
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Tuesday, June 7, 1955. The Board met in

the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Vardaman
Mr. Robertson

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. Myrick, Assistant Director, Divi-

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

The following matters, which had been circulated to the members

the Board, were presented for consideration and the action taken in

ee'eh instance was as indicated:

Memorandum dated May 23, 1955, from Mr. Young, Director, Divi-eto.
8ce or Research and Statistics, recommending an increase in the basic
ba2LrY of Milton Moss, Economist in that Division, from $7,840 to $8,360
--,- annum, effective June 19, 1955.

Approved unanimously.

Memorandum dated May 25, 1955, from Mr. Bethea, Director, Divi-Bion
vf Administrative Services, recommending that the resignation of

J. Fink, Operator (Key Punch) in that Division, be accepted ef-
,-LAve June 10, 1955.

Approved unanimously.
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Telegram to Mr. Swan, Vice President and Cashier, Federal Reserve
Bank of San Francisco, reading as follows:

Reurlet May 26, 1955, Board approves appointment of

William D. Young as an assistant examiner for the Federal

Reserve Bank of San Francisco.

Approved unanimously.

Letter to Mr. Armistead, Vice President, Federal Reserve Bank of
Richmond, reading as follows:

Reference is made to your letter of May 26, 1955, re-

garding the removal of a branch of the Union Trust Company

of Maryland, Baltimore, Maryland, from temporary quarters

at 811 Eastern Boulevard to the Northwest corner of Eastern

Boulevard and Stuart Avenue, a distance of less than two

blocks. The opening of this branch in temporary quarters

was approved by the Board on July 27, 1954.

It appears that this move would constitute a mere re-

location of an existing branch in the immediate neighbor-

hood without affecting the nature of business or customers

served and, accordingly, the approval of the Board of Gov-

ernors is unnecessary.

Approved unanimously.

Letter to the First National Bank in Le Mars, Le Mars, Iowa, read-

iNg as follows:

The Board of Governors of the Federal Reserve System

has given consideration to your supplemental application

for fiduciary powers, and, in addition to the authority

heretofore granted to act as trustee, executor, adminis-

trator, guardian of estates, and committee of estates of

lunatics, grants you authority to act, when not in con-

travention of State or local law, in any other fiduciary

capacity in which State banks, trust companies, or other

corporations which come into competition with national

banks are permitted to act under the laws of the State o
f

Iowa. The exercise of all such powers shall be subject

to the provisions of the Federal Reserve Act and the regu-

lations of the Board of Governors of the Federal Reserve

System.
A formal certificate indicating the fiduciary powers

Which the First National Bank in Le Mars is now authorized

to exercise will be forwarded to you in due course.
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follows:

Approved unanimously, for
transmittal through the Federal
Reserve Bank of Chicago.

Letter to the Presidents of all Federal Reserve Banks reading as

This refers to the changes in the functional distribu-
tion of expenses in the areas of Personnel, Research, and
Bank and Public Relations proposed by an Ad Hoc Committee
and the Subcommittee on Accounting, and accepted by the Con-

ference of Presidents. In its letter of December 17, 1954,
the Board advised the Conference that this matter had been

referred to the Division of Bank Operations for study, in

cooperation with the Subcommittee on Accounting, of the
steps necessary to make the proposed changes effective.

Revisions in the Accounting Manual, reflecting the
recommendations accepted by the Conference of Presidents,
have now been completed by the Division of Bank Operations
in cooperation with the Subcommittee on Accounting. A supply
of the revised pages of the Manual, together with new budget

report forms, will be forwarded within a few days.
It is requested that the revised procedures be made ef-

fective January 1, 1956. Accordingly, the 1956 budgets
Should be submitted on the new basis. It is recognized in
this latter connection that some of the comparative expense
data called for on the revised budget forms may not be avail-
able for the first part of this year. In such cases it is

requested that the comparative figures be submitted on an
estimated basis.

The Board wishes to take this opportunity to express
its gratitude to the Presidents for their cooperation in
this project, and to the Ad Hoc Committee and the Subcommit-
tee on Accounting for the work that they have done.

Approved unanimously.

Letter to the Comptroller of the Currency, Treasury Department,

usulngton, D. C., (Attention: Mr. W. M. Taylor, Deputy Comptroller of
-e Currency), reading as follows:

Reference is made to a letter from your office dated

March 24, 1955, enclosing photostatic copies of an applica-
tion to organize a national bank at Delray Beach, Florida,

and requesting a recommendation as to whether or not the

application should be approved.
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Information contained in a report of investigation of

the application made by an examiner for the Federal Reserve

Bank of Atlanta discloses generally favorable findings with

respect to the factors usually considered in connection

With such proposals. The Board of Governors, therefore,

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.

