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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, April 4, 1956. The Board met in

the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Szymczak
Mr. Vardaman
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Leonard, Director, Division of Bank

Operations
Mr. Vest, General Counsel
Mr. Sloan, Director, Division of Examina-

tions
Mr. Hackley, Assistant General Counsel

Mr. Hexter, Assistant General Counsel

Mr. Cherry, Legislative 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 March 29, 1956, from Mr. Bethea, Director, Divi-

sion of Administrative Services, recommending that the basic annual salary

e'r J. Frank Bell, Head Chauffeur in that Division, be increased from

Y3,950 to 1i-,075, effective April 8, 1956.

Approved, Governor Vardaman

not voting for reasons which he

stated at the meetings on March 29

and April 3, 1956.

Memorandum dated March 29, 1956, from Mr. Marget, Director, Divi-

sion of International Finance, recommending that permission be granted

to Mr. Furth, Chief of the Western European and British Commonwealth Sec-
,2-on in that Division, to participate in an off-the-record discussion of

Financial Stability in Western Europe" at the School of Advanced Interna-

tional Studies in Washington, D. C.

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

Reference is made to your letter of March 27, 1956,
regarding the request of Mechanics and Farmers' Bank,

Albany, New York, for an extension of time within which

it may establish a branch at 1082-84 Madison Avenue,
Albany, New York.

It is noted that construction of the branch building,

which was delayed because the site had to be cleared of

existing buildings, is now well under way and it is ex-

pected that the branch may open for business in July.

After consideration of the information submitted,
the Board concurs in your recommendation and extends to

August 15, 1956, the time within which the Mechanics and

Farmers' Bank may establish the branch, as originally ap-

proved on April 14, 1955.

Approved unanimously.

Letter to the Board of Directors, The Peoples Bank of Dayton, Dayton,
Ohio, reading as follows:

On March 16, 1956, the Board of Governors extended
until July 7, 1956, the time within which The Peoples Bank
of Dayton, Dayton, Ohio, may establish a branch in the
vicinity of 3550 South Dixie Drive, Moraine Township,
Montgomery County, Ohio, as originally approved by the
Board on April 7, 1955.

It is understood that difficulties have arisen pre-

venting the establishment of a branch at the above location;

and pursuant to your request submitted through the Federal

Reserve Bank of Cleveland, the Board hereby approves the

establishment of the branch at 3944-46 South Dixie Drive,

Moraine Township, Montgomery County, Ohio, instead of the

branch at the originally approved location, provided the

branch is established by July 7, 1956.

Approved unanimously, for

transmittal through the Federal

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

This refers to your letter of March 26, 1956, with en-
closures, regarding the penalty of 4;208.51 incurred by the
City National Bank, Winston-Salem, North Carolina, and of
4;266 incurred by the Peoples National Bank, Rock Hill, South
Carolina, on deficiencies in their reserves for the semi-
monthly period ended March 15, 1956.

It is noted that the deficiencies resulted from the
fact that transfer drafts, drawn on the member banks' cor-
respondents and mailed to your Charlotte Branch, were lost in
the mails or in your Branch; that the subject member banks
had put the transfers through their books on the assumption
that the drafts had reached your Charlotte Branch and been
credited to the member banks' reserve accounts; that the losses
were not discovered until too late to make adjustments within
the reserve computation period; and that both member banks have
excellent reserve records.

In the circumstances, the Board authorizes your Bank to
waive the assessment of the penalties in these cases.

Approved unanimously.

Letter to Mr. Kroner, Chief Examiner, Federal Reserve Bank of St.
Louis, reading as follows:

Reference is made to your letter of March 28, 1956, re-
garding the proposed change in the location of the Iroquois
Branch of the Lincoln Bank and Trust Company, Louisville,
Kentucky, from 5314 South Third Street to a new building to
be constructed on Third Street approximately 600 feet south
of its present location. You state the branch has been unable
to acquire space for needed expansion on either side of its
present quarters, that both locations are in the same immediate
neighborhood, and that the change will not affect the nature of
the business of the branch or the customers which it serves.
You indicate the State Bank Commissioner does not consider the
removal of this branch as the establishment of a new branch re-
quiring his approval.
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In the circumstances, the Board concurs in your view

that the proposed change constitutes the mere relocation of
an existing branch within the exceptive language of para-

graph 7 of Section 8(b) of Regulation H rather than the es-
tablishment of a new branch subject to its approval. Please

advise the trust company accordingly.

