
Minutes of actions taken by the Board of Governors of the Fed—

eral Reserve System on Wednesday, September 28, 1955. The Board met in

the Board Room at 10:00 a.m.

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

Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Fauver, Assistant Secretary
Mr. Young, Director, Division of Research

and Statistics
Mr. Sloan, Director, Division of Examinations

Mr. Solomon, Assistant General Counsel

Mr. Chase, Assistant General Counsel

Mr. Molony, Special Assistant to the Board

The following matters, which had been circulated to the members

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

each in was as indicated:

San
„ Letter to Mr. Galvin, Chief Examiner, Federal Reserve Bank of
rraneisco, reading as follows:

h The Board of Governors of the Federal Reserve System
a3 considered the recommendation of your Bank, contained in

Y?ul: letter of September lit, 1955/ and, pursuant to the pro—
of Section 19 of the Federal Reserve Act, grants

i'e!'nlission to Bank of Northridge, Los Angeles (Northridge),

r ornia, to maintain the same reserves against deposits as

clrequired to be maintained by banks located outside of

; al reserve and reserve cities, effective with the firstSemi 
al

reserve computation period beginning after theuaze of this letter.

ma.L. Please advise the bank of the Board's action in this .

0,. ter, calling attention to the fact that such permission is
:uoJect to revocation by the Board of Governors of the Federal
aeserve System.

Approved unanimously.

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



i‘k

9/28/55 —2—

Letter for the signature of Vice Chairman Balderston to Mr.
RaYmond T. Bowman, Assistant Director for Statistical Standards, Bu—
reau n f the Budget, reading as follows:

In Chairman Martinis absence I am replying to your
recent letter regarding the possibility of the Board ac—
cepting central responsibility for an improved program of
saving statistics. The confidence in the quality of our
research and statistical work implied by your inquiry is
highly gratifying to us.

We are acutely conscious of the need for adequate statis—
tics in the saving field as a basis both for our own economic
analyses and policy determinations and for the economic anal—
yses of others. Consequently, your suggestion for expanding
Our work in this field is being given very serious considera—

tion. It seems clear, however, that for us to assume central
responsibility for saving statistics would carry with it a
commitment to increase our research expenditures. How much
expansion might be necessary, whether we are in a position
staff.. -j50 to take on this responsibility, and other questions
of this sort will need to be explored and discussed among our—
selves at some length before we will be able to give you a
definite answer. We would not wish to indicate a willingness
to.accept responsibility for the saving statistics program
unless we felt we could make, or look forward to making, some
real improvement in the quality of available data.

Over the next few weeks the Board t5 staff will explore
the implications of your suggestion and we shall then be in a
Position to give you a more definite reaction. Perhaps we can
arrange a luncheon discussion of the problem shortly after
Your return from your European trip.

Approved unanimously.

Reference was made to correspondence with the Federal Reserve

13 r1k Of 
New York regarding the applicability of section 32 of the Banking

Act °f 1933 to the service of Mr. Howard K. Halligan, a partner of C. J.

flee & Sons, New York City, and a vice president of C. J. Lawrence

Securities Corporation, and of Mr. Jerome C. Eppler„ an employee of
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C. J. Lawrence & Sons, as directors of member banks. It appeared that

the partnership (C. J. Lawrence & Sons) was not primarily engaged in

business described in section 32; that the Corporation was a small organ-

ization having a total gross income of less than $14,000 in 1954; but

that in 1954 the Corporation derived 41.5 per cent of its income from an

oPeration of the kind described in section 32 and an additional 18.8 per

cellt of its income from an operation as to which the facts were net clear

but which might also have been of the kind described in section 32. It

was understood that the general partners of C. J. Lawrence & Sons were

also the officers and stockholders of C. J. Lawrence Securities Corpora-

According to a representative of the Corporation, it was not antic-

iPated that the Corporation would have further business of the kind de-

scribed in section 32.

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

letter to the New York Reserve Bank which would state that the Board was

cleferring a definite opinion as to the applicability of section 32 until

the Reserve Bank had reviewed the matter early in 1956 on the basis of

the 1,-
.4-Y5 experience of the partnership and the Gorporatio then the filen.

was
14 circulation, Governors Mills and Balderston inquired, in an attached

°ts, whether a decision that section 32 was not applicable could not be

144de on the basis of the data submitted by the Federal Reserve Bank of

New Yorke
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Governor Mills said that the information submitted by the Re—

serve Bank appeared to represent the Bank's review of the case based

°II operations for the Year 1954, and he questioned whether it was neces—

sary to defer an opinion pending a similar review covering the year 1955.

