
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, July 7, 1954.

the Board Room at 10:00 a.m..

PRESENT: Mr. Martin, Chairman
Mr. Vardaman
Mr. Mills
Mr. Robertson

The following
bi
lsiness of the Board were presented:

Nallle and title

Ur. Solomon, Assistant General Counsel
Ur. (71

,ioodman„ Assistant Director,Division of Examinations

Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Mr.

Mr.

The Board met in

Carpenter, Secretary
Sherman, Assistant Secretary
Kenyon, Assistant Secretary
Thurston, Assistant to the Board
Vest, General Counsel
Marget, Director, Division of
International Finance
Tamagna, Chief, Financial Operations
and Policy Section, Division of
International Finance
Olson, Economist, Division of
International Finance

requests for authority to travel on official

Duration of travel 

July 26-30, 1954

July 26-31, 1954

To- .raveicommi4 to Boston, Massachusetts, to attend a meeting of
e on Foreign Operations of American Banks.

1007

the Special

Approved unanimously.

Reference was made to a letter dated July 2, 1954 from Mr.
Bill *.

4cDonaid 
Assistant National Director, Administration, United

States savings Bonds Division, Treasury Department, inquiring whether
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the Board would pay the cost of a luncheon on Friday, July 9, either

at the Federal Reserve Building or at a downtown hotel, for a group

Of about 25 persons attending a meeting of the National Women's

Advisory Committee for Savings Bonds.

The matter was discussed and some question was raised as to

Whether the Board should assume the cost of savings bond luncheons

and dinners when the request was made, as in this case, on the basis

that appropriated funds for the purpose were not available to the

Treasury Department. On the other hand, it was noted that the Board

had followed this practice to a limited extent in the past and that

r'eference was made to the cost of such luncheons and dinners in the

13°ardi3 annual reports. In all the circumstances, it was suggested

that Chairman Martin discuss the request with Mr. Burgess, Deputy to

the Secretary of the Treasury.

This suggestion was ap-
proved unanimously, with the
understanding that Chairman
Martin was authorized to make
such decision as he considered
appropriate.

At this point, Mr. Sloan, Director, Division of Examinations,

entered the room.

Before this meeting there had been circulated among the

'Oailable members of the Board a memorandum dated July 2, 1_954, from

Uarget, Director, Division of International Finance, recommending

'that the Board approve an attached telegram which would authorize the
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Federal Reserve Bank of New York to grant a loan or loans in the ag—

gregate of $80 million to Banco do Brasil, as fiscal agent of the

United States of Brazil, against the collateral of gold bars held in

the vaults of the New York Bank. Attached to the memorandum were a

telegram dated July 1 from Mr. Davis, Assistant Vice President of the

New York Reserve Bank, stating that the Bank's directors had author—

ized such loan or loans on stated terms and conditions, subject to the

aPProval of the Board of Governors; copies of memoranda pertinent to

the matter which had been prepared at the Board and the New York

Bank; and copies of cables between the New York Bank and Banco do

Brasil. Mr. Marget's memorandum stated that, while concurring in the

New York Bank's favorable recommendation, the Division of International

Finance wished to notethat Brazil's present payments position did not

Provide definite reassurance of repayment within a reasonably short

Period, indications being that prompt repayment would depend either on

razil's ability to borrow at a later date from commercial banks or

on its ability to balance its international accounts by further re-

3trictive import measures or strong anti—inflationary credit policies.

The memorandum also pointed out that if Brazil should not be able to

Nise the necessary resources to repay this loan at maturity, it might

he that the Federal Reserve Bank of New York would be faced with the

alternative of either selling the gold or renewing the loan, and that

the sale of the gold collateral might give rise to certain political

difficulties.
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Governor Mills, who had requested that the matter be con-

sidered at a meeting of the Board, discussed in some detail the circum-

stances surrounding the loan application and the consideration given

the matter at the Federal Reserve Bank of New York. In this connection

he referred to the purposes for which Federal Reserve gold loans cus-

tomarily are granted and the distinctions which might be made between

the usual conditions giving rise to an application and those prevail-

lhg in this case. In further comments, Governor Mills mentioned the

81tuation which might prevail at the maturity of an initial three-

month loan and raised the question whether the Brazilian situation

warranted accommodation at the central bank level or ghether it would

be Preferable to extend assistance, if necessary, through some other

delA
--es. For all of these reasons, he felt that the proposed loan was

ot a type which deserved full consideration by the Board of Governors.

