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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Tuesday, April 19, 1955. The Board met

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

Of the

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

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Thurston, Assistant to the Board
Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Economic Adviser to the

Board
Mr. Vest, General Counsel
Mr. Young, Director, Division of Re-

search and Statistics
Mr. Sloan, Director, Division of

Examinations
Mr. Johnson, Controller, and Director,

Division of Personnel Administration
Mr. Horbett, Assistant Director,

Division of Bank Operations
Mr. Solomon, Assistant General Counsel
Mr. Cherry, Legislative Counsel

The following matters, which had been circulated to the members

Board, were presented for consideration and the action taken in

each instance was as indicated:

Memorandum dated April 8, 1955, film Mr. Bethea, Director, Divi-
:12n of Administrative Services, recommending an increase in the basic
7-481-rY of Paul G. Hutts, Operator (Tabulating Equipment) in that Divi-
81°11, from $3,175 to $3,410 per annum, effective April 24, 1955.

Approved unanimously.

Memorandum dated April 8, 1955, from Mr. Johnson, Controller,and Director, Division of Personnel Administration, recommending that
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the Controller's Office be authorized to make a lump-sum payment for
41 days, 61- hours annual leave to Irving Schweiger, formerly Economist
in the Division of Research and Statistics, who resigned effective
March 31, 1955, at the annuni salary rate of $7,640, the rate Mr.
Schweiger was receiving just prior to the commencement of his leave
of absence on October 1, 1954.

Approved unanimously.

Letter to Mr. Crosse, Assistant Vice President, Federal Reserve
Bank of New York, reading as follows:

Reference is made to your letter of April 8, 1955,
submitting the request of the Huntington Station Bank,
Huntington Station, New York, for a further extension
of time within which it may establish a branch on Walt
Whitman Road in an unincorporated area of South Hunting-
ton, Town of Huntington, New York.

On the basis of the information submitted and in
accordance with your recommendation, the Board of Gov-
ernors extends to May 15, 1955, the time within which
the Huntington Station Bank may establish a branch at
the above-mentioned location, as originally approved in
the Board's letter dated August 17, 1953.

Approved unanimously.

Letter to Mr. Wiltse, Vice President, Federal Reserve Bank of
Ilew York, reading as follows:

Reference is made to your letter of April 7, 1955,
regarding the request of The Marine Trust Company of
Western New York, Buffalo, New York, for an extension
of time within which it may move its branch, which is
now located at 8676 Buffalo Avenue, Niagara Falls, New
York, to a new location at the southwest corner of Pine
Avenue and Military Road, Niagara Falls, New York. It

ls noted that construction of the new branch building
ls underway but that due to some delays during the win-
ter, the branch will not be ready by April 20, 1955.

After consideration of the information submitted,
the Board concurs in your recommendation and extends to
July 1, 1955, the time within which The Marine Trust
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Company of Western New York may establish the above-
mentioned branch at the new location, as originally ap-
proved in the Board's letter of April 20, 1954.

Approved unanimously.

Letter to Mr. Stetzelberger, Vice President, Federal Reserve
Bank of Cleveland, reading as follows:

In view of the circumstances outlined in your
letter of April 7, 19551 and the Reserve Bank's
favorable recommendation, the Board of Governors ex-
tends until July 1, 1955, the time within which The
Central Trust Company, Cincinnati, may establish a
branch near the southeast corner of Reading Road and
Glendale-Milford Road, Evendale, Ohio.

Approved unanimously.

Letter to the Comptroller of the Currency, Treasury Department,
Washington, D. C., (Attention: Mr. W. M. Taylor, Deputy Comptroller of
the Currency), reading as follows:

Reference is made to a letter from your office
dated October 71 19541 regarding an application to
organize a national bank at Downers Grove, Illinois,
and requesting a recommendation as to whether or not
the application should be approved.

