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

Reserve System on Monday, February 13, 1956. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman

Mr. Szymczak
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Riefler, Assistant to the Chairman

Mr. Thomas, Economic Adviser to the Board

Mr. Leonard, Director, Division of Bank

Operations
Mr. Vest, General Counsel

Mr. Hexter, Assistant General Counsel

The following matters, which had been circulated to the members

()f the Board, were presented for consideration and the action taken in

each instance was as stated:

Telegram to Mr. Patterson, Vice President and General Counsel,
ral Reserve Bank of Atlanta, reading as follows:

Relet January 24, Board approves acceptance of low bids
for addition to and alterations of Birmingham Branch build-

as recommended by Executive Committee, and authorizes
expenditure of approximately $2,900,000 as submitted. Board
notes that Bank is reviewing the proposals in the effort to
reduce the cost of the vault doors and equipment, bandit-

resisting equipment, and elevators.

Approved unanimously.

Winst 
Letter to the Board of Directors, Wachovia Bank and Trust Company,

on-Salem, North Carolina, reading as follows:

Pursuant to your request submitted through the Federal

Reserve Bank of Richmond, the Board of Governors of the Fed-

eral Reserve System approves the establishment of a branch
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at 2300-2304 Hutchison Avenue, Charlotte, North Carolina,
by Wachovia Bank and Trust Company, Winston-Salem, North

Carolina, provided the branch is established within six

months from the date of this letter and the approval of
the State authorities is in effect as of the date the

branch is established.

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

Letter to the Honorable H. E. Cook, Chairman, Federal Deposit In-
sur ance Corporation, Washington, D. C., reading as follows:

Reference is made to your letter of January 31, 1956,

concerning the application of the Farmers & Merchants
State Bank of Shamrock, Shamrock, Texas, for continuance
of deposit insurance after withdrawal from membership in
the Federal Reserve System.

No corrective programs have been urged upon the bank
or agreed to by it which, in the opinion of the Board of

Governors, it would be considered desirable to incorporate
as conditions to the continuance of deposit insurance.

Approved unanimously, with

a copy to the Federal Reserve

Bank of Dallas.

At a meeting of the Board in executive session on February 10, 1956,

Preliminary consideration was given to a letter dated February 3, 1956,

fr°rn Mr. Sproul, President, Federal Reserve Bank of New York, regarding

fc3re1gn travel plans for members of the Bank's staff during the current

Year which had been approved by the Board of Directors. The question dis-

cussed was that of responding to Mr. Sproul's letter in a way which would

inclicate that the Board had no objection to the travel plans as reported,

With the 
understanding that the New York Bank was satisfied as to the ne-

cessitY for the trips and the selection of personnel. A draft of reply
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de signed to give expression to the views stated at the meeting in execu-

tive session had been prepared and was read at this meeting.

After certain comments had been made regarding the wording of the

reply, Chairman Martin suggested that a letter reflecting these views be

approved subject to final clearance by Governor Szymczak.

This suggestion was approved
unanimously.

Secretary's Note: Pursuant to the

foregoing action, the following

letter was sent to Mr. Sproul today:

Your letter of February 3, 1956 regarding foreign

travel plans for members of your staff during the current
Year has been brought to the Board's attention. The Board
has no objection to these plans with the understanding
that you and your directors are entirely satisfied that
the proposed trips are necessary and that each of the staff

members chosen for the respective trips is an appropriate

selection to represent the New York Bank at the points to
be visited.

It is observed that the proposed visits to central
banks of Australia, New Zealand, South Africa, Belgian

Congo, and possibly Indonesia, perhaps with brief stops in
Other countries on the route of travel, are now contemplated
for the late autumn. It will be appreciated if you will
keep the Board informed of such plans as they are developed.

The following draft of letter to the Presidents of all Federal Re-

serve Banks, which had been circulated to the members of the Board, was

presented for consideration:

In its letter of July 21, 1955 (S-1568) the Board of
Governors referred to cases in which one bank absorbs
another through a procedure that involves the temporary
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acquisition by the absorbing bank (directly or through an

agent) of all or most of the stock of the bank being ab-

sorbed. The Board stated that the described practice might

Possibly violate the Federal statutes (R.S. g5136; Federal

Reserve Act g9) that prohibit national banks and member State

banks from purchasing for their own account "any shares of

stock of any corporation", with specified exceptions. Con-

sequently the Board looked with disfavor upon the practice,

except where unusual circumstances were present that clearly

justified its use.

Thereafter the Board was informed by a Reserve Bank that

certain member State banks in its district contend that the

Practice of absorption via stock purchase results in benefits
not related to tax avoidance, which was believed to be the

original reason for the practice. It was also intimated that
the Board's position would put member State banks at a dis-

advantage as compared with competing national banks, unless
the governing statute was similarly interpreted and applied
in the supervision of national banks.