Governor Balderston called attention to the small amount of busi—

ness transacted by C. J. Lawrence Securities Corporation and stated that

from the public relations viewpoint there was something to be said for

clearing the matter if that could be done on a satisfactory basis.

Messrs. Solomon and Chase then reviewed the facts of the case and

Pointed out that in view of the large percentage of total income derived

bY the Corporation in 1954 from business of the type described in section

321 it would be difficult as a legal matter to hold that during 1954 the

Corporation was not primarily engaged in business subject to that section,

"en though its operations were not extensive. They also brought out that

hile a representative of the Corporation had indicated that the Corpora—

ti" Probably would not engage in additional operations of the kind which

Poduced about 40 per cent of its total income in 1954, there was no firm

c°Mmitment to that effect. Therefore, they felt that the Board would be

in a better position to reach a decision when the 1955 operations were re—

In the meantime, no harm apparently would be done because Messrs.

Ralligan and Eppler would not be forced to resign as directors of the mem—

h" banks on whose boards they now serve.

Governor Robertson said that his reasoning was along the lines

cr that
expressed by Messrs. Solomon and Chase, that if any harm would
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result from from deferring action he would agree with Governors Mills and

Balderston, but that since postponement of a decision would not affect

the existing relationships, it appeared preferable for the Board to as-

certain what transactions took place in 1955.

Governor Mills commented that Messrs. Halligan and Eppler were,

of course, aware that a question had been raised, that the member banks

involved perhaps were also aware of the matter, that until the situation

Ilas resolved some doubt might be cast on the propriety of the two indi-

viduals continuing as directors of the respective member banks, and that

P"tPonement of a decision might be looked upon as indecisiveness.

Governor Vardaman said that he would be willing to go along with

Iihstever decision was reached by a majority of the Board, although he was

somewhat inclined to share the point of view expressed by Governor Mills,

Particularly in the light of advice from the Corporation that its 1954

businA-88 of a type subject to section 32 was of a nonrecurring nature.

Re Pointed out that the New York Reserve Bank could be asked to watch the

Bituation and report on developments.

Mr. Solomon then made a further statement in which he suggested

that the Legal Division be permitted to submit another draft of letter

'which would take into consideration the views expressed at this meeting,

alld this suggestion was approved.

Mr. Chase then withdrew from the meeting.
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Reference was made (1) to the request of Bank of Encino, Los

Angeles (Encino), California, for permission to establish a branch in

the Sherman Oaks section of Los Angeles, and (2) a request of California

-Bank, Los Angeles, California, that the Board reconsider its application

to establish a branch in Fullerton, California.

In the Bank of Encino case, the State banking authorities approved

the
application provided $350,000 of additional capital was obtained prior

to the establishment of the branch and provided the branch was established

within a defined area. The Federal Reserve Bank of San Francisco rec-

ommended unfavorably, as did the Board's Division of Examinations, prin-

ciPall Y on the grounds that the community- was rather fully developed, two

branches of large banks were now situated in the area, and it seemed doubtful

Whether 
the smaller institution could obtain enough business to assure a

Profitable operation. When the matter first came before the Board at the

Ineeting on September 9, 1955, action was deferred at the request of Gov-

"nor Robertson, who then asked the Division of Examinations to make a

fOthe

Septp,„1._in.'" 14 the Division set forth reasons why it continued to feel that

the _-
Linravorable recommendation was justified. When the file was recircu-

3 Governor Robertson attached a note recommending approval of the
lat d

branch

r analysis of the case. This was done, and in a memorandum dated

on the grounds that the applicant was a small bank willing to compete

against two larger institutions and that it would afford service to people

desirince the more personal relationship available at a smaller institution.
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Re also pointed to the fact that the two existing branches in Sherman

Oaks had deposits totaling $23,0000000.

The application of California Bank was denied by the Board on

JulY 14, 1955, on the grounds that sufficient banking facilities were

available in the Fullerton area. Subsequently, Mr. Frank L. King, Presi-

dent of California Bank, wrote to the Board under date of July 27 present-

ing information which he felt justified reconsideration of the application.

4 letter supporting the application also was received from Yr. William A.