A report of investigation of the application
made by an examiner for the Federal Reserve Bank of
Chicago indicates that the proposed capital struc-
ture of the bank would be increased from $150,000 to
$250,0001 which would appear to be adequate for the
Prospective needs of the institution. Downers Grove
is a growing community and there is some evidence
that its banking needs would be better served with
another bank. The prospects for future earnings of
the institution are reported to be fairly satisfactory
and it appears that the management of the bank may be
reasonably adequate although the directorate lacks
experience in banking operations. Our informant also
states that it would have been desirable to have a
somewhat better representation on the directorate of
business interests in the area. While it is recog-
nized that this is somewhat of a borderline case, after
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considering all all of the information available, the Board
has concluded that approval of the application should
be recommended,

The Board's Division of Examinations will be glad
to discuss any aspects of this case with representatives
of your office, if you so desire.

Approved unanimously.

Letter to the Comptroller of the Currency, Treasury Department,
Washington, D. C., (Attention: Mr. L. A. Jennings, Deputy Comptroller
Of the Currency), reading as follows:

Reference is made to a letter from your office dated
February 8, 1955, enclosing photostatic copies of an ap-
plication to organize a national bank at Palmdale, Cali-
fornia, and requesting a recommendation as to whether or
not the application should be approved.

Information contained in a report of investigation
of the application made by an examiner for the Federal
Reserve Bank of San Francisco indicates generally satis-
factory findings with respect to the factors usually con-
sidered in connection with such proposals except that
definite arrangements have not been made for an experienced
managing officer. This investigation also indicated that
Provision is to be made for a capital structure of $350,000
instead of $250,000 proposed in the application. Assuming
that arrangements will be made for management satisfactory
to your office, the Board of Governors recommends approval
of the application.

The Board's Division of Examinations will be glad to
discuss any aspects of this case with representatives of
Your office, if you so desire.

Approved unanimously.

At the meeting on February 23, 1955, preliminary consideration was

gil'en to a proposal of the Guaranty Trust Company of New York that Regu-

4tion Ur, Loans by Banks for the Purpose of Purchasing or Carrying Stocks

Registered on a National Securities Exchange, be amended so that the 25

15er cent preferential margin requirement for financing the purchase of
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securities through the exercise of stockholders' "rights" would also

extend to financing the purchase of securities from an underwriter, if

the underwriter had acquired those securities through the exercise of

"rights". The Guaranty Trust Company suggested that such an amendment

would aid in the distribution of securities and thus facilitate equity

financing. At the time it was understood that the proposal would be

considered further when the recommendations of the Federal Reserve Bank

Of New York and the Board's staff were available.

In a letter dated March 16, 1955, the Reserve Bank expressed

the view that any benefits to be expected from the amendment did not

seem to be sufficient to outweigh the probable disadvantages. The Re-

serve Bank pointed out, among other things, that the request was an

isolated one and did not seem to have widespread support, that the ab-

sence of the requested amendment had not seemed to cause difficulties

in connection with recent security flotations, and that an amendment

Probably would create difficult administrative problems. In a memo-

l'anduin dated April 12, 1955, which had been circulated to the members

clb the Board, Messrs. Young, Director, Division of Research and Statis-

tics, and Solomon, Assistant General Counsel, stated that the views of

the New York Reserve Bank appeared to be sound and that they tended to

c°nform to the analysis of the Board's staff. In the circumstances, it

Was suggested that a letter reading as follows be sent to Mr. Rouse,

Vice President of the Federal Reserve Bank of New York:
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vere

Bank

This refers to the proposal of the Guaranty Trust
Company of New York, in its letter of Feburary 16, 1955,
that Regulation U be amended in order to enable retail
purchasers of new stock from underwriters, when the un-
derwriters have acquired such stock through the exercise
of "rights", to obtain credit on the same basis as if
the purchaser had acquired the stock through the exer-
cise of the "rights".