Approved unanimously.

Letter to the Comptroller of the Currency, Treasury Department,

Washington, D. C., reading as follows:

Reference is made to a letter from your office dated

September 12, 1955, enclosing photostatic copies of an ap-
plication to organize a national bank in Hallandale, Florida,

and requesting a recommendation as to whether or not the ap-

plication should be approved.

A report of investigation of the application made by a

representative of the Federal Reserve Bank of Atlanta indi-

cates that the proposed capital structure of the bank would
be adequate. The prospects for earnings of the institution

do not appear favorable, and the lack of banking experience

of the proposed directors creates some doubt as to their

ability to operate the bank satisfactorily. It is reported
that the need for the bank is not apparent. In the circum-
stances, the Board of Governors does not feel justified in
recommending approval of the application.

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

Approved unanimously, with
a copy to the Federal Reserve
Bank of Atlanta.

Bankers Association, Helena, Montana, reading as follows:
Letter to Mr. Wesley W. Wertz, Counsel, Taxation Committee, Montana

This will acknowledge your letter of February 271 1956,

in which you discuss the capitalization of banks in the State

of Montana and request information in answer to certain ques-

tions in connection therewith. You ask first whether a
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specific statement has ever been made in explanation of the

standard condition of membership covering capital adequacy

applicable to State member banks, which is as follows:

"The net capital and surplus funds of such

bank shall be adequate in relation to the

character and condition of its assets and

to its deposit liabilities and other cor-

porate responsibilities."

This condition of membership is a paraphrase of a por-

tion of paragraph 11, Section 9 of the Federal Reserve Act.
There has been no necessity, heretofore, for publishing a

statement in clarification of the condition of membership,

and none has been published. In analyzing the financial

condition of a member State bank to ascertain compliance

With the condition of membership, it will undoubtedly be of

interest to you to know that consideration is not only given

to the bank's capital stock, its stated surplus funds, un-

divided profits, and contingency reserves, but also to all

other accounts and factors contributing to its capital struc-

ture. Thus, some elements of capital strength which are not

explicitly reflected in published statements are taken into

account. These would include assets of substantial value not

capitalized on the books of the bank or carried at a book value

lower than market value. Conversely, ascertained losses which

had not been charged off and one-half of the amount of doubt-

ful assets would be deducted in estimating the net capital

funds of the bank.

Your second request for information is similar in nature
to the final request in your letter, in which you ask whether

there is any specified or recommended minimum ratio of net

capital and surplus funds to deposit liabilities or any other

responsibility of a State or national banking institution and,
if not, what is considered to be a "healthy" relationship

between total capital accounts and these other items mentioned.

In effect, you are inquiring whether there are any general

rules, ratios or formulas which may be used to measure the

adequacy of a bank's capital. As you probably are aware, such

Yardsticks are not uncommon and are occasionally of utility as
a means of screening out cases for more intensive study. In-

dividual banks disclose such marked variations, however, as to
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make necessary a careful analysis of the financial condition
of a bank, the character of its management, its size and loca-
tion, the quality, nature and distribution of its assets, its

earnings, and the manner in which it conducts its business in
order to ascertain its capital requirements. In our opinion,
nothing short of a detailed study of a bank's condition and
the economic environment in which it operates is a dependable

means of determining capital adequacy, and we doubt that
ratios or percentages serve as sound substitutes. In this con-
nection, it is suggested that you review a recent publication
of the American Bankers Association entitled "The Adequacy of
a Bank's Capital Funds," which may be of some help to you.

Your final inquiry is concerned with the question of

whether any Montana banks "may be bordering on any violations
of the regulations of the Federal Reserve System or otherwise"

because of low ratio of capitalization. Information of this

nature involving the confidential relationship between a mem-
ber bank and the Federal Reserve System is necessarily restricted.
We are certain that you will understand the reasons therefor,

and why we are unable to comment further on the question.