Letter to the Comptroller of the Currency, Treasury Department,
Wa
s-angton, D. C., (Attention: Mt. W. M. Taylor, Deputy Comptroller of

the Currency), reading as follows:

Reference is made to a letter from your office dated

March 14, 1955, enclosing photostatic copies of an applica-
tion to organize a national bank at Naples, Florida, and

requesting a recommendation as to whether or not the ap-

plication should be approved.
Based upon information contained in a report of in-

vestigation of the application made by an examiner for the

Federal Reserve Bank of Atlanta, it appears that the pro-

posed capital structure of the bank would be adequate; that
the prospects for earnings are unfavorable, and that defi-
nite arrangements have not been made for capable and ex-

perienced management. The need for an additional bank in
the community is not apparent and there seems to be some

question as to the motives of the proponents in filing the

application. In view of these unfavorable factors the Board

Of Governors does not feel justified in recommending approval

of the application.
The Board's Division of Examinations will be glad to

discuss this case with representatives of your office, if you

so desire.

Following a discussion of the

application at the instance of Gov-

ernor Vardaman, the letter was ap-

proved unanimously.

Mr. Myrick then withdrew from the meeting.
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Reference was was made to a draft of letter to the Comptroller of

the Currency, which had been circulated to the members of the Board,

recommending, on a conditional basis, approval of an application to

organize a national bank at West Memphis, Arkansas. The circumstances

surrounding the application were set forth in a report of investigation

by an examiner for the Federal Reserve Bank of St. Louis which was trans-

mitted to the Board with Vice President Peterson's letter of May 17,

1955) which stated that the Reserve Bank concurred in the examiner's

conclusion that the application should not be approved. However, for

l'easons stated in a memorandum from Mr. Sloan dated May 20, 1955, it

as the proposal of the Division of Examinations that a letter recom-

Mending approval of the application be sent to the Comptroller of the

ClArrency because, in addition to the adequacy of the proposed capital

structure, the favorable earnings prospects, and the capability of the

1)rcIPosed management, it was felt that the establishment of the new bank

/4341d result in two powerful banking groups in the community competing

°II more equal terms.

Governor Robertson reviewed the background of the matter, includ-

14E the fact that one of the two nonmember insured banks in the town was

* (11z4ed. by a certain group which likewise held a substantial minority in-

ter
est in the second bank. He reported that after the file on the matter

Ut Vat;
in circulation to the Board, the Office of the Comptroller of the

'11cY advised him that the minority interest in the second bank had
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been sold to a third party and that in the opinion of the Comptroller's

Office the sale was bona fide. While he felt that the town was of suf-

ficient size to support a third bank, it was Governor Robertson's view

that approval of the pending application for a national bank would re-

sult merely in a washing out of the second State bank, that is, the in-

stitution controlled by the group applying for a national bank charter.

Accordingly, he favored a letter which would recommend disapproval of

the 
application.

Mr. Sloan stated that in the light of the information which had

llov been presented to Governor Robertson, the Division of Examinations

vould be agreeable to changing its recommendation.

Governor Vardaman stated that he was familiar with the situation

14 West Memphis, that he would like to see a third bank established in

the community, but that he did not think that this particular application

8hould be approved.

At the conclusion of the discussion,
unanimous approval was given to a letter
to the Comptroller of the Currency, Treas-

ury Department, Washington, D. C., (Atten-

tion: Mr. G. W. Garwood, Deputy Comptrol-

ler of the Currency), in the following

form:

Reference is made to a letter from your office dated
March 16, 1955, enclosing photostatic copies of an applica-
tion to organize a national bank at West Memphis, Arkansas,
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
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Bank of St. Louis indicates generally satisfactory findings
With respect to the factors usually considered in connec-

tion with such proposals but reveals an unusual situation

described as giving rise to the application. It is under-

stood that the applicants are the officers and directors,
as well as the majority owners, of one of the two nonmem-
ber insured State banks in the town in which a substantial

minority interest was owned by the holders of a majority

interest in the other bank. Dissension resulting from this

relationship is said to have caused the applicants' action.
It is understood that the holders have now disposed of the

substantial minority interest in the State bank in which the

applicants hold a majority of the stock. In the circum-
stance, the Board would not feel justified in recommending

approval of the subject 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.