After considering the various aspects of this pro-
posal, including the comments in your letter of March 16,
1955, the Board is inclined to agree with your view that
any prospective advantage of the proposed amendment is
not sufficiently clear to outweigh the several disad-
vantages and possibilities of abuse inherent in the pro-
posal. Accordingly, the Board has concluded that it
would not be desirable at this time to adopt the amend-
ment proposed by the Guaranty Trust Company, and it will
be appreciated if you will advise that institution ac-
cordingly.

Governor Balderston inquired whether the members of the Board

fully in agreement with the recommendation of the New York Reserve

and the Board's staff, in view of certain advantages which apparently

would flow from the amendment. In a discussion of that point, Chairman

Martin expressed the feeling that such an amendment would be desirable

at the proper time. He went on to say, however, that inasmuch as the

Matter did not seem to be too important, he would not oppose rejection

clf the request in the light of current circumstances.

At the conclusion of the discus-
sion, unanimous approval was given to
a letter to Mr. Rouse in the form set
forth above.

At this point Mr. Shay, Assistant Counsel, entered the room.
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Mr. Carpenter's memorandum of April 15, 1955, transmitted to the

members of the Board copies of a draft of letter to Mr. Rowland R. Hughes,

Director of the Bureau of the Budget, commenting on the Report on Fed-

eral Medical Services submitted by the Commission on Organization of the

Executive Branch of the Government (the Hoover Commission). Accompanying

the draft was a memorandum dated April 7, 1955, from the Division of

Personnel Administration listing those recommendations of the Commission

which were not commented on in the draft of letter because they were con-

cerned with the operations of other Government agencies or programs.

Following a discussion, during
which certain changes in the draft were
suggested, unanimous approval was given
to a letter from Chairman Martin to Mr.
Hughes in the following form:

In response to your request of March 4, 1955, the Board
of Governors has reviewed the report on Federal Medical
Services submitted to the Congress by the Commission on Or-
ganization of the Executive Branch of the Government.

As requested, this review includes a determination of
the application to the Board of the Commission's recommenda-
tions. Most of the recommendations contained in the Report
are concerned with the operations of other Government agen-
cies or programs, and we do not feel qualified to offer a
view on these recommendations. We respectfully submit the
following with regard to the remainder.

Recommendation 16(b) recommends that civilian Federal
Government employees receive care for job-connected ill-
nesses in nonfederal hospitals at the expense of the Bureau
of Employees Compensation in the Department of Labor. Rec-
ommendation 20 suggests that the executive branch develop
a voluntary contributory program of medical care and hospi-
tal insurance to be conducted through a pool of private
health insurance agencies for all civilian employees of the
Federal Government on a prepayment basis and using payroll
deductions. The Federal Government would pay a portion of
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the cost and the program would contain a provision for

convertibility to family coverage on termination of Fed-

eral employment. Recommendation 24 suggests that the

proposed Federal Advisory Council of Health make recom-

mendations to improve preventive health services in the

interests of both health conservation and long-range

economy.
With respect to recommendation 16(b), the procedure

now in effect at the Board provides care for job-con-

nected injuries and illnesses in nonfederal hospitals or

by private physicians at the discretion of the employee

through an insurance policy carrying benefits equivalent

to those provided in the Longshoremen's Act. We believe

that care provided in this manner is desirable.

It would appear that recommendations 20 and 24

would require legislation by the Congress to make the

contemplated benefits available to Government employees.

The Board believes that such benefits are a desirable

part of a progressive health program.

Prior to this meeting there had been sent to the members of the

Board copies of a memorandum dated April 11, 1955, from Mr. Young, Di-

rector, and Mr. Koch and Miss Burr, Assistant Directors, Division of

Research and Statistics, commenting on the Report on Lending Agencies of

the Commission on Organization of the Executive Branch of the Government,

and submitting a draft of letter responding to the request of the Chair-

fl of the House Committee on Government Operations for comment as to the

effects on the Federal Reserve System of recommendations in the report.