Barkett, Superintendent of Banks for California, under date of August 2.31

1955 but the Federal Reserve Bank of San Francisco, which recommended ap-

13/'oval in submitting the original application, transmitted the request for

l'"°nsideration without recommendation. The Board's Division of Examina-

ti°ns, in a memorandum dated September 13, reeommended that the application

be aPProvsd. When the file was in circulation, Governor Robertson attached

4 memorandum recommending that the Board reaffirm its earlier decision

because there was already keen banking competition in the aleal with three

banking offices for a population of about 30,000. The fact that the ap-

Plicant was a large institution able to take care of itself did not appeal

to
him as a controlling factor, and he pointed out that the applicant insti-

tirtion
vas interested in expansion rather than a move to take care of its

Pl'esert customers.

In commenting concerning the Bank of Encino application, Governor

Robe
Itson stated this was a situation where he would not be inclined to
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permit a large bank to establish a branch, but where he would be reluc-

tant to refuse a smaller institution which was aware of the risk involved

and wished to compete against larger banks.

Governor Vardaman said he agreed that the application should be

aPproved, but not on the basis stated by Governor Robertson since he felt

that the same general principles applied to all banks regardless

Instead, his favorable conclusion was based on the theory that a

With good management should be permitted to enter a territory to

Present

of size.

sound bank

serve

or prospective customers if it had appraised the risk carefully

and had decided that it wished to invest its money in the branch operation.

Mr. Sloan, who was then called upon for comment, summarized the

underlying the recommendations of the Division of Examinations.
l'eaSons

As to the Bank of Encino application, he pointed out that Sherman Oaks is

a1 developed community, that no additional banking facilities would ap-

Pear to be needed, and that whatever business Bank of Encino could obtain

have to be taken away from the existing banks or obtained from out-

-de the the area. Turning to the Fullerton

"Pandin-c rapidly and that, although the

case, he said that the area was

present facilities might be ade-

quate at this time, further expansion of the type envisaged would create a

rieed for additional banking offices. He also said that Fullerton was now

--'-sot a suburb of metropolitan Los Angeles and the Division of Examina-
tions ,

nad concluded that California Bank was entitled to compete for a

8hare -
or the business in this expanding community.
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Regarding the Sherman Oaks case, Governor Mills pointed out

that Bank of Encino was milling to marshall the necessary capital to es-

tablish a branch and to accept the risk of operating in the face of com-

petition of larger institutions. Since no information was available to

form a definite opinion that the branch mould not be successful and since

the 
establishment of the branch would not seem to endanger the safety of

the bankts depositors, he felt that the Board should resolve any doubt in

favor Lf the small institution.

Governor Balderston supported this point of view. He also noted

that Sherman Oaks is not a deteriorating community and that many of the

best banking locations in the State of California have been preempted by

large banks.

Governor Szymczak stated that he also would favor approving Bank

°f En0)110 application.

Turning to the Fullerton case, Governor Robertson said that the

ituation was almost exactly the opposite of the Sherman Oaks case since

California Bank was a large institution, well operated and with good manage-

nients *lich desired to go into an area of 30,000 population already covered

hY three th 
other banks and by additional near-by banking facilities. While

the
Fullerton area had grown appreciably in the last few years and it ap-

Peal'ed that the growth might continue, California Bank was understood to

clerive little business from that area at present and seemed to be thinking

iliten,"
-"t8 of providing additional competition, a move which Governor Robertson
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felt might lead to serious consequences. With regard to the recent ap-

Proval by the Comptroller of the Currency of a branch of Bank of America

National Trust & Savings Association, he pointed out that this branch

',could be located about 2-1/2 miles from downtown Fullerton and that ap-

Parently it would not draw its business from the downtown area. In sub-

stance, he felt that to approve the California Bank's application would

seem to indicate that there were no limits on the amount of competition

that the Board was willing to permit in a community. He suggested that

the line should be drawn at the point where there was adequate coverage

of present banking needs.

