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

Reserve System on Tuesday, January 17, 1956. 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. Mills
Mr. Robertson

Mr. Carpenter, 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. Solomon, Assistant General Counsel

The following matters, which had been circulated to the members

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

each instance was as stated:

Memorandum dated January 3, 1956, from Mr. Sloan, Director, Divi-
sion of Examinations, recommending the appointment of Timothy A. Durkin,
Jr., as Assistant Federal Reserve Examiner in that Division, with basic

salary at the rate of *6,390 per annum, effective as of the date on which

he assumes his duties.

Approved unanimously.

Letter to the Board of Directors, Citizens Banking Company, Ander-
son, Indiana, reading as follows:

Pursuant to your request submitted through the Federal

Reserve Bank of Chicago, the Board of Governors approves
the establishment of a branch at 3629 Nichol Avenue, Edge-
wood, Indiana, by the Citizens Banking Company, Anderson,
Indiana, provided the branch is established within six months
from the date of this letter and the approval of the Indiana
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Department of of Financial Institutions is effective at the

time the branch is established.

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

Letter to Mr. Peterson, Vice President, Federal Reserve Bank of

St. Louis, reading as follows:

The Board has received your letter of December 14,

1955, regarding the continued violations of section 22(g)
of the Federal Reserve Act, and the Board's Regulation 0,
by Vice President and Trust Officer T. H. Van Sant of The
Callaway Bank, Fulton, Missouri. Your letter indicates

that the board of directors of the member bank in an ef-
fort to preclude further similar violations has adopted a

resolution giving Mr. Van Sant a line of credit with the

member bank.

You recommend that a further period of time be al-

lowed to elapse before further action is taken pursuant to
the warning issued to Mr. Van Sant under Section 30 of the

Banking Act of 1933 on April 6, 1954, for the purpose of
ascertaining the effectiveness of the resolution as a
means of avoiding further violations.

The Board consents to your recommendation and agrees
that further action under Section 30 of the Banking Act of
1933 should be postponed until the next examination of the
member bank.

Following a discussion of the
circumstances involved, the letter
was approved unanimously.

Letter to the Board of Directors, California Bank, Los Angeles,

California, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of San Francisco, the Board of Governors

approves the establishment of a branch by California Bank
in the vicinity of Glendora Avenue and Valley Boulevard in
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the unincorporated area known as Puente, Los Angeles County,

California, provided the branch is established within one

year from the date of this letter and the approval of the

Superintendent of Banks of the State of California is effec-

tive as of the date the branch is established.

Approved unanimously) for
transmittal through the Federal
Reserve Bank of San Francisco.

Letter to the Board of Directors, Wells Fargo Bank, San Francisco)

California, reading as follows:

Pursuant to your request submitted through the Federal

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

proves the establishment by Wells Fargo Bank of one branch
in the vicinity of the intersection of Laurel Avenue and

Olive Street, San Carlos, California, and one branch in the

vicinity of the intersection of El Camino Real and Spruce

Avenue, Brentwood Area, South San Francisco, California, pro-

vided the two branches are established within one year from

the date of this letter and that the approval of the State

authorities is effective at the time the branches are estab-

lished.

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

At this point Mr. Sherman, Assistant Secretary, entered the room.

The Board had received through Governor Mills a request from the

Council of Economic Advisers for comments on an advance galley of the

President's forthcoming Economic Report. In accordance with the under-

standing at an informal discussion yesterday in which the available mem-

bers of the Board participated, there had been prepared a draft of response

to the Council. The draft of reply, copies of which had been sent to the

members of the Board, would comment on four points: controls over consumer
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credit; insurance of shares in credit unions; amendment of the existing

provision requiring sellers of mortgages to the Federal National Mortgage

Association on a secondary market transaction basis to purchase stock in

the Association equal to 3 per cent of such sales; and bank mergers.