Mr. Young said that although there were many things in the report

that could be commented upon, the draft of reply was limited to three

13°Ints of direct concern to the Federal Reserve System. With regard to

Other items which might warrant some reference, he said that the Com-

Illission's grouping of various Federal lending agencies at several points
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in the report might give the implication that the Commission assumed

the Federal Reserve Banks to be subject to the Government Corporation

Control Act. He also stated that the Commission made certain recommenda-

tions with respect to the Government's housing programs which the Board

might want to endorse: first, that a study be made of prospective fore-

closure and loss experience of all phases of the Government's housing

programs and, second, that the President be given authority to increase

required equities on new FHA-insured mortgages and that insured loans

Provide greater sharing of the risk with the Government by the institu-

tions making such loans.

There was a discussion of the recommendations regarding the hous-

ing programs and it was the consensus that comments should be withheld

Until such time as the Board's views were requested in connection with

legislative proposals designed to carry the recommendations into effect.

A discussion of the draft of letter to the Chairman of the House

Committee on Government Operations ensued and several suggestions were

ade for changes therein.

There was also a discussion of the procedure proposed for trans-

mitting the letter, which contemplated that the letter, in such form as

agreed upon by the Board, would be sent direct to the House Committee on

Government Operations and that substantially the same letter would be

Sent to the Bureau of the Budget in response to the Bureau's request of

Ilexch 4, 1955, for comments from all agencies on the Hoover Commission
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reports. This would conform to the procedure suggested informally by

the Budget Bureau with respect to submission of views on the Commission

reports in cases where such views also were requested by a Congressional

committee.

There was agreement among the members of the Board regarding the

Proposed procedure in this instance, and there ensued a discussion con-

cerning the practice followed by the Board in recent years of submitting

to the Bureau of the Budget for comment, except when time did not permit,

drafts of letters proposed to be sent to Congressional committees in

response to requests for views on bills pending before the committees.

Some feeling was expressed that when the Board's views were requested by

the Congress, or a committee thereof, the Board, as a creature of the

Congress, should comply without submitting its proposed response to any

Other agency for comment. On the other hand, it was recognized that the

Bureau of the Budget should be kept informed so that it might perform

ite function as a coordinating agency. The suggestion was made that this

Inight be accomplished satisfactorily by transmitting to the Bureau copies

Of letters sent to Congressional committees in response to the requests

such committees for the Board's views on proposed legislation. No

qtlestion was raised concerning the propriety of responding to requests

from the Budget Bureau in cases where that Bureau is assembling views of

14terested agencies regarding legislative proposals submitted by a partic-

ular Government agency prior to introduction of bills in the Congress.
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The discussion concluded without agreement having been reached

regarding the procedure which should be followed in the future with

respect to requests received from Congressional committees for views

on pending bills and similar matters.

It was understood that the draft of
letter to the House Committee on Govern-
ment Operations concerning the Hoover
Commission Report on Lending Agencies
would be revised to take into account
comments made at this meeting and that
the new draft would be submitted to the
Board for consideration.

Mr. Johnson then withdraw from the meeting.

In letters dated March 3 and April 8, 1955, respectively, Vice

President Pondrom and President Irons, of the Federal Reserve Bank of

Dallas, requested the Board's opinion as to whether certain competitive

bids of The Lubbock National Bank and The Citizens National Bank of

Lubbocko both of Lubbock, Texas, for designation as Lubbock County de-

Pcsitary involved the offer of services or benefits which would con-

stitute indirect payments of interest on deposits contrary to the Board's

Regulation Q, Payment of Interest on Deposits. The letters indicated

that numerous questions of this kind were being received and urged that

inquiring member banks be given answers in those instances where specific

qtlestions were presented and were accompanied by clear statements of the

facts or by copies of the proposed bids or agreements. It was felt to be

the responsibility of the Board of Governors to interpret the meaning of
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Regulation Q and its terms, and it was suggested that if answers could

not be given to member banks regarding actual and specific cases the

administration of the regulation would break down.