At the request of the Board, Mr. Marget offered additional

comments on the matters stating that in presenting the question to the

l ard, the staff, while not recommending that the Brazilian request be

refused, sought to make it clear that from a technical standpoint the

l'ecillest was not regarded with enthusiasm. He also said that while a

'Federal Reserve loan on gold perhaps might be granted almost auto-

Illatioally if it were clear that there would be no difficulty in repay-

tent of the loan at maturity, it WAS not apparent, based on an ap-

Praisal of the current and prospective payments position of Brazil,

that the loan under consideration could be repaid. This might
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necessitate resorting to a sale of the gold collateral or, in the

alternative, an agreement to renew the loan, and the sale of the gold

collateral would not be regarded as a step which could be taken by

the Federal Reserve automatically. Mr. Marget also gave reasons why

the question might be raised whether the granting of this loan would

be fully in accord with the objectives of United States international

financial policy. In concluding, he said that, although the staff was

not prepared to change its recommendation that the application be

approved, it would seem advisable that the matter be discussed with

Mr. Sproul, President of the Federal Reserve Bank of New York, in

"der to indicate an expression of concern on the part of the Board

and to consider how the position of the New York Bank might be

strengthened if there should be any question with regard to repayment

at maturity.

There followed a general discussion of the circumstances sur-

1‘°11hding the requested loan and of the policies relating to the granting

't loans on gold by the Federal Reserve Banks. At the conclusion of

this
discussion, Chairman Martin noted that President Sproul would be

at the Board's offices this morning to attend a meeting of the execu-

tilre committee of the Federal Open Market Committee, and he suggested,

therefore, that the matter be discussed by the Board with President

SPI'oul during the day.

There was agreement with
Chairman Martin's suggestion.
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Messrs. Marget, Tamagna, and Olson then withdrew from the

meetings

Prior to this meeting there had been circulated to the avail-

able members of the Board a draft of letter to Mr. Millard, Vice

President of the Federal Reserve Bank of San Francisco, reading as

fellows:

Reference is made to your letter of June 10, 1954,
transmitting the application of the Seattle Trust and
Savings Bank, Seattle, Washington, for permission to
establish a branch on Pacific Highway between South 150th
and South 160th Streets, King County, Washington. It is
noted from your accompanying memoranda that the Peoples
National Bank of Washingtoa and the Seattle First National
Bank have filed applications with the Office of the Comp-
troller of the Currency for branches to be located on
Pacific Highway in the area south of Seattle and that two
of the proposed branches would be located within a short
distance of each other.

After considering all of the information available,
the Board of Governors has concluded that it would not be
justified in approving the establishment of a branch by
the Seattle Trust and Savings Bank at the proposed loca-
tion if a branch of a national bank is to be established
in the immediate area. It would seem that the comunity
could be served to a better advantage if the banking
facilities were located in separate sections of the area.
Accordingly, the application will be held in abeyance for
a period up to November 1, 1954, during which time it is
suggested that the three banks applying for branches in
this area agree on separate locations, suitable distances,
one from another, which would serve the area to the best

advantage. It would be expected that full information
as to the potential business and need for banking facil-
ities in the locations selected by the banks will be sub-
mitted for consideration.

In this connection it is understood that consideration
has been given to the organization of an independent bank
in the unincorporated area of Burien and information as to
the status of this proposal should be submitted for con-
sideration, as it would have a bearing upon the needs of
the area for additional facilities.
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Governor Robertson reviewed the background of this matter

on the basis of information contained in a memorandum from the Division

of Examinations dated July 61 1954, and material submitted to the

Board with Mr. Millard's letter of June 10, 1954. He stated that in

view of these circumstances he and members of the Board's staff had

conferred with representatives of the Office of the Comptroller of

the Currency, at which time he suggested the approach outlined in the

draft of letter to Mr. Millard. It had now been determined, Governor

Robertson said, that such an approach was satisfactory to the Comptroller

of the Currency.