In a discussion, it was agreed that inasmuch as the portion of

the draft of Economic Report dealing with approval of bank mergers was

in general terms which were not inconsistent with the position previously

taken by the Board, it would be unnecessary for the Board to offer com-

ments. Except for certain minor editorial changes which were agreed upon,

the remaining discussion concerned the comment which should be made with

respect to the references in the draft of Economic Report concerning con-

trols over consumer credit. The draft of letter to the Council of Economic

Advisers suggested the statement that the position of the Board was in ac-

cord with that expressed by Chailnan Martin in his testimony on November

28, 1955, before the Subcommittee on Housing of the Senate Banking and Cur-

rency Committee, at which time he stated that the acceptable basis for a

control of this sort would be as a permanent standby authority in the Fed-

eral Reserve Act. At the conclusion of the discussion, there was unani-

mous agreement with substitute language suggested by Governor Robertson

which would state that it was the Board's position that if controls of

this sort were adopted by the Congress, they should be established as per-

manent standby authoriti2s of the Federal Reserve Board.

Thereupon, unanimous approval was

given to a letter for the signature of

Of:

.41
•J:A,

P".t
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Chairman Martin to The Honorable

Arthur F. Burns, Chairman, Council

of Economic Advisers, reading as

follows:

Thank you for sending us for our comments the advance

galley of the Economic Report. It maintains the excellent

level of economic analysis and diagnosis of its predecessors.

We have only three policy points.

1. With respect to controls over consumer credit,

the position of the Board is that controls of this

sort, if adopted by the Congress, should be estab-

lished as permanent, standby authorities of the Fed-

eral Reserve Board.

2. As you doubtless are aware, we have serious

reservations on the proposal to insure shares in

credit unions. In our judgment, the proposal would

not strengthen the financial structure.

3. We see no reason to amend the provisions requir-

ing sellers of mortgages to the Federal National Mort-

gage Association on a secondary market transaction basis

to purchase simultaneously stock in the Association equal

to 3 per cent of such sales. The existing provision ap-

pears to us to have worked admirably during the past year,

a period in which the ability of the Association to pro-

vide a backstop to the secondary mortgage market has un-

dergone as severe a test as it is likely to face.

As you know, the year opened with exceptionally heavy

over-commitments to make mortgage loans, over-commitments

that led to heavy warehousing of mortgages with commer-

cial banks and to heavy borrowing from the Home Loan

Banks by Savings and Loan Associations. When the steps

essential to correct these movements were taken, a situa-

tion of strong pressure developed on the secondary mort-

gage market, which now happily appears to be clearing up.

The operations of the Federal National Mortgage Asso-

ciation during this period of pressure were constructive

in that they acted as an effective backstop that prevented

III
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the pressure from creating a serious financial crisis.

At the same time, FNMA operations have not been so

large as to prevent adjustments that were essential

if further serious inflationary pressures were to be

avoided. A reduction in the minimum amount of required

buying of stockin the Federal National Mortgage Asso-

ciation could have had only one effect during this

period, i.e., to increase the purchases of the Associa-

tion and delay the actual adjustments that were made.

Surely this would have served no public purpose.

We have no other policy comments on the draft, which we

are returning. You will find some marginal notes on details

which may be helpful in the final editing.

Messrs. Sherman, Thurston, Riefler, Thomas, and Young then withdrew

from the meeting and Mr. Sprecher, Assistant Director, Division of Per-

sonnel Administration, entered the room.

Reference was made to a letter dated December 8, 1955, from Con-

gressman Peter W. Rodino, Jr., of New Jersey, requesting a complete list

of the names, addresses, and titles of last positions held by former mem-

bers of the Board and officers and employees of the Federal Reserve Sys-

tem presently drawing retirement or pension payments of 4;5,000 or more

per annum. This matter was discussed informally by the available members

of the Board yesterday, and in accordance with the understanding at that

time a memorandum was prepared by the staff discussing the request and

the alternative methods of responding to it. In this memorandum, copies

of which had been sent to the members of the Board, it was pointed out

that information of the nature requested by Congressman Rodino could be

obtained through the Retirement System office with respect to former
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employees of the System now receiving annuities under the Retirement Sys-

tem of the Federal Reserve Banks. As to retirees under the Civil Service

Retirement System, such information was not available to the Board but

it was understood that an exception to the rules of the Civil Service

Retirement System would make data of this kind available to Congressman

Rodino upon his request. The memorandum also referred to a somewhat

similar inquiry received from Congressman Multer of New York under date

of August 31, 1955, and to the reply made by the Board on September 9,

1955.