A memorandum from Mr. Vest dated April 15, 1955, copies of which

had been sent to the members of the Board, pointed out that the bids

submitted by the banks in Lubbock offered to pay the county the maximum

interest rate permitted by Regulation Q on time deposits and that the

banks also offered the county the following services and benefits, the

bank whose bid was accepted offering more such services and benefits:

1. Loans at no interest or at rates presumpbly lower than
usual.

2. Free use of safety deposit boxes and bank vault.
3. Free armored car, messenger, and night depositary

services.
4. Advisory service, apparently free, in connection

with the marketing of County bonds.

5. Foregoing customary service charges regardless of
size of deposit balances.

6. Acting, without charge, as paying agent for County
bonds.

7. Handling foreign exchange for the County without charge.
8. Furnishing specially printed checks without charge.
9. Free use of bank's parking lot in transacting banking

business.
10. Furnishing "any service" that might be rendered by any

other bank in the County.

The fundamental question which was raised, Mr. Vest's memorandum brought

°tit/ was whether the Board should depart from its general policy, followed

Bince 1937, of answering questions as to what constitutes indirect payment

interest only after full development of all facts and circumstances

in the course of a bank examination, and of relying upon the cooperation
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of the member banks in good faith to adapt their practices to conform

to the spirit and purpose of the law (section 19 of the Federal Reserve

Act, as amended) and Regulation Q. The following alternatives were

suggested as being available to the Board:

(1) The Board might continue its general policy and not
undertake specifically to pass upon the questions pre-
sented unless and until the facts have been fully
developed in an examination report.

(2) The Board might endeavor to give as specific answers
to the questions as the information submitted will per-
mit, and continue to do so with respect to all future
questions of this nature. The Board probably would wish
to publish its answers to such questions for the benefit
of other member banks. Of course, the adoption of this
alternative would be a definite departure from the
Board's general policy referred to above. Moreover, at
least some of the questions in the present case would be
very difficult to resolve.

(3) The Board might wish to pass on only those questions
raised by the Dallas correspondence, the answers to
which seem to be reasonably clear. In some cases that
have arisen since 1937 where the answers under Regula-
tion Q seemed reasonably clear, the Board has passed on
the questions presented, notwithstanding its general
policy. Where the questions are more difficult and the
answers less clear, the Board might wish to refrain from
attempting specific answers. This, however, would not
be a very substantial departure from the situation under
the Board's general policy.

Attached to the memorandum was a draft of letter to the Federal Reserve

336111-k of Dallas showing the nature of the reply which the Board might make

should it decide to follow the first alternative.

In discussing the case now presented to the Board, Mr. Vest ex-

the view that it would be difficult to say that several of the
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services and benefits offered by the two Lubbock banks constituted pay-

ment of interest, since they seemed to involve only normal banking

Practices. He went on to say that this was an illustration of numerous

questions presented to the Board over a period of years and that if the

Board should embark on a policy of passing on such questions as they

came up, which might include publishing the Board's answers for the ben-

efit of all member banks, it would be running the risk of getting into

inconsistent positions, since the principle that applied on one occasion

might not apply on other occasions because of different conditions.

Mr. Shay added that under the policy followed since 1937, the

'Board had chosen not to confluent on questions presented to it that in-

volved services similar to several of those offered by the Lubbock banks.

lie Pointed out that the law is very broad and sweeping, and that an at-

tempt to apply certain principles "across the board" would lead to various

difficulties, possibly because a service or benefit which might be of-

fered was not very important or because it was in the nature of an ordi-

nary activity generally regarded as appropriate for a bank in operating

its business.