Following a discussion of
the matter, the letter to Mr.
Millard was approved unanimously

in the form set forth above.

Mr. Sloan then withdrew from the meeting.

Chairman Martin stated that Mr. Hodgkinson, Chairman of the

''ficieral Reserve Bank of Boston, had called him on the telephone with

reference to securing a replacement for Mr. Karl T. Compton, Class C

Director of the Boston Bank who died recently. He said Chairman

li°dgkinson would like to inquire informally of Mr. Nathan M. Pusey,

Pr'esident of Harvard University, whether he would accept appointment

43 Class C Director should such appointment be tendered, and that,

if Ur. Pusey would not accept, Mr. Hodgkinson would like to have simi—

lar discussions with Mr. James R. Killian, Jr., President of the

14seachusetts Institute of Technology, or Mr. John S. Dickey, President
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of Dartmouth College. Chairman Martin said that in the absence of

Objection on the part of the Board he would tell Chairman Hodgkinson

that it would be agreeable for him to explore the possibility of

obtaining one of these three men.

It was agreed that Chairman
Martin should so advise Chairman
Hodgkinson.

The meeting then recessed and reconvened at 11:55 a.m., fol-

1°wing the meeting of the executive committee of the Federal Open

Market Committee.

Vardaman,

Those present included Chairman Martin, Governors

Mills, and Robertson, Messrs. Carpenter, Sherman, Thurston,

Vest, and Marget, and the following additional persons:

Mr. Riefler, Assistant to the Chairman
Mr. Garfield, Adviser on Economic Research,

Division of Research and Statistics
Mr. Koch, Chief, Banking Section, Division

of Research and Statistics

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

Mr. Williams, President, Federal Reserve
Bank of Philadelphia

Mr. Rouse, Vice President, Federal Reserve
Bank of New York

Mr. Gaines, Securities Department, Federal
Reserve Bank of New York

In accordance with the understanding at the meeting of the

8°ard earlier today, further consideration was given to the request

'.1* Banco do Brasil, as fiscal agent of the United States of Brazil,

r" a loan or loans in the aggregate of $80 million against the

Pledge of gold bars held in the vaults of the Federal Reserve Bank

Of New York.

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



7/7/54 -9-

At the request of Chairman Martin, President Sproul reviewed

the circumstances in which the proposed loan to Banco do Brasil would

be made and the reasons why the Federal Reserve Bank of New York was

hesitant to make the loan. One of these reasons WAS the problem

created by the withholding of Brazilian coffee stocks from the market.

Fie also said that the matter was considered in the light of System

P°11cY with respect to loans on gold, that the loan was requested to

meet temporary seasonal needs, and that unless the Federal Reserve

Bank wanted to challenge the good faith of Banco do Brasil it would

be difficult to refuse to make the loan. The Federal Reserve Bank

felt, however, he said, that it would have a right, and that it would

be aPPrepriate, to make the loan only for 90 days, during which time

the Reserve Bank would want further and better information as to the

Program and plans with respect to the exchange position of Brazil which

would demonstrate that the loan could be paid in the further period

arid, if that were not possible, to say that the loan would not be

renewed.

The matter was discussed on the basis of the effect of a sale

of the gold pledged as collateral in the event the loan was not repaid.

In this connection reference was made to views expressed in a cable

dated July 2, 1954, from the Ambassador to Brazil to the Secretary of

State' a copy of which had been received by the Board's Division of

IXIternational Finance.

President Sproul stated that the matter had been explored with
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the State and Treasury Departments and the Export-Import Bank and that,

While they took the position that the decision was one for the Board

t) make, they would not offer any objection if the loan were made and,

in the final analysis, would favor the loan.

Chairman Martin stated that if the loan were made it should

be entirely clear that if it were not repaid at the end of 90 days the

Federal Reserve Bank should have the unquestioned right to demand pay-

ment, which might make it necessary for Banco do Brasil to sell the

gold held as collateral.