Following a discussion based on comments by Messrs. Vest and

Sprecher supplementing the information contained in the aforementioned

memorandum, Chairman Martin suggested that the information sought by

Congressman Rodino, insofar as it concerned retirees under the Federal

Reserve Retirement System, be obtained from the Retirement System office,

that Mr. Cherry, Legislative Counsel, then confer with Congressman Rodino

to ascertain if possible the reason for his request, and that Mr. Cherry

be authorized to hand the information to Mr. Rodino in the event the lat-

ter, in all the circumstances, continued his request that it be furnished.

This suggestion was approved
unanimously.

Mt. Sprecher then withdrew from the meeting.

As stated at the meeting on January 11, 1956, Governor Szymezak

bad sent to the members of the Board with a memorandum dated January 10,
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1956, a draft of letter from the Chairman of the Presidents' Conference

to the Treasury regarding the question of reimbursement to the Federal Re-

serve Banks for handling the deposits of postmasters. While the draft

would set forth the case for reimbursement in terms that services were

being performed for the Post Office Department beyond those common to de-

pository functions, it would not mention the compromise proposed by the

Post Office and would not demand reimbursement. In his memorandum, Gov-

ernor Szymczak stated that he would favor eliminating the last sentence

in each of the concluding two paragraphs of the draft of letter.

Following comments by Governor

Szymczak and an expression of agree-

ment with his view that it would be

preferable to eliminate the two
sentences which he mentioned, it was

understood that he would convey the

Board's comments on the draft to

President Leach, Chairman of the Presi-

dents' Conference Committee on Fiscal

Agency Operations.

During the discussion of the foregoing matter, Mr. Leonard, Director,

Division of Bank Operations, entered the room, and at this point Messrs.

Sloan, Director, and Goodman, Assistant Director, Division of Examinations,

and Marget, Director, and Tamagna, Chief, Financial Operations and Policy

Section, Division of International Finance, also joined the meeting.

The following draft of letter to Mr. N. A. Bogdan, President, Ameri-

can Overseas Finance Corporation, New York, New York, copies of which had

been sent to the members of the Board, was presented for consideration.
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This refers to your letter of December 16, 1955, trans-
mitted through the Federal Reserve Bank of New York, inquir-

ing whether your corporation may engage in certain transac-

tions under the provisions of Section 25(a) of the Federal

Reserve Act.

Based on the information contained in your letter, it

is understood that the proposed transactions involve the

purchase abroad of obligations of foreign obligors either

directly from the foreign issuers of such obligations or

from foreign holders thereof; that these obligations may be

denominated either in United States dollars or other stable

currencies; that the purchase of the obligations would be

consummated outside the United States; that the issuers or

present holders thereof would be nationals of foreign coun-

tries; and that the administrative details, involving the

issuance of commitment letters or the remittance of loan

proceeds to the foreign obligor or the remittance of the

purchase price to the foreign holder, would be handled from

your office in New York. You indicate, for example, that

you may have occasion to purchase obligations of the Vene-

zuelan Government from a foreign holder located outside the

United States; that these latter obligations are presently

deposited in a bank located in the country of the foreign

holder; and that all negotiations for their purchase would

be conducted directly with the said foreign holder.

In the circumstances, the Board of Governors will in-

terpose no objection to your corporation purchasin; the

obligations if the acquisition of such obligations would

otherwise conform to the provisions of Section 25(a) of the

Federal Reserve Act and Regulation K issued thereunder.

You will understand, of course, that the question of

appropriate and inappropriate activities for corporations

organized under the provisions of Section 25(a) is a matter

currently under study by the Board, and the position stated

above should not be construed as an indication that any

revision of Regulation K would necessarily contain a provi-

sion authorizing the purchase of such obligations. However,

until such time as the existing regulation is revised, the

Board will interpose no objection to your acquiring, or mak-

ing firm commitment to acquire, such obligations.