With respect to a suggestion by Mr. Sloan that an attempt be made,

for the guidance of member banks, to work out a definition of the payment

Of interest on deposits, Mr. Vest commented that the Board actuslly had

4 definition in its regulation in 1937, but that after discussions with

the Federal Deposit Insurance Corporation and in consideration of the
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Problems involved, involved, the definition was eliminated before it became effec-

tive and the Board decided to leave the matter open to interpretation.

He also said that any definition would necessarily leave certain specific

questions for interpretation.

Governor Mills said that he favored Mr. Vest's line of reasoning,

as expressed at this meeting and in the draft of letter to the Federal

Reserve Bank of Dallas. Under any other policy, he thought, the Board

would run the risk of floundering and of creating a great deal of misun-

derstanding. He felt that banks generally made an attempt not to violate

the rules, particularly since there was the incentive not to give too

manY free services because of the expense involved. Competitive situa-

tions such as the one in Lubbock, he suggested, involve the question of

degree; if the actIml cost absorbed by a bank is negligible when con-

verted to a rate of interest in relation to the deposit, the practice

hardly could be considered a violation while, on the other hand, the

absorption of a substantial amount could well be construed as a viola-

tion. He also pointed out that certain practices being used by banks in-

creasingly, such as the free printing

for the purpose of assisting banks in

Governor Balderston expressed

taken by Governor Mills and Mr. Vest.

of checks, are at least partially

their internal operations.

general agreement with the position

He referred to the hidden cost in-

in such practices as taking care of corporate pay rolls and said

that he could see administrative difficulties in spelling out a definition.

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



4/19/55 -16-

He pointed to the fact, however, that in the Lubbock case the banks of-

fered to pay the maximum rate of interest on time deposits permitted by

Regulation Q and in addition offered certain services and benefits, and

he asked Governor Mills how one could avoid an interpretation that a

violation would be involved.

Governor Mills responded by referring again to the matter of

degree and also said that it would seem relevant to consider what the

banks might be doing for other accounts. He brought out that free in-

vestment counsel, for instance, is frequently tendered by banks to

Public officials in the public interest rather than as a means of at-

tracting deposits.

With reference to a question by Chairman Martin, members of the

Staff said that there always had been quite a number of questions under

Regulation Q but that the number of inquiries seemed to be greater than

a few years ago, which might indicate a greater tendency toward violations.

With respect to the point made by President Irons that the Board

aPPeared to be under an obligation to define the meaning of a payment of

interest, it was suggested that the problem be referred to the Presidents'

Conference for consideration.

Governor Szymczak commented that one aspect of the matter, namely-,

the absorption of exchpnge, already had been referred to the Reserve Bank

Pl'esidents. He also commented on the difficulties which caused the Board

14 1937 to decide on its current policy of not taking a position in a
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particular situation except on the basis of the facts disclosed by a

report of examination.

Governor Shepardson said that although he could appreciate the

difficulties that would arise in following a practice of responding to

individuAl questions, especially those of a hypothetical nature, he

also sympathized with the position taken by President Irons. In this

connection, he referred to trouble that persons had encountered in get-

ting prior approval of projects under the public health regulations on

dairies, even when detailed plans were presented. If information was

available regarding a specific proposal, he was inclined to feel that

there was much to be said for a definite answer from the Board before

the bank went ahead and instituted a practice for which it might later

be criticized. Governor Shepardson also asked what information could

be developed after the fact in an examination that could not be developed

from an investigation of the proposal beforehand.

Governor Robertson interpreted the language of section 19 relat-

ing to the payment of interest as being designed primarily to help the

banks to lower their expenses by enabling them to avoid interest pay-

ments. Therefore, he said, it was logical for the Board to take a posi-

tion that this would have to be a self-policing sort of law. He went on

t° saY that there probably had been only a very few cases, aside from

those involving absorption of exchange, where steps had been taken to

°rder a bank to refrain from violating the law. After expressing sympathy
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with the views of both Governor Mills and Governor Shepardson, he sug-

gested that the pertinent provisions of section 19 probably should not

be on the books because they cannot be enforced effectively. Refusal

to say what constitutes the payment of interest, he pointed out, puts

competitive banks in an unfair position. He said that if the statute

referred to the payment of money, it would be enforceable, but that the

Present language was virtmlly unenforceable and, this being so, it

seemed to him that the Board must continue its current policy of letting

each bank determine for itself what constitutes payment of interest and

that the Federal Reserve should interfere in only the most flagrant cases.