In the discussion of this point, during which reference was

made again to the fact that the exchange difficulties of Brazil arose

largely out of the withholding of coffee stocks, the suggestion WAS

made that it might be more difficult at the end of three months to re-

fuse to extend the loan than it would be to refuse to make it in the

first Place. Mr. Sproul stated reasons why he felt that conditions

were 
Working in the direction of forcing a more realistic attitude

With respect to coffee prices.

The suggestion was made that in order best to meet all of the

factors involved, the loan be granted for 90 days with the understand-

ing that it would not be renewed, and with the further understanding,

within the System, however, that conditions might arise in which it

14.°/Ild be desirable to grant an extension. It was also suggested that

the State Department be informed of the final decision on the matter

80 that it would understand the reasons for the position that the
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loan should not be renewed.

There was a further dis-
cussion on the basis of these
suggestions, at the conclusion
of which it was agreed unani-
mously that a draft of letter
to the State Department should
be prepared which would state
the Board's position and that
the draft would be shown to
President Sproul before the
letter was sent.

The meeting then adjourned. During the day the following

additional actions were taken by the Board with all of the members

except Governors Szymczak and Evans present:

Minutes of actions taken by the Board of Governors of the

Reserve System on June 28, 1954, were approved unanimously.

Minutes of actions taken by the Board of Governors of the

Reserve System on June 292 June 30, July 1, and July 2, 1954,

/7el'e approved and the actions recorded therein were ratified unani-

14°481y.

Memorandum dated June 30, 1954, from Mr. Bethea, Director,

ivision of Administrative Services, recommending that the resignation

°f William M. Canney, Operator - Tabulating Equipment in that Division,

be accepted effective June 24, 1954.

Approved unanimously.

Letter to Mr. Bryan, President, Federal Reserve Bank of Atlanta,

as follows:Nading

This refers further to Mr. Denmark's letter of March 8,
1954, and subsequent correspondence regarding the question
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ffhether the recent acquisition of stock of the DeKalb National
Bank, Brookhaven, Georgia, by Trust Company of Georgia As-
sociates, a wholly owned subsidiary of the Trust Company of
Georgia, involved a violation on the part of the Trust Com-
pany of Georgia of the provisions of section 9 of the Federal
Reserve Act and section 5136 of the Revised Statutes prohib-
iting the purchase of corporate stocks by member banks.

Recognizing the importance and difficulty of the ques-
tion involved, this matter has been considered from every
angle. Particular attention has been given to the views ex-
pressed in person by Mr. John A. Sibley, Chairman of the
Board of the Trust Company of Georgia, when he discussed
the matter with Chairman Martin and Governor Robertson on
MaY 4, to the arguments presented on behalf of Associates in
the memoranda enclosed with Mr. Woods' letter of June 7 to
Mr. Denmark of your Bank, and to the legal arguments ad-
vanced by Counsel for Associates in his discussion of the
matter with members of the Board's Legal Division on June 21.

In the light of all the circumstances of this case, the
Board is of the opinion that the purchase of the stock of
the DeKalb National Bank by Trust Company of Georgia Asso-
ciates, a wholly owned subsidiary of the Trust Company of
Georgia, was inconsistent with the provisions of section 9
Of the Federal Reserve Act, which make applicable to the
member bank the provisions of section 5136 of the Revised
Statutes prohibiting the purchase of corporate stocks by
national banks. Accordingly, it will be appreciated if you
will so advise the Trust Company of Georgia and request the
member bank to arrange for the disposition by Associates of
the stock in question within a reasonable period of time.
Kindly advise the Board of further developments in this
matter.

Approved unanimously.

Letter to Mr. Parten, Chairman, Federal Reserve Bank of Dallas,

l'eading as follows:

At the completion of the examination of the Federal
Reserve Bank of Dallas, made as of May 3, 1954, by the Board's
examiners, a copy of the report of examination was left for
Your information and that of the directors. A copy was
also left for President Irons.

The Board will appreciate advice that the report has
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been considered by the Board of Directors. Any comments
YOU may care to offer regarding discussions with respect
to the examination, or as to action taken or to be taken
as a result of the examination, will also be appreciated.

Approved unanimously.
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