Governor Mills agreed that if unbridled branch competition wera

Permitted among larger banks there would be no end to it. On the other

hands he found that the history of banking in California, and preslulably

Other areas, showed that branch systems would expand and contract and

that due weight should be given to the judgment reached by the management

" the banks. Here, he said, was a case of a large, strong bank which

ecluld afford to run the risk involved in expanding its services, and if

the branch operation did not prove profitable, it no doubt would be ter-

Ininated. Since Fullerton now appeared to be actually a part of greater

Loa Angeles, he felt that there was as much reason to allow California

ktik to establish an additional branch there as to open a branch in the

enter of Los Angeles which mould compete with other banks situated in the

84Me neighborhood.
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Governor Vardaman said that his thinking on this application

waS along the lines stated by Governor Mills, that the Board must place

some faith in judgments made by the people milling to invest their funds,

that if a branch was not successful, it probably would be closed, and

that in all the circumstances he mould be inclined to follow the local

judgment in the absence of definite evidence that such judgment was

erroneous.

Governor Robertson then made a further statement in 'which he

called attention to the understanding among the bank supervisory agencies

e°11cerning the establishment of priority in connection with branch appli-

cations and stated that the Board's approval of this application might

l'esult in the granting of branches for national banks at locations in the

irnmediate neighborhood of State banks or their branches. This, he pointed

Out, could contribute to an overbanked situation and a weakening of the

status of independent banks. At the request of Governor Balderston, he

l'eviewed the sequence in which applications were filed earlier this year

for branches in Fullerton, citing particularly the fact that the California

la nIcts application was filed subsequent to that of a national bank in

San Diego whose request was granted by the Comptroller of the Currency.

Ile reiterated his opinion that the subsequent granting of the application

bY Bank of America N. T. & S. A. was not pertinent to consideration of

California Bank's application since the Bank of America branch would be

Situated in an outlying shopping area.
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Following further discussion,
unanimous approval was given to a
letter to the Board of Directors,
Bank of Encino, Los Angeles (Encino),
California, in the following form,
for transmittal tic2oug1 the Federal
Reserve Bank of San Francisco:

Pursuant to your request submitted through the Federal

Reserve Bank of San Francisco, the Board of Governors ap-

proves the establishment of a branch by Bank of Encino in the

vicinity of the intersection of Ventura and Van Nuys Boule-

vards, Sherman Oaks, Los Angeles County, California, provided

the branch is established within one year from the date of

this letter.

It is noted that capital funds of the bank are to be in-

creased by not less than $350,000 through the sal3 of addi-

tional capital stock and that the branch is to be established

within three blocks of the intersection of Ventura and Van

Nuys Boulevards.

Approval also was given to a let-
ter in the following form to Mr. Frank
L. King, President, California Bank,
Los Angeles, California, for transmittal

through the San Francisco Reserve Bank,

Governors Balderston, Szymczak, and
Robertson voting "aye" and Governors
Vardaman and Mills voting "no":

Reference is made to your letter of July 27, 1955, sub-
mitted through the Federal Reserve Bank of San Francisco, re-

questing that the Board reconsider its decision with respect

to the application of California Bank for permission to estab-

lish a branch in Fullerton, California.

The Board of Governors has given consideration to the

information contained in your letter as well as all other in-

formation available on this proposal and has concluded that

it would not be justified in changing the decision as outlined

in its letter to your board of directors on July 14, 1955.

By the same vote, approval was

given to a letter to the Honorable
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William A. Burkett, Superintendent

of Banks, State Banking Department,

San Francisco, California, with the

understanding that a copy would be
sent to the Federal Reserve Bank of

San Francisco:

This is in reply to your letter of August 23, l955,

relative to the application of California Bank, Los Angeles,

California, for permission to establish a branch in Fuller-

ton, California.

At the request of California Bank, the Board has re-

considered the application on the basis of all relevant in-

formation, including that contained in your letter. The

Board has concluded, however, that it would not be justified

in changing its original decision, and it has so informed

the applicant institution.

Your interest in this application and the information

furnished regarding it are appreciated.

During the foregoing discussion Messrs. Riefler, Assistant t
o

the Chairman, and Thomas, Economic Adviser to the Board, entered the

room.

Reference was made to a request from the Comptroller of the Cur
-

l'ellcY for a recommendation as to whether an application to 
organize a

44tional bank at Smithtown, New York, should be approved. On the basis

an investigation of the application, the Federal Reserve Ba
nk of New

1"k recommended unfavorably, principally because of lack of evid
ence

that the area was in need of additional banking facilities at thi
s time.