In reply to a question by Chairman Martin, Governor Robertson

said that he would favor amending section 19 so as to use language which

would leave out the "fringe considerations"; that is, by changing the

first sentence in the twelfth paragraph of the section so as to state

Merely that no member bank shall pay interest on any deposit which is

Payable on demand.

When asked for his views on Governor Robertson's suggestion, Mr.

Vest said that it would be a simple matter to prepare an amendment but

that he did not know what the attitude of the member banks would be. He

understood that they had opposed the repeal of the provision but he did

not know whether they would oppose a modification. Mr. Sloan felt that

the banks would rather have the law left as it stands, hoping that it

would "hold the other fellow down and that they will not be punished them-

selves".
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Governor Shepardson said he thought Governor Robertson had made

a good point, that there should be a modification of any unenforceable

Provision of the law, and that although he was not prepared to debate

the propriety of various kinds of banking practices, he felt that in

Principle the Board should give serious consideration to the amendment

Of any vague statutory provisions so that it would be able to give a

definitive answer to persons seeking to know whether they were within

the law.

There followed a discussion of how the matter might be handled

and the suggestion was made that the answer to the question raised by

the Federal Reserve Bank of Dallas be in harmony with the Board's cur-

rent policy but that in addition President Irons be advised that the

Problem of defining the payment of interest was being referred to the

Presidents' Conference and the Federal Advisory Council for their opin-

ions and conclusions.

There being agreement with these
suggestions, unanimous approval was
given to a letter for the signature
of Chairman Martin to President Irons
in the following form:

Your letter of April 8, 1955, was in further reference
to the matter submitted to the Board by your Bank's letter

of March 3. These letters requested the Board's views as

to whether competitive bids of The Lubbock National Bank

and The Citizens National Bank of Lubbock, Lubbock, Texas,

for designation as Lubbock County depositary offer any

services or benefits which would constitute indirect pay-

ments of interest on deposits contrary to the Board's Regu-

lation Q.
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With your Bank's letter of March 3 was enclosed a
copy of a letter of February 21 to your Bank from The
Lubbock National Bank, and also copies of the two bids
just mentioned which were forwarded with the letter from
the national bank. It is noted that the bid of The
Citizens National Bank of Lubbock offers more services
and benefits as inducements to acceptance by the County
than does the bid of The Lubbock National Bank. The let-
ter of The Lubbock National Bank states that "the situa-
tion has grown rather acute here," and that "it might be
time for the Federal Reserve Bank to step in and lay down
some rules in the matter."

Both of the bids offer to pay the County the maximum
interest rates permitted by Regulation Q on time deposits.
In addition, one or the other of these bids offers loans
at no interest or at rates presumably lower than lisupli;
free use of safety deposit boxes and the bank's vault;
free armored car, messenger, and night depository services;
advisory services, apparently without charge, in connec-
tion with the marketing of County bonds; to forego the cus-
tomary service charges regardless of the size of deposit
balances; free services as paying agent for County bonds;
handling of foreign exchange without charge; to furnish,
without charge, specially printed checks; free use of the
bank's parking lot; and to furnish "any service" that might
be rendered by any other bank in the County.