Following comments on the

matter, the letter was approved
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unanimously, for transmittal through

the Federal Reserve Bank of New York.

Reference then was made to a memorandum from Mr. Solomon dated

January 4, 1956, discussing a request of Bank of America, New York, New

York, for permission to increase its capital stock from *10,000,000 to

*13,000,000. The memorandum, of which copies had been sent to the mem-

bers of the Board, stated that the Comptroller of the Currency had ad-

vised the Board that he had no objection to the requested increase. It

also stated that the matter seemed to deserve speciP1 consideration only

in the light of its relationship to the current study of the scope of

activities of Edge Act corporations.

Following comments by Messrs.

Solomon and Goodman, unanimous ap-

proval was given to the following
letter to Mr. Russell G. Smith,
Executive Vice President of Bank
of America, New York, New York, for

transmittal through the Federal Re-

serve Bank of New York, with the un-

derstanding that copies would be
sent to the Federal Reserve Bank of

San Francisco and the Comptroller of

the Currency:

This refers to your letter of December 221 1955, and

enclosures, requesting the Board's approval of a proposal

to increase the capital stock of Bank of America.

It is noted that the capital stock of Bank of America

is to be increased from *10,000,000 consisting of 100,000

shares to *13,000,000 consisting of 130,000 shares, the

additional shares to be sold at *140 per share, with the

premium of *40 per share to be credited to surplus.

The Board approves the proposed increase in the capi-

tal stock of Bank of America and the proposed amendment to

the Articles of Association of Bank of America in this con-

nection.

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



1/17/56 -11-

Consideration then was given to a memorandum dated January 5,

1956, from the Division of Examinations relating to a request from Bank

of America, New York, New York, for permission to purchase additional

capital stock of Ibero-Amerika Bank Aktiengesellschaft.

Following comments by Mr. Goodman based

on the information contained in the memoran-

dum from the Division of Examinations, unani-

mous approval was given to the following let-

ter to Mr. Russell G. Smith, Executive Vice

President of Bank of America, New York, New

York, for transmittal through the Federal Re-

serve Bank of New York, with a copy to the

Federal Reserve Bank of San Francisco:

In accordance with the request contained in your letter

of November 30, 1955, transmitted through the Federal Reserve
Bank of New York, the Board of Governors grants its consent

to your bank for permission ID purchase an additional DM

200,000 par value shares of the capital stock of Ibero-Amerika

Bank Aktiengesellschaft, a German foreign trade bank with its

principal place of business in Bremen, Germany, for an aggre-

gate price of DM 200,000 representing the equivalent of approx-

imately US$47,600.

As indicated in the Board's letter of June 2, 1953, grant-
ing consent to your purchase of DM 400,000 par value shares of

Ibero-Amerika Bank, the Board's approval of the proposed pur-

chase of the additional stock is given with the understanding

that Bank of America will be expected to dispose of the stock

of Ibero-Amerika Bank as promptly as practicable in the event

that operations of Ibero-Amerika Bank should at any time be in-

consistent with the provisions of Section 25(a) of the Federal

Reserve Act or regulations thereunder.

Messrs. Sloan, Marget, Goodman, and Tamagna then withdrew from the

meeting.

Governor Robertson referred to a memorandum dated January 13, 1956,

from Mr. Bethea, Director, Division of Administrative Services, recommending
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the purchase of an approved security safe at a cost of approximately c375

for the storage of "top secret" defense planning and other security docu-

ments.

Upon the recommendation of Governor

Robertson, the purchase of the safe was

approved unanimously, with the under-

standing that the cost would be charged

against the 1956 budget of the Board

Members' Offices.