The following draft of letter for the signature of the Chairman

to the Honorable Paul Brown, Chairman of the Congressional Joint Com-

Mittee on Defense Production, had been circulated to the members of the

80ard and was presented for consideration:

This refers to your letter of May 18, 1955, concerning

Periodic reports desired by the Joint Committee on Defense

Production from departments and agencies performing defense

functions under the Defense Production Act.
The Board has for the past several years submitted

quarterly reports with respect to the guarantee of defense

Production loans to Senator Capehart, formerly Chairman of

Your Committee, and we shall, of course, be glad to continue
to forward these reports as directed in your letter.

In accordance with your request, the Board will also

advise your Committee of any proposed policy, in advance of

action, issued under the Defense Production Act which may

materially affect the mobilization program.

Approved unanimously.

There had been circulated to the members of the Board a draft of

letter to Mr. J. Lee Rankin, Assistant Attorney General, Office of Legal
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Counsel Department of justice, which had been prepared in response to

Mr. Rankin's letter of May 9, 1955, to the Board's General Counsel, in-

qUiring whether the Board had any proposals for State legislation which

it desired to present through the Department of Justice and the Council

or State Governments for consideration at the 1956 sessions of the State

legislatures.

An editorial change in the draft
to conform to a suggestion by Governor
Vardaman was agreed upon and unanimous
approval then was given to a letter to
Mr. Rankin in the following form:

This refers to your letter of May 9, 1955, addressed
to the Board's General Counsel, inquiring whether the

Board has any proposals for State legislation which it

desires to present through the Department of Justice and
the Council of State Governments for consideration at the
1956 sessions of the State legislatures.

The Board has no proposals to suggest at this time
for State legislation.

In accordance with the understanding at the meeting on June 3,

1955) Mr. Solomon had prepared a draft of reply to Mr. Percival Brundage,

4eting Director of the Bureau of the Budget, concerning a proposed re-

°rganization plan which would transfer to the President of the United

States authority to establish maximum amounts and maturities for residen-

tial loans assisted by the Federal Housing Administration and the Veterans

Aclillinistration. The draft of reply was contained in a memorandum from

*. Solomon dated June 3, 1955 copies of which had been sent to the mem-

bells of the Board prior to this meeting.
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In response to a question, Mr. Riefler said that he could see no

Preference as between the reorganization plan and the proposed legisla-

tion 'which was the subject of the Board's letter to the Bureau of the

Budget dated June 3, 1955.

Following suggestions by Governor

Balderston for certain editorial changes

in the draft, unanimous approval was

given to a letter for the signature of

Chairman Martin to Mr. Brundage in the

following form:

This refers to your letter of June 2, 1955 requesting
an expression of views with respect to a proposed reorganiza-

tion plan. The proposed plan would transfer to the President

certain functions of the Federal Housing Commissioner and
Administrator of Veterans' Affairs. The transfer would vest

in the President authority to establish maximum amounts and
maturities for residential loans assisted by the respective

agencies. The proposed plan would also permit the President
".() authorize other officers of the Executive branch of the
overnment to perform any function so transferred to the
President.

/f
In a letter of June 3, 1955 to Mr. Jones, Assistant Di-

ector, Legislative Reference, Bureau of the Budget, the
;Board had occasion to comment on proposed legislation which
Imuld authorize the President to establish such maximum
amounts and maturities. With respect to that legislative

Proposal, the letter stated in part:
"In view of the serious unstabilizing effects on

the credit structure and throughout the economy that

can result from excessive or untimely Governmental

activity in guaranteeing or insuring real estate

credits, the Board believes it is highly desirable

that continuing attention be given to the problem

and that prompt action to prevent such excessive or

untimely activity be taken whenever necessary. It

is understood that certain authority already exists

for varying the terms on which the Federal Housing

Administration and Veterans Administration insure or
enact-

ment of
guarantee loans. However, the Board believes enact-

legislation along the general lines of the
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draft bill would be in the public interest as a

means of clarifying and emphasizing the authority

for dealing with the problem."
The Board of Governors looks with favor upon the ob-

jectives of both proposals. As between the two, it has no

preference.

Mr. Solomon then withdrew from the meeting.