In order to clarify this matter, the Board asked the

Comptroller of the Currency to inform it of his interpreta-
tion of the pertinent provision of R.S. 5136 in cases in
Which the stock is acquired by bank directors, officers, or
Other individuals in their own names on behalf of the bank,
as well as cases in which the bank acquires the stock directly.

The Board has now been informed that the Comptroller's

position is that national banks may not purchase stock in

another bank, even as one step in an absorption, and that na-

tional bank funds may not be used directly or indirectly for
the purpose of purchasing the stock of other banks on behalf
of the bank furnishing the funds. However, the Comptroller
does not object to arrangements under which a person connected
With a national bank acquires control of another bank through
stock purchase in order to facilitate a take-over, where the

absorbing bank's funds are not used and where the actual pur-
chase takes place after the Comptroller has approved the pro-
posed absorption.

Upon further consideration of the matter and in view of
the Comptroller's position, the Board deems it advisable to

supplement the views expressed in its letter of July 21, 1955.
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The Board does not object to arrangements whereby one or

more individuals connected with a member State bank purchase
the stock of another bank that is to be taken over, where
the funds for the stock purchase are not furnished by the

banks involved in the take-over and where the purchase does
not take place until the take-over arrangements have been

approved by the State and Federal supervisors. There would
be no objection to the taking of options and the escrow of

the stock prior to obtaining such supervisory approval.

It is believed that the use of a procedure along the

lines indicated in the preceding paragraph may enable banks
to achieve the benefits to be derived from stock purchase

arrangements without giving rise to what might be regarded as

"technical" violations of the Federal statutes.

In commenting on the matter, Mr. Hexter said that the possibility

Of technical violation of the Federal statutes involved in the direct pur-

chase of stock by the absorbing bank appeared to be substantially reduced

through the procedure permitted by the Comptroller of the Currency with

respect to national banks. If the Board were to take the position stated

in the draft of letter, he pointed out, member State banks would be placed

Ori the same basis as national banks and the question which had been raised

through the Federal Reserve Bank of San Francisco would be satisfied.

Thereupon, the letter to the
Reserve Bank Presidents was ap-
proved unanimously.

Reference was made to a letter dated January 20, 1956, from Mr.

l'ickson, President of the Federal Reserve Bank of Boston, commenting on

the procedures followed in preparing the Bank's 1956 budget in the light

°f the Board's letter of December 19, 1955, accepting the 1956 budget.
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The letter had been circulated to the members of the Board with a draft

O f reply to President Erickson which would discuss the reasons underlying

the views expressed in the Board's letter of December 19, which were to

the effect that probable improvements in efficiency, along with the lag

iU1 filling vacancies and other factors affecting the number of employees,

Should be taken into account to improve the accuracy of future budgets.

Following comments by Governor Balderston, Mr. Leonard stated that

last week Mr. Farrell, Assistant Director of the Division of Bank Opera-

tions, was in Boston and had a discussion with First Vice President Neal

in which he undertook to explain the background of the Board's letter.

It was Mr. Farrell's belief, Mr. Leonard said, that this discussion had

contributed to an improved understanding of the budgetary principles which

the Board would like to have followed.

During a further discussion of the response which should be made

to President Erickson, it was pointed out that the Boston Bank appeared

to have been preparing its budgets on the basis of efficiencies already

achieved, whereas the Board was advocating an alternative approach which

Contemplated preparation of the Reserve Bank budgets on the basis of taking

account the prospective trend toward further improvements in operating

efficiency.

At the conclusion of the discus-

sion, unanimous approval was given to

a letter for the signature of Chairman

Martin to President Erickson in the

following form:
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Thank you for your letter of January 201 1956, explain-

ing some of the reasons why during the last two years the

number of persons actually employed by your Bank has been

considerably less than the number budgeted.

Perhaps it would be helpful for us to attempt in turn

to explain some of the thoughts behind the comments in our

letter of December 191 1955, accepting the 1956 budget of

your Bank.

You indicate that the overbudgeting in 1954 and 1955
was largely due to a continuing gain in productivity that

could not be estimated in advance. The Board was aware from

available information that the production records of your

Bank have been showing constant improvement, and it was as-

sumed that this factor was at least partly responsible for

the number of persons employed being less than budgeted. As

mentioned in our December 19 letter, improvements in effi-

ciency are gratifying to all concerned. Those responsible

are to be commended for this achievement and encouraged to

continue their efforts.

Our thought was that where past performance indicates a

continuing trend of improvement there is no need, with the

kind of budget system we have, to underplay the expectation

that the trend will continue. It was hoped that the comments

in our December 19 letter would encourage your Bank in future

budgets to raise your sights (as you put it) to a little

higher target. In other words, we hoped that you would re-

flect in the budget an expectation that the management would

be able to achieve further improvements reaching beyond those

Which could be actmlly foreseen.