Governor Robertson then discussed certain developments with re-

spect to bank holding company legislation, including the fact that the

Board's staff had complied with a request of the staff of the Senate Bank-

ing and Currency Committee for technical drafting suggestions. These sug-

gestions, Governor Robertson said, were consistent with the Board's pre-

viously expressed position on bank holding company legislation. He went

on to say that there had been received from counsel for Transamerica

Corporation a copy of a document proposing certain amendments to bill

S. 2577 and that the memorandum had been reviewed by him and by members

of the Board's staff. It was his understanding that the Senate Banking

and Currency Committee was to meet in executive session early next week

to discuss the bill and that representatives of the Federal bank super-

visory agencies, including the Board, might be asked to attend. In the

circumstances, it was his suggestion that the Board have a discussion of

holding company legislation this week.

It was agreed that such a dis-
cussion should be held at the meeting

of the Board tomorrow.
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The meeting then adjourned.

Secretary's Note: Pursuant to the

procedure agreed upon at the meeting

on January 11, 1956, telegrams were

sent on January 13 to the following

Federal Reserve Banks approving the

establishment without change on Janu-

ary 12, 1956, of the rates of discount

and purchase in their existing sched-

ules:

New York St. Louis

Cleveland Minneapolis

Richmond Kansas City

Chicago Dallas

Secretary's Note: Pursuant to the ac-

tion taken by the Board on January 4,
1956, the following letter, having

been cleared with the available mem-

bers of the Board, was sent to Mr.

Earhart, President of the Federal Re-

serve Bank of San Francisco, on Janu-

ary 12, with copies to the Comptroller

of the Currency, the Federal Deposit

Insurance Corporation, and the Federal

Reserve Bank of Dallas:

Section 7 of the Clayton Act (15 U.S.C. 18) prohibits

acquisition of corporate stock by a corporation "where in 
any

line of commerce in any section of the country, the effact o
f

such acquisition...may be substantially to lessen competi
tion,

or to tend to create a monopoly"; and section 11 of the Clay
ton

Act (15 U.S.C. 21) vests in the Board of Governors author
ity

to enforce compliance with section 7 where applicable to banks.

It is the understanding of the Board of Governors that,

as a result of acquisitions of bank stock within recent years,

Valley National Bank and The Bank of Douglas, the largest and

the fourth largest banks in Arizona, are substantially under

common control, and the same is true with respect to the First

National Bank of Arizona and Southern Arizona Bank and Trust

Company, the second and third largest banks in the State.
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By far the greater part of the assets and business of these

banks are in the southern half of the State, particularly in

the area of Phoenix and Tucson, and if each of the four banks

were under independent control it would be reasonable to ex-

pect vigorous competition to exist among them.

The Board wishes to study, with your assistance, the

question whether the acquisitions referred to tend to create

a monopoly or substantially to lessen competition in the sec-

tion of the country in which the banks named conduct their ac-

tivities. Accordingly, the Board requests that the San Fran-

cisco Reserve Bank undertake to obtain information with re-

spect to (1) the nature and extent of banking competition in

the relevant area before the acquisition by Arizona Bancorpo-

ration of stock of The Bank of Douglas and other banks and

before the acquisition of stock of Southern Arizona Bank and

Trust Company by Transamerica Corporation, and (2) the effect

of those acquisitions upon competition in the area generally

as well as upon competition among the enumerated banks.

In the opinion of the Court of Appeals in Transamerica

Corporation v. Board of Governors (C.A. 3, 1953) 206 F 2d 163,

167, it was stated that enforcement of section 7 "obviously
requires a preliminary determination of the area of effective

competition between the companies involved before the question

of competition between them may be considered." It is proba-

ble that the investigation of this matter will revolve, to a

large extent, about the consideration of factors bearing upon

determination of the "area of effective competition" among the

banks concerned.

No doubt the bulk of the competitive activity of First

National is centered in the Phoenix area and that of Southern

Arizona in the Tucson area, but one of the important questions

in this matter is the extent to which an area that includes

both Phoenix and Tucson and the surrounding territory, or an

even wider area such as the southern part of the State or the

entire State, constitutes the actual area of effective bank-

ing competition, and whether the competition between the banks

in different towns and cities of such area has been sufficiently

great that diminution of such competition might satisfy the

statutory language, "substantially to lessen competition .