The following draft of letter to Mr. Wiltse, Vice President, Fed-

eral Reserve Bank of New York, had been circulated to the members of the

Board prior to this meeting:

The information furnished in and with your letter of

May 11, addressed to Mr. Sloan and referring to non-conform-

ing revenue bonds, has been considered by the Board of Gov-

ernors.
It is understood that the practice of the Federal Re-

serve Bank of New York is to cite ineligible issues of rev-

enue bonds acquired by State member banks in reports of

examination of such banks. The State member bank is re-

quested to advise the Reserve Bank as to the corrective ac-

tion it intends to take. If the member bank feels that the

holdings have investment merit and wishes to retain them,
it is told that primary responsibility for the investment
of bank funds rests with the board of directors and it is

assumed that the directors are aware of their responsibili-

ties in deciding to retain bonds which have been declared

ineligible. The examiners continue to list such investments
as apparent violations until such time as they are disposed
of or declared eligible by the Comptroller but no further

effort is made to require disposition of such bonds.

In the opinion of the Board of Governors, this proce-

dure confers upon the member bank's board of directors a

degree of discretionary authority that is not justified by
the governing law and regulation or by sound principles of
bank supervision.

Pursuant to authority conferred by section 5136 of the
Revised Statutes (12 U.S.C. 24), the Comptroller of the Cur-
rency has issued an Investment Securities Regulation, which
has the force and effect of law. Section II(3) of said
Regulation provides that

"The purchase of 'investment securities' in which
the investment characteristics are distinctly or
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predominantly speculative, or the purchase of securi-
ties which are in default, whether as to principal or
interest, is prohibited."

As you know, by virtue of paragraph 20 of section 9 of the
Federal Reserve Act this Regulation is applicable to member
State banks as well as to national banks.

When an examiner, after due consideration, concludes
that a particular security is "distinctly or predominantly
speculative" and therefore ineligible, the member bank should
be reminded that purchase of an ineligible security consti-
tutes a violation of law which should be rectified, and that
the matter cannot properly be disposed of through an assump-
tion of risk by the bank's board of directors. Where the
Comptroller of the Currency has ruled that a particular issue
Of securities is ineligible for investment by national banks,
it is especinlly important that member State banks be required
to dispose of any securities of that issue which they may hold,
ia order to promote coordinated and effective supervision by
the Federal banking authorities.

Following a statement by Governor
Robertson concerning the background of
the matter, the letter was approved unani-
mously, with the understanding that a let-
ter stating the Board's views also would
be sent to the Presidents of all Federal
Reserve Banks.

The following draft of letter to the Board of Directors, Grosse

?°inte Bank,
Grosse Pointe, Michigan, had been circulated to the members

or the Board
prior to this meeting:

Pursuant to your request submitted through the FederalRe serve Bank of Chicago, the Board of Governors of the Fed-

Zral Reserve System, upon reconsideration, approves the es-,ablishment of a branch at 630 St. Clair Avenue, Grosse

c te, Michigan, by the Grosse Pointe Bank, provided the
tqTelle.14:tablished within six months from the date of

The letter was approved unanimously,
for transmittal through the Federal Reserve
Bank of Chicago, following a statement by

Governor Robertson that developments now
made it seem appropriate to approve the
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application, which had been acted upon

unfavorably by the Board on three pre-

vious occasions.

Governor Robertson referred to the letter which was sent to the

Comptroller of the Currency under date of April 7, 1955, recommending

disapproval of an application to establish a national bank in Washington,

D. C. The Comptroller was prepared to decline the application, he said,

but the applicants had requested and been granted a hearing, which

Ig°uld be public. He also said that the Comptroller was contemplating

the 
presentation of arguments unfavorable to the application (a tactic

Ithich Governor Robertson questioned) and that a representative of the

C°mPtr oller had inquired whether the Board 'would be willing to have its

letter. of April 7 read at the hearing. Governor Robertson said he

cloubted the advisability of introducing the letter at the hearing but

that he felt the ultimate decision should rest with the Comptroller.

There was general agreement with
the point of view stated by Governor
Robertson and at the conclusion of a dis-

cussion he was authorized to say to the

Comptroller's Office that in the opinion

of the Board the use of the letter would

seem questionable from a tactical stand-

point, that its disclosure might tend to

suppress freedom of expression in subse-

quent communications of the same nature,

but that the Board, nevertheless, was of

the opinion that the final decision

should be made by the Comptroller.