We think it desirable to comment on one other matter in

your letter in connection with the statement you make that "a

low ratio of capitalization to deposits is not condemned by
any of the bank regulatory agencies, either State or Federal."
We would say that this assumption is only relatively true.
The relationship between capital funds and deposits receives
the careful consideration of the Federal supervisory agencies

and many State bank supervisors and, while this relationship
is only part of a comprehensive analysis of the adequacy of a

bank's capital, it is not an unimportant consideration.

Approved unanimously, with

a copy to the Federal Reserve

Bank of Minneapolis.

There had been circulated to the members of the Board a file re-

lating to the request of The Bank of Tokyo, Ltd. of Japan, Tokyo, Japan,

for a reaffirmation of the determination made by the Board on January 8,

1953, that it was not deemed to be a holding company affiliate for any
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purposes other than those of section 23A of the Federal Reserve Act. The

question was raised because The Bank of Tokyo, Ltd., now controlled, in

addition to The Bank of Tokyo of California, San Francisco, California,

a trust company in New York, New York, (The Bank of Tokyo Trust Company)

Which was organized in 1955 for the primary purpose of performing certain

fiscal agency functions for the Japanese Government. While The Bank of

Tokyo Trust Company had all the powers of any trust company organized

under New York State law, both The Bank of Tokyo, Ltd., and the trust

company had given assurances to the Superintendent of Banks of New York

that the company would not undertake to engage in local personal trust

business, except for local Japanese residents and Japanese business con-

cerns.

Following a statement by Governor Mills that he felt the matter

deserved careful consideration in view of control by The Dank of Tokyo,

Ltd., of two banks in the United States, there was a discussion of the

reasons for organizing The Bank of Tokyo Trust Company, the activities

Li Which it would engage, and the question whether a decision to reaffirm

the existing determination would conflict in any way with current Board

P°1icY. In response to a question, Mr. Vest stated that in his opinion

a favorable decision would be consistent with the policy followed in

Illaking such determinations where domestic corporations are involved.

There was no suggestion here, he said, that the Board act in a way which
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Was preferential to a foreign institution, and he did not believe that

there would be any justification in the law for preferential treatment.

It was pointed out, in this connection, that in several cases the Board

had granted similar determinations in cases where domestic corporations

owned or controlled more than one bank. It was noted, however, that com-

parison with domestic cases was somewhat difficult because it was not

likely that a domestic bank would control a trust company for the same

Purpose that The Bank of Tokyo, Ltd., controls The Bank of Tokyo Trust

Company.

It was then suggested that the file on the matter be recirculated

to the members of the Board for review prior to further consideration at

another meeting of the Board.

There was unanimous agree-
ment with this suggestion.

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

from Mr. Leonard dated March 30, 1956, commenting on a letter dated March

23, 1956, in which Mr. Harris, First Vice President of the Federal Reserve

Bank of Chicago, reported that the directors of that Bank had authorized,

subject to the approval of the Board of Governors, the purchase at a price

of '1715,000 of the property at the southeast corner of Quincy and Wells

Streets presently owned by the Jewish United Charities. The memorandum

Pointed out that the Reserve Bank had acquired the other two properties

situated in the block in which the Reserve Bank building is located, that

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



4/4/56 -9-

the Bank had been negotiating for some time to purchase the Jewish United

Charities property, which would complete the purchase program, and that

the Bank contemplated razing the three existing buildings and constructing

an addition to the Reserve Bank building to provide additional working

quarters, expanded vault facilities, and an enlarged security court. Ac-

cording to the letter from Mr. Harris, the Chicago directors considered

the price proposed to be paid for the Jewish United Charities property

as reasonable and fair. In the circumstances, Mr. Leonard's memorandum

recommended that a telegram be sent to Mr. Harris reading as follows:

Reurlet March 23 advising that the board of directors
had authorized, subject to approval of the Board, purchase
of the Jewish United Charities property for sum of $715,000.

Board approves such purchase.