After the relevant areas of effective competition have been
considered and tentatively defined, it appears to be necessary
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to ascertain the extent to which banking competition in those

areas actually has been lessened, or probably will be lessened,

as a result of the acquisitions of stock of Southern Arizona,

Bank of Douglas, and other banks that resulted in bringing

those banks into close relationships with the operations of

First National or Valley National, as the case may be.

It may be that some of the requisite information can be

developed from reports of examinations, correspondence, and

other sources readily available to the Reserve Bank. However,

the Board assumes that the main sources will be the books and

records of the banks themselves and statements by, and discus-

sions with, individuals concerned. The extent of competition

between banking offices in different cities, for example, may

be revealed by the extent of the business of Phoenix banks in

the Tucson area, and vice versa. The banks' records may also

disclose actual shifting of customers from one institution to

another after they came under common control.

The proposed investigation, including study of relevant

operations and records of First National Bank and Valley Na-

tional Bank, has been discussed with the Office of the Comp-

troller of the Currency, and in view of the fact that The

Bank of Douglas is a nonmember insured bank the matter also

has been discussed with the Federal Deposit Insurance Corpora-

tion. Copies of this letter are being sent to the Federal

Deposit Insurance Corporation and to the Comptroller. The

Comptroller's Office intends to inform District Chief National

Bank Examiner Hudspeth confidentially that the Federal Reserve

is about to conduct a study of the competitive situation in

Arizona banking that will involve the national banks named.

The Board feels that it would not be practicable to avoid

disclosure of the purpose of the inquiries without unduly im
-

peding the effectiveness of the study. From the beginning the

representatives of the Reserve Bank should make clear to off
i-

cials of the banks, and to others contacted, that the study is

exploratory in nature, in the discharge of the Board's duty

under the Clayton Act, and in no sense indicates that the Re-

serve Bank or the Board of Governors has concluded, or will

conclude, that there has been any violation of the Clayton Act

or other provisions of law.

The Board is aware that an important part of the area in-

volved in this matter is in the Eleventh Federal Reserve District.
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However, it seems obvious that the investigation should be con-

ducted through one Federal Reserve Bank rather than two, and

the Federal Reserve Bank of San Francisco has been selected for

this purpose. A copy of this letter is being sent to the Fed-

eral Reserve Bank of Dallas, and that Bank should be apprised

of developments which may relate to its work.

The Board will appreciate receiving your Bank's comments

on the information developed through its study. As indicated

herein the Board is concerned chiefly with the question whether

a better banking situation would exist in Arizona if each of

the four largest banks was operated completely independently

of the others, and whether violations of section 7 of the Clay-
ton Act have occurred in these situations. Comments on these

aspects will call for studies of the available data by your

Bank's legal and economic staffs, in addition to the basic

factual investigation by the examining staff.

The Board of Governors is aware of the difficulties in-

volved in the proposed investigation, but it is necessary in

order to discharge the responsibilities of the Board with re-

spect to enforcement of section 7 of the Clayton Act in the

banking field. Needless to say, the Board and its staff will

be happy to render any possible assistance to the San Francisco

Reserve Bank.

It is understood that your Bank has received an application

from Transamerica Corporation for a general voting permit with

respect to Southern Arizona Bank and Trust Company. Until the

question is considered whether the Clayton Act has been violated

through Transamerica's acquisition of the stock of that bank, i
t

would be inadvisable for the Board to grant a general voting

permit; for Transamerica's holdings of stock in Southern Ari
zona

might be voted to terminate the separate corporate existence of

the latter by merger or otherwise, in which event the Board would

cease to be in a position to compel divestment even if it was

decided that the stock was acquired in violation of section 7.

Accordingly, the Board has decided that, until completion of the

investigation, if a voting permit is granted to Transamerica it

will be so limited as to prevent Transamerica's holdings of stock

of Southern Arizona from being voted in favor • merger, 

A

1con-

solidation, or sale of assets.

/ t A/..cretary
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