Mr. Hexter then withdrew from the meeting.
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Pursuant to the request of the Board, Messrs. Thurston and Cherry

had prepared a draft of letter to the Comptroller General of the United

States which would take the position that the Board could not lawfully

acquiesce, in the absence of an express directive from the Congress, in

the audit of the Federal Reserve System which the General

°ffice had been requested to undertake by the Chairman of

Mittee on Government Operations. Copies of the draft had

the members of the Board prior to this meeting.

The matter was discussed at some length and Mr. Vest commented

(34 the legal substantiation for certain of the statements contained in

the draft. The majority of the Board favored the general approach taken

in the draft. During discussion, however, several suggestions were of-

fered for changes in language, and Governor Balderston outlined how he

Accounting

the House Corn-

been sent to

telt the letter could be shortened to advantage. A somewhat different

- was expressed by Governor Szymczak, who favored a letter phrased

14 a more conciliatory tone on the basis that such an approach would be

'better strategy and that in the long run the results would be about the

BaMe.

At the conclusion of the discussion,

it was understood that Messrs. Thurston

and Cherry would submit another draft in

the light of comments made at this meet-

ing and that additional drafts reflecting
the views of Governor Balderston and Gov-
ernor Szymczak also would be prepared.

Messrs. Thurston and Cherry then withdrew from the meeting.
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There hail had been circulated to the members of the Board a draft of

letter to Mr. Howard M. Taylor, Jr., President, International Bedding

C°111138113r, Baltimore, Maryland, accepting Mr. Taylor's resignation as a

director of the Baltimore Branch of the Federal Reserve Bank of Richmond.

Following a suggestion by Governor

Balderston for a revision in wording,

unanimous approval was given to a let-

ter for the signature of Chairman Martin

to Mr. Taylor reading as follows:

Your letter of June 2, 1955, submitting your resigna-

tion as a director of the Baltimore Branch of the Federal

Reserve Bank has been brought to the attention of the Board
of Governors. The Board has accepted your resignation, ef-

fective today, and wishes you to know of its appreciation

of your contribution to the Federal Reserve System during
your service as a director. The comments contained in your

letter with respect to your associates in the System are
most gratifying, and the Board hopes your interest in the

welfare of the System will continue.

Reserve

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

System on June 3, 1955, were approved unanimously.

The meeting then recessed and reconvened at 11:00 a.m. with

Me Sr G. 
Keith Funston, Harold W. Scott, and Edward C. Gray, President,

Chairalan of the Board, and Executive Vice President, respectively, of

the Nev York Stock Exchange present. Attendance on the part of the Board

444 it8 staff was the same as at the conclusion of the earlier session ex-

that Mr. Sloan was not present while the following were present: Mr.

solom
Assistant General Counsel, and Messrs. Koch, Assistant Director,

8 n
Chief, Business Finance and Capital Markets Section, and Pawley,

kono .
1111sty Division of Research and Statistics.
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This meeting had been arranged by Chairman Martin pursuant to

the understanding at the meeting on April 11, 1955, with a view to ob-

taining information regarding the effects of the Board's margin regula-

tions on operations and techniques in the securities exchanges and their

member firms.

The first part of the meeting was devoted principally to remarks

Y M. FUnston, in the course of which he enumerated the purposes for

Yhich credit is used in the stock mkrket and stressed the need for credit

in carrying on the day-to-day operations of brokerage firms and other

market components. The remainder of the meeting was taken up mostly with

a discussion of what statistical and other material the Stock Exchange

Iflight be in a position to collect and supply that would be useful to the

Board. In this connection, Chairman Martin pointed out that the making

°I* Pc)licY decisions must necessarily reside exclusively with the Board

aad that it was not feasible to seek advice in advance of such decisions.

°11 the other hand, he felt that the Exchange might make a substantial con-

tlIbution by appraising the impact of various steps that the Board might

take and by supplying information from such studies which would be useful

to the Board in its deliberations. The representatives of the Stock Ex-

indicated that thought would be given to studies along the lines

slIggested by Chairman Martin. Mr. Funston also said that the Exchange

vcAlld designate Mr. Gray as the person with whom contact might be made

if the Board should desire information, statistical or otherwise, at any

t irne
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The Stock Exchange representatives indicated that they would

aAlveciate having an opportunity to meet with the Board from time to

time, and the response was given that the Board would be glad to enter-

tain requests for such meetings. It was understood that in the interim

the Exchange would institute certain studies along the lines indicated

at this meeting so that the data might be available to the Board as a

basis for further discussions.

The meeting then adjourned.

Assis ant Secretary
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