4 draft of letter to the Comptroller of the Currency ref
lecting the rec-

°11mendation of the New York Bank had been prepared and had been circulated
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When the file was in circulation, Gov-

t

ernor Robertson attached a memorandum in which he stated that he would

favor recommending approval of the application in accordance with the

Principle of permitting competition to be created in communities where

there is only one existing bank and where there is no evidence that the

community cannot support two commercial banks.

Governor Robertson commented on the application and cited the

l'easons which had led him to recommend that a favorable recommendation

be made. He pointed out that while some of the organizers resided in

Other communities, this would not seem to be cause in itself for recom-

1116nding unfavorably. It was his opinion that the Village of Smithtown

could support another banking institution and that the people in the

c°mmunity would be better served if another bank was available.

Governor Vardaman said that he would be inclined to support the

°Pinion of the Federal Reserve Bank in the absence of strong evidence

that its recommendation should be overruled.

Governor Mills stated that although he had certain reservations

/11th respect to the organizers, other factors seemed to be generally

satisfactory and on balance there did not appear to be sufficient justifi-

cation for an unfavorable recommendation.

Thereupon, approval was given to

a letter to the Comptroller of the Cur-

rency, Treasury Department, Washington,

D. C.,in the following form, Governor

Vardaman voting "no":
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Reference is made to a letter from your office dated

May 5, 1955, enclosing photostatic copies of an application
to organize a national bank at Smithtown, New York, and

requesting a recommendation as to whether or not the appli-

cation should be approved.

Information contained in a report of investigation of

the application made by an examiner for the Federal Reserve

Bank of New York discloses satisfactory findings with re-
spect to the proposed capital structure and management of
the bank. It is indicated that the existing commercial bank

in Smithtown is providing fairly adequate facilities at this

time and that the proponents! estimate of the volume of de-

posits and earnings of th3 new bank is quite optimistic.
It appears that sufficient business will be available to
permit the proposed bank to operate satisfactorily, especially

if the expected growth in the community continues, and in
View of the desirability of providing banking competition in

the community, it is believed that favorable consideration may

be given the proposal. Accordingly, the Board of Governors

recommends approval of the application.

The Boardls Division of Examinations will be glad to dis-

cuss this case with representatives of your office, if you so

desire.

Consideration was given to the request of The Bank of Virginia,

Ilichmond, Virginia, for an extension until September 29) 1956) of the

tinle within which to establish a branch at the southeast corner of

Jefferson Davis Highway and Ruffin Road pursuant to the authorization

°1lginaily given by the Board on March 30, 1955.

Governor Robertson said the fact that banking quarters would have

to 
uu 
1._

constructed apparently was not disclosed when the application was

kade,
for if the facts had been known a six-month limitation would not

ha,—e been reasonable. Since The Bank of Virginia, in acknowledging the
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Boardls letter of March 30, 1955 pointed out that it probably would

not be possible to complete plans and construct a building for occupancy

Within six months, he felt that the requested extension of time should

he granted. In the future, however, he felt that the Reserve Bank con-

cerned and the Division of Examinations should endeavor to ascertain the

full facts of the situation with respect to branch quarters so that the

Board might act in the light of that information.

Governor Balderston said that when he was in Chicago recently,

it vas suggested to him that six-month limitations had been imposed in

eases where it was physically impossible to obtain land and provide quar-

ters within such a period.

Governor Robertson responded that the policy was not an inflexible

°Ile, that the amount of time allowed for establishing the branch was in-

tended to be reasonable in the light of the circumstances involved, and

that the establishment of a time limitation seemed warranted to prevent

the 
Preempting of desirable branch sites.

Thereupon, unanimous approval was

given to a letter to Mr. Armistead,
Vice President of the Federal Reserve
Bank of Richmond, reading as follows:

In view of the circumstances outlined in the member

bank's letter of September 1, 1955, and the Reserve Bank's

favorable recommendation, the Board of Governors extends un-

til September 29, 1956, the time within which The Bank of

Virginia, Richmond, Virginia, may establish an in-town branch

at the southeast corner of Jefferson Davis Highway and Ruffin

Road.
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The folloAing draft of telegram to Mr. Sanford, Assistant Vice

President, Federal Reserve Bank of New York, had been circulated to the

members of the Board and was presented for consideration:

Your wire Seetember 22. Board approves opening and

maintenance of account on your books in the name of the
Banque Nationale du Vietnam subject to the usual terms and

conditions upon which your Bank maintains accounts for

foreign central banks and governments. It is understood

that you will, in due course, offer participation in this

account to other Federal Reserve Banks.