Following comments by Mr. Leonard, Governor Vardaman recalled the

Board's discussions regarding the possible establishment of an additional

branch or branches in the Seventh Federal Reserve District and said it

continued to be his view that no actual construction of an addition to the

head office building should be started until a decision had been reached

regarding the branch question. He agreed, however, with a statement by

Chairman Martin that it seemed advisable to authorize the Chicago Reserve

Bank to acquire the Jewish United Charities property so that it would have

the land available on which an addition to the head office building might

be erected.

Thereupon, the proposed tele-

gram to Mr. Harris was approved

unanimously.
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Consideration then was given to a memorandum from Mr. Hexter

dated April 2, 1956, copies of which had been sent to the members of the

Board, regarding an inquiry from a representative of the Bureau of the

Budget as to whether the Board intended to send to the Bureau a proposed

report on bill S. 2290, introduced by Senator Bricker of Ohio, which would

extend to commercial banks the privilege of underwriting and dealing in

revenue bonds. The memorandum pointed out that in June 1955 the Senate

Banking and Currency Committee requested the Board's views on this bill,

but that the Committee Clerk later advised Mr. Cherry that the Board "need

not make a report unless and until the Committee should take up the bill

at the next session of Congress." It appeared that the Budget Bureau had

now received copies of the reports proposed to be made by other interested

agencies in response to the Committee's request and that it had deferred

commenting on them pending receipt of the Board's report.

Mr. Cherry stated that the situation had not changed so far as the

Senate Committee was concerned, since it appeared doubtful that the bill

would be taken up by the Committee at this session of the Congress. Ac-

cordingly, he saw no reason why the Budget Bureau could not be advised

that the Board probably would not make its report until the proposed legis-

lation was reactivated by the Committee.

In response to an inquiry by Governor Robertson, Mr. Hexter said

it was his understanding that the Budget Bureau did not intend to make any
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recommendation to the Senate Committee but merely to clear for transmittal

the reports it had received from various agencies.

Chairman Martin then suggested that in the circumstances Mr. Hexter

would be justified in advising the Budget Bureau representative that at

this stage the Board was not prepared to make a report.

There was unanimous agreement
that Mr. Hexter should so advise
the Budget Bureau.

At this point Chairman Martin was called from the meeting on other

business and Messrs. Sloan and Hexter also withdrew.

There had been circulated to the members of the Board as a matter

of information a memorandum from the Division of Examinations dated March

16, 1956, analyzing the concentration of banking interests of First Secu-

rity Corporation, Salt Lake City, Utah, in the State of Utah following

the Corporation's recent acquisition of the Uintah State Bank, a member

hank located in Vernal, Utah.

Following a statement that
no action on the part of the Board
was called for at this time, the
memorandum was noted without further

comment.

There had been sent to the members of the Board copies of a letter

dated March 28, 1956, from President Bryan, Chairman of the Special Com-

mittee on Study of the Retirement System, concerning the reports of In-

dustrial Relations Counselors Service, Incorporated, copies of which
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previously had been transmitted to the Board by Mr. Bryan. In his letter

Mr. Bryan, on behalf of the Special Committee, recommended that the evalua-

tion of the report relating to the retirement and other benefit programs

Of the Board of Governors be made the sole responsibility of the Board,

subject to such assistance as the Board might wish to request from the

Federal Reserve Banks and the Office of the Retirement System of the Fed-

eral Reserve Banks. He also recommended that the report on the retirement

and other benefit programs of the Federal Reserve Banks be evaluated by a

high-level committee which would consist of two representatives of the

boards of directors of the Reserve Banks, two Reserve Bank presidents, two

elected trustees of the Federal Reserve Retirement System, the Chairman

Of the Retirement Committee of the Retirement System of the Federal Reserve

Banks, and two members of the Board of Governors. It was suggested that

the director-members of the evaluating committee be appointed by the Board

Of Governors, the president-members by the Chairman of the Presidents' Con-

ference, and the elected trustee-members and the Chairman of the Retire-

ment Committee by the Chairman of the Board of Trustees of the Retirement

System.