It is recognized, of course, that such a procedure may

sometimes result in a budget that is too low. In this re-

gard, there is a feeling here that a tight budget which may

result in some excess expenditures is generally more effec-

tive than a budget more liberally drawn. We believe that

since tight budget estimates are harder to meet, they are

likely to be more of a challenge. What we would like to have

is a budget reflecting operations as you hope they will be

during the forthcoming year, making full allowance for all

Possible improvements.
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Mr. Leonard then withdrew from the meeting and Mr. Sloan, Director,

Division of Examinations, entered the room.

Mr. Riefler, the member of the staff designated by the Board as

its representative at meetings of the National Voluntary Mortgage Credit

Extension Committee, reported on a meeting of the Committee which was held

last Friday, February 10. As a preface to his statement, Mr. Riefler com-

mented on the objectives of the voluntary program and the degree of suc-

cess which it had achieved, stating that loans placed pursuant to the pro-

gram were now running at a rate of approximately 4i200 million on an annual

baSiS• He then summarized remarks which were made at last Friday's meet-

ing by insurance company representatives in the light of an announced ex-

of activities of the Federal National Mortgage Association and

the recommendation in the President's Economic Report that the directors

c3f the Association be authorized to reduce the stock purchase requirement

when mortgages are sold to the Association. It was reported, he said,

that the insurance companies were allocating about 43200 million a year

Of their funds to the voluntary program, that an additional *50 million

being sought for such allocation, and that efforts were being made to

bring building and loan associations and mutual savings banks into the

1)11°gram more actively and obtain a total allocation of funds in the vicin-

itY Of ;350 million or $.400 million a year. The statements by the insur-

e'llee company representatives, he went on to say, indicated that it might

not be possible to obtain continued support for the program in view of
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the Federal National Mortgage Association developments. Mr. Riefler also

summarized the nature of the response which was made by Mr. Cole, Housing

and Home Finance Administrator.

There had been sent to the members of the Board copies of a memo-

randum concerning a visit to Governor Balderston's office on Friday,

February 10, by the General Counsel and Assistant General Counsel of the

American Bankers Association for the purpose of discussing S. 3051, a bill

to provide for registration and reporting of welfare and benefit plans".

Under this bill, persons responsible for the control, disposition, or

Inanagement of funds of welfare and benefit plans would be required to

register the plans with the Department of Labor and to file annual reports

Ilth that Department. The Secretary of Labor could require the reports

to be made available to beneficiaries of the plans, the public, and State

aM Federal agencies, and he also would be authorized to exempt from any

Provision of the law any class or type of welfare or benefit plans if he

round that the adoption of such provision was not required to effectuate

the purposes of the law.

Governor Balderston explained that an effort apparently would be

Iltade by the American Bankers Association to have the bill amended so as

t° exempt bank-administered plans and, if that effort should be unsuc-

cessful, to propose an amendment pursuant to which the Board of Governors

rather than the Department of Labor would be named as the administering

agencY with respect to bank-administered plans. Another alternative,
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Governor Balderston said, would be to seek an amendment to the bill which

would provide that the duties with respect to bank-administered plans

would be vested in the Federal bank supervisory agency exercising gen-

eral supervision over the particular bank. He said that the American

Bankers Association representatives would like to have the Board's views

to assist in determining what position the Association should take with

regard to the bill.

The matter was discussed from the standpoint of the objectives

and effects of the proposed legislation, and the view was expressed that

It would be inadvisable for the Board to take any position with respect

tO the bill until such time as the issues had been further clarified and

the Board was called upon by the appropriate committee of the Congress.

The thought also was expressed that the difficulties of administering

legislation of this character would be increased if administration was

llot centralized. In all the circumstances, it was suggested that Governor

13a1derston inform the representatives of the American Bankers Association

that the Board had not formulated its views with respect to the bill at

this time and was not in a position to offer any comments.

There was unanimous agreement

with this suggestion.

Mr. Carpenter reported receipt of a letter dated February 6, 1956,

rrom the Comptroller of the Currency aavising that he planned to issue a

call this spring for reports of condition from all national banks and that
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Was so informing the President of the National Association of Super-

visors of State Banks,with the request that all State bank supervisors

likewise be informed. Mr. Carpenter suggested that, in accordance with

the usual procedure, the following telegram be sent to the Presidents of

all Federal Reserve Banks:

Board contemplates making a spring call for condition

reports on State member banks. You may so advise State

Banking Departments for their confidential information.

Understand Comptroller's Office will advise State Banking

Departments of selected call date in usual manner before

call is announced.

Approved unanimously.

The meeting then adjourned.
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