Approved unanimously.

There had been sent to the members of the Board, with a memo—

randum from Mr. Sherman dated September 21, 1955, copies of a summary of

the recent report of the Commission on Intergovernmental Relations and

coPies of a suggested reply to a letter from the Bureau of the Budget re—

questing comments on that report. The suggested reply, which would be

sent to the Honorable Rowland R. Hughes, Director of the Bureau of the

Ii4Idget, over the signature of Vice Chairman Balderston, read as follows:

This letter is in response to yours of August 2h, 1955,

requesting the views of the Board of Governors concerning

recommendations contained in the reports of the Commission

on Intergovernmental Relations which are of interest to the

Board. You request that the Board's comments indicate (1)

how the recommendations contained in the Commission's report

and supplementary reports would affect programs and opera—

tions of the Board, (2) the views of the Board concerning

recommendations presented in the Commission's report and sup—

plementary reports, and (3) suggested methods of putting the

recommendations into effect, including the relationship of

the recommendations to the Board's legislative program.

The report of the Commission has centered its attention
on the functional and fiscal relationships among the national,
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state, and local governments. It is noted on page 145 of
the report that the Commission "has not dealt with ques-
tions of whether particular functions should be performed
by the Government at all, nor has it dealt with substan-

tive questions of policy in the various fields. It has

confined its attention to problems of national-state-local

relations prevailing in each field, the focal question being

which level of Government should have the primary responsi-

bility for performance of each function."

The fact that the supervision of banks in the United

States is divided between the Federal and State Governments

is the principal point of functional relationship of in-
terest to the Board. However, the Commission makes no rec-

ommendations as to changes in this relationship. It is

clear from statements contained in the report that its

recommendations contemplate that (1) the organization of

the Federal Government having to do with monetary and credit

and banking problems would remain substantially unchanged,
and (2) the Federal Government can contribute most to the

solution of the fiscal problems raised in the report by
promoting economic stability.

It would appear, therefore, that while the recommenda-

tions of the Commission, if carried out, might affect the
fiscal problems of the Federal Government and kinds and
amounts of securities offered in the securities markets, they

would not affect in any material way the functioning of the

monetary system. The policy questions raised by the report

and the manner in which they should be decided are outside

the field of the Board's responsibilities. Accordingly, the

Board does not have any comments or suggestions to make with

respect to the Commission's recommendations.

Approved unanimously.

Mr. Sloan then withdrew from the meeting and Messrs. Marget,

Director, and Tamagna„ Chief, Financial Operations and Policy Section,

pivision of International Finance, entered tic room.

Pursuant to the understanding at the meeting on September 15,

1955 
there had been sent to the members of the Board copies of a draft
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of letter to the Presidents of all Federal Reserve Banks inviting

comments on an attached statement concerning the policy that should be

followed in connection with loans on gold extended by Federal Reserve

Banks to foreign banks or governments. In accordance with a further un-

derstanding at the same meeting, there had also been sent to the members

Of the Board copies of a draft of letter to Mr. Sproul, President of the

Federal Reserve Bank of Nev York, relating to procedures which should

be followed in considering applications for loans on gold.

Among the attachments to the proposed letter to the Presidents

Of all Federal Reserve Banks was a memorandum to the Board of Governors

froM the Division of International Finance dated September 15, 1955,

Which commented, by way of amplification, on the provisions included in

the gold loan policy statement. On page 2 of the memorandum appeared a

(liscussion of the fact that decisions with respect to the granting of

Pederal Reserve gold loans to other central banks implied a judgment as

tO the soundness of the financial policies being pursued by the applicant

collntries. However, the memorandum stated, it was not suggested that

the System should go so far as to influence United States commercial banks

to refrain from making loans on gold to countries apparently making no

8erious effort to overcome balance of payment difficulties.

Governor Mills commented that such language might be taken to

l'"er to the New York Reserve Bankts recent action in sending to various
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commercial banks in that city a letter calling attention to principles

vhich the Reserve Bank felt should be kept in mind in connection with

the extending of loans to foreign countries on dollar collateral. He

suggested, therefore, that the memorandum be amended to eliminate the

reference in question, even though he recognized that it was drafted

before the New York Reserve Bank sent its letter to commercial banks in

that city.

It was agreed that Governor Mills' suggestion should be adopted

and that the commercial bank lending question should be treated on its

own merits if it should become necessary for the Board to give considera-

tion to the problem.