In commenting on the matter, Governor Mills expressed the view that

it would be preferable if the report on the Federal Reserve Banks were

evaluated by a committee on which the Board of Governors was not represented

in order that the Board might preserve a completely objective and unbiased

aPproach to whatever recommendations the evaluating committee later
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Submitted. He He agreed with President Bryan's suggestion that the problems

of the Board with respect to its retirement and other benefit programs

were separable from the problems of the Federal Reserve Banks. He there-

fore concurred in the Special Committee's recommendation that the review

Of the report relating to such programs be set aside as the exclusive con-

cern of the Board.

The other members of the Board
having expressed agreement with the
views stated by Governor Mills, it
was understood that Governor Szymczak

would ascertain from Chairman Martin
whether he concurred and, if so, that
a letter to Mr. Bryan would be drafted
for the Board's consideration.

Secretary's Note: Governor Szymczak
later informed the Secretary that
Chairman Martin concurred in the posi-
tion taken by the other members of the

Board at this meeting.

Governor Robertson summarized the topics which were discussed at

Yesterday's meeting of the Inter-Agency Committee on Bank Supervisory

Matters. These included the "window dressing" by some banks of their mid-

Year and year-end statements of condition, bank holding company legislation,

defense planning operations, the possibility of obtaining the cooperation

of State and Federal banking authorities in the study of the banking struc-

ture now being made by the Presidents' Conference, and bank merger legis-

lation.
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In this this connection, Governor Robertson said that pursuant to the

understanding at yesterday's meeting of the Board, he reported to the

Office of the Comptroller of the Currency and the Federal Deposit Insurance

Corporation that the Board would support the compromise bank merger bill

drafted by representatives of the three supervisory agencies. He under-

stood that this bill had now been submitted to the Budget Bureau by the

Treasury. He went on to say that following yesterday's meeting of the In-

ter-Agency Committee he learned that Mr. Leete, Secretary of the National

Association of Supervisors of State Banks, had sent to the members of the

Association's Executive Committee under date of March 12, 1956, a letter

suggesting their support of the Geller bill, H. R. 5948. At his request,

Mr. Vest read a copy of the letter, which expressed the view that the

Celler bill did not encroach seriously on the position of the State author-

ities and that it was preferable to other bills which had been introduced.

The State bank supervisors were asked to send their comments to Mr. Leete,

Who would bring them to the attention of the Association's Legislative Com-

mittee.

Governor Robertson said that in view of this development, he had

in mind raising the question of bank merger legislation when representa-

tives of the National Association of Supervisors of State Banks visited

the Board's offices tomorrow in order to explain the Board's thinking on

the subject and point out the errors of interpretation of the Celler bill

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



695

4/4/56 -15-

which were contained in the letter distributed by Mr. Leete. His purpose,

he said, would be merely to clarify the situation. He went on to say

that the following day the Association would meet in executive session,

that he understood the Comptroller of the Currency would be invited, and

that at that time it seemed likely that questions on bank merger legisla-

tion would be directed to the Comptroller.

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

executive session.

Governor Szymczak later advised the

Secretary that during the executive ses-

sion the Board approved, Governor Vardaman

voting "no", a memorandum dated March 27,

1956, from Mr. Marget, Director, Division

of International Finance, which recommended

(1) that permission be granted to Mr.
Tamagna, Chief of the Financial Operations

and Policy Section in that Division, to
present a paper on "The Relationship Be-
tween Monetary Policy and Fiscal Policy"
before a graduate seminar at Yale University

in New Haven, Connecticut, on April 16, 1956,

and (2) that Mr. Tamagna's transportation

and per diem be paid by the Board in accord-

ance with its travel regulations. Governor

Szymczak also stated that Chairman Martin

subsequently had informed him that he con-

curred in the action.

The meeting then adjourned.

Secretary's Note: Pursuant to the recommenda-

tion contained in a memorandum dated April 4,
1956, from Mr. Bethea, Director, Division of
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Administrative Service Services,Governor Szymczak
today approved on behalf of the Board an
extension of the employment of Martha Jane

Elder, Operator, Key Punch, in that Divi-

sion, on a temporary basis without change

in her present basic annual salary of

(''+13,260, effective upon the expiration of
her present two-month appointment and with

the understanding that Mrs. Elder would be

given at least two weeks' notice of the

date on which her employment will terminate.
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