Both your letter and your Bank's earlier letter re-
ferred to your correspondence of July 16, 1953, and the
Board's reply of August 14, 1953, concerning similar ques-
tions under Regulation Q presented by the American State
Bank, Lubbock, Texas, a State member bank. In that case,
the member bank did not present a copy of a bid for County
funds, but asked whether various services and benefits -
much the same as some contained in the two bids in this
case - would constitute indirect payments of interest on
deposits contrary to Regulation Q if contained in a bid by
a member bank for designation as County depositary. Among
other things, the Board's reply of August 14, 1953, stated
that:

“... As you know, ... it has been the Board's
general policy for many years not to pass upon
questions of this kind prior to presentation of
the specific matter following an examination of
the particular bank, but rather to rely upon the
cooperation and good faith of the member banks in
adapting their practices to conform to the spirit
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and purpose of the law and regulation. The var-

ious practices contemplated ... cover a wide
range of possibilities and are stated in very
general language. It is probable that some of
the matters mentioned ... would not be such as to

constitute a payment of interest in violation of

Regulation Q, although others, depending of course

upon the circumstances of the particular case,
might require a contrary conclusion. The basic
test is whether the particular practice involves
a payment to the depositor as compensation for the

use of the funds constituting a deposit. The
Board appreciates the desire of a member bank to
be informed whether a proposed practice would be
consistent with the law, but the Board does not
believe that it can properly give definite answers
to involved questions of this kind in advance and
in the absence of information as to all of the
facts as disclosed by examination."

Notwithstanding the general policy stated above, the

Board has carefully considered the requests in your letter

and your Bank's earlier letter in this connection, espe-

cially as such requests are based on actual bids, rather

than mere proposals. Here, as in the 1953 case, it is quite
possible that some of the matters in question would not be

such as to constitute payments of interest under Regulation

Q, although others might well require a contrary conclusion.

However, the Board believes that its general policy in

this connection - which has been followed since 1937 - has
proved to be the most satisfactory basis for dealing with

matters of the kind presented by The Lubbock National Bank.

Prior to 1937 the Board attempted to pass on numerous ques-
tions as to whether certain practices involved payments of

interest, but experience at that time showed that it was im-

practicable for the Board to continue to express specific

views on such questions in the absence of full information

of the kind that can be developed in the course of a bank

examination, because the facts and circumstances differed
widely with individunl cases.

The Board does not feel that it would he justified in
this case in departing from its general policy. It is as-
sumed, however, that your Bank will bring this matter to
the attention of the Chief National Bank Examiner for your
district, if he is not already aware of it, and that in sub-
sequent examinations of these banks the national bank exam-
iners will wish to determine whether any of the services or
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benefits described in either of the two bids are being
carried out in practice. In that event, it is assumed
also that a full development of all of the relevant facts
and circumstances will be set forth as a part of the re-
port of examination of the particular bank. If a report
of examination should give rise to a question as to one
or more practices as to which the views of the Board are
desired, the Board will be glad to consider the matter on
the basis of the facts as so developed with respect to
any such practice.

In advising The Lubbock National Bank in connection
with this matter, it is suggested that you inform the bank
of the substance of the views of the Board as indicated
above. It is hoped that the bank will understand the Board's
position in this matter.

For your further information in this connection, how-
ever, the Board wishes you to know that the questions raised
in Mr. Pondrom's letter of March 3, 19551 and in your letter
of April 3, 1955, were very thoroughly discussed at a meet-
ing of the Board. As a result, the Board decided to request
the Presidents' Conference and the Federal Advisory Council
to consider the whole matter of indirect payment of interest
on deposits, including not only what policy the Board should
follow regarding these difficult questions which continually

arise as to what constitutes payment of interest under the
law and the regulation, but also the advisability of recom-
mending to Congress possible changes in the scope of the
statutory prohibition against the payment of interest on de-
posits. Letters from the Board to the Presidents' Confer-
ence and the Federal Advisory Council in this connection are
now being prepared with a view to their early dispatch.

Minutes of actions taken by the Board of Governors of the Federal

Reserve System on April 181 1955, were approved unanimously.

The meeting then adjourned.
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