Thereupon, unanimous approval was
given to a letter to the Presidents of
all Federal Reserve Banks reading as
follows:

The Board of Governors has been re-examining its policy
and procedures with respect to loans by Federal Reserve Banks

on the basis of gold collateral. Appended as Annex I hereto

is a statement, which the Board now has under consideration,

entitled "Possible Policy on Gold Loans." The Board would

welcome any comments you may wish to make with respect to

this statement.

Appended also, as Annex II, is a memorandum by the

Board's Division of International Finance, entitled "Gold

Loan policy," which may be regarded as providing background

for the provisions suggested in Annex I.

Finally, since reference is made in the statement on

"Possible Policy on Gold Loans" (Annex I), to Regulation N
and to the confidential "Statement of Procedure with Respect

to Foreign Relationships of Federal Reserve Banksl u of

January 1, 19b4, copies of these two documents are appended,

for your convenience, as Annex III.
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The discussion then turned to the proposed letter to President

Sproul relating to gold loan procedure, and there was agreement that

the draft and its attachment (a summary of a discussion on September 7,

1955, which was participated in by Governors Szymczak and Mills and

staff members of the Board and the New York Bank) set forth a satisfactory

basis for cooperation between the Board and the New York Bank in exchang-

ing information pertinent to gold loan negotiations. A question was

raised, however, as to whether the letter should be strengthened to pro-

vide for the writing of memoranda from the Reserve Bank to the Board con-

cerning conversations, negotiations, and discussions rather than the fur-

nishing of copies of memoranda written within the Bank. Following a

discussion of this point, it was agreed that the proposed arrangements

Seemed adequate, and it was noted that they could be changed from time to

time if they did not work out satisfactorily.

A question also was raised concerning the procedure which the

staff of the Board should follow in handling memoranda or other documents

allbmitted by the New York Reserve Bank in regard to proposed gold loans.

was agreed that it would be appropriate for the staff to transmit such

Material to the Chairman, or in his absence to the Vice Chairman, so that

the Chairman or Vice Chairman might bring the subject before the Board or

handl e the matter in such other way as might be considered appropriate.

Thereupon, unanimous
approval was given to a
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letter to President Sproul read-
ing as follows::

The Board of Governors has been advised by its Special
Committee on Gold Loan Procedure of the discussions of this
subject which have been had with representatives of your

Bank.

On occasions in the past, the Board has felt the need
of more prompt and complete information as a basis for the
discharge of its responsibilities in connection with gold
loans that are under discussion or consideration, particularly
With respect to proposed loans which involve new, difficult
or controversial aspects. The Board is, accordingly, pleased
to learn the results of the discussions with the representa-
tives of your Bank as noted in the memorandum of September 92
1955, entitled "Discussion Regarding Gold Loans," a copy of
Which is enclosed for your convenient reference.

In the light of these discussions as reported by the
Board's Committee, the Board will expect that, in implementa-
tion of and in addition to the provisions of Regulation N
and the related Statement of Procedure of January 1, 191J4,
the Federal Reserve Bank of New York will keep the Board
Promptly and fully advised, either in writing or by tele-
phone, of all conversations, negotiations and discussions with

foreign representatives in contemplation of or relating to
gold loans proposed or suggested, and that the Bank will

Promptly transmit to the Board copies of all memoranda writ-
ten in the Bank, as well as copies of all correspondence, on
these matters. This applies, of course, to cases in which it

is expected that the suggested loan may not be made, as well
as to others. It is believed that an early exchange of in-
formation between the Board and the Bank on all such matters
Will be mutually helpful in the discharge of their respective
responsibilities.

The Board recognizes that much of the information men-
tioned above is already being provided through existing
Practices but feels it desirable to state the contemplated
Procedures more explicitly in the interest of clarity and
mutual understanding. The Board appreciates the cooperation
and assistance of the representatives of your Bank in the dis-

cussions which have taken place.
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Messrs. Margot and Tamagna then withdrew from the meeting and

Messrs. Leonard, Director, Division of Bank Operations, and Betheal

Director, Division of Administrative Services, entered the room.

