(3,453) 

$335,297

418,897

$754,194
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