There had been circulated to the members of the Board a memo-

randum from Governor Robertson dated September 23, 1955, discussing a

Proposal by the Treasury Department and the Federal Deposit Insurance

Corporation for a central communications center at the Board's relocation

31us which would serve those two organizations as well as the Board. Af-

ter reviewing discussions held with those agencies and with the Office of

Defense Mobilization, the memorandum recommended approvrl of the establish-

Ment of a central communications center, with provision of personnel and

allocation of expenses along the lines stated in the memorandum. It also

recommended that appropriate letters be sent to the Treasury Department,

the Federal Deposit Insurance Corporation, and the Office of Defense Mobi-

l
ization.

Following a statement by Governor Robertson, Governor Vardaman sug-

gested that the matter be referred to him (Governor Robertson) with power

tO act.

This suggestion was approved
unanimously.

Messrs. Leonard, Bethea, and Kenyon withdrew from the meeting at

this Point.

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

8mabd a draft of proposed reply to a letter from Congressman Wright
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Patman, received by Governor Balderston as Vice Chairman of the Board

Under date of September 22, 1955. Mr. Patman's letter referred to another

letter he had addressed to Chairman Martin under date of September 10 and

to Governor Balderston's September 16 acknowledgment of that letter, and

lt concluded by suggesting that the Board of Governors recommend without

delay the removal of the executive offices of the Federal Open Market Com—

mittee from New York City to Washington, D. C. Governor Balderston had

also received a letter from Mr. Sproul, as President of the Federal Reserve

18allk of New York, dated September 23 referring to a report that had ap—

Peared in the press that morning regarding Mr. Patman's foregoing sugges—

ti°n (Mr. Patman's letter of September 22 had not been received in the

33ard t8 offices until Saturday, September 24, 1955), and Mr. Sproul sug—

gested that it would be helpful to the members of the special committee

3tlidYing the general problem of the Federal Open Market Committee's struc—

tural and operating organization to have a copy of Mr. Patman's letter in

"der that appropriate consideration might be given to his suggestion.

The draft of proposed reply to Mr. Pathan, which had been prepared

t" signature by Governor Balderston as Vice Chairman of the Board of

Gove 
tners, was discussed in terms of whether the reply should be sent as

an
an- er by the Board or whether Mr. Patman's letter should be referredaw

to the Federal Open Market Committee before a response was sent. During

this
discussion it was pointed out that Mr. Patman's letter was addressed
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to Governor Balderston as Vice Chairman of the Board, that it contained

the suggestion that the Board of Governors recommend without delay the

removal of the executive offices of the Federal Open Market Committee

from New York City to Washington, D. C., and that Mr. Patman was urging

that a reply to his letter be sent Promptly. There was general agreement

With a suggestion by Governor Mills that, in view of these facts, the

Board should respond promptly to Mr. Patmants letter and that at the same

tin"- _
u a copy of the recent correspondence with Mr. Patman should be sent

to the Presidents of all Federal Reserve Banks.

Turning to a discussion of the substance of the reply, several

suggestions for changes in the draft were proposed and it was understood

that
a revised draft mould be prepared in the light of the discussion and

sUbraitted to the Board for further consideration at a meeting tomorrow.

During the foregoing discussion Governor Vardaman suggested that

it might be desirable to request the staff to make a study of the Gov-

ernMent bond market and its position in an economy based on free markets,

lie stated that his thought was that such a study might help establish

/fhether the Government bond market was a market similar to other markets

for securities and commodities.

This suggestion was discussed but no conclusion was reached re-

making a request that the staff undertake a study such as Gov-

elllor Vardaman suggested.

Minutes of actions taken by the Board of Governors of the Federal
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Reserve System on September 27, 1955, were approved unanimously.

The members of the staff then withdrew and the Board went into

executive session.

The Secretary's Office later was ad-

vised by the Vice Chairman that during the

executive session the Board considered the

appointment of a Class C director of the
Federal Reserve Bank of Kansas City on the
basis of suggestions contained in a memo-
randum from Governor Robertson dated Septem-

ber 26, 1955; and that it was voted unani-
mously to request the Chairman of the Kansas

City Reserve Bank to ascertain whether Mr.
Oliver S. Milham, President, Oklahoma A & M

College, Stillwater, Oklahoma, would accept

appointment, if tendered, as a Class C di-

rector for the unexpired portion of the term

ending December 31, 1956, with the under-

standing that if he would accept, the appoint-

ment would be made.

The meeting then adjourned.

2\-i°-a-A'Az61-(2LA-7  A a  
Assistant ,Secretary
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