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

eral Reserve System on Friday, September 14, 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. Shepardson

Mr. Sherman, Assistant 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. Young, Director, Division of Research

and Statistics
Mr. Sloan, Director, Division of Exami-

nations
Mr. Horbett, Associate Director, Division

of Bank Operations
Mr. Solomon, Assistant General Counsel
Mr. Hackley, Assistant General Counsel
Mr. Noyes, Adviser, Division of Research

and Statistics
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 instance was as stated:

Letter to Mr. Pondrom, Vice President, Federal Reserve Bank of
Dallas, reading as follows:

Reference is made to your letter of August 24, 1956,
enclosing a resolution adopted by the board of directors
of Sunray State Bank, Sunray; Texas, signifying its in-
tention to withdraw from membership in the Federal Reserve
System, and the letter requesting waiver of the six months'
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notice of such withdrawal. Also enclosed was a letter

from the president of the bank setting forth reason for

withdrawal, and copy of opinion of Counsel regarding

the resolution.

In accordance with the bank's request, the Board

of Governors waives the requirement of six months'

notice of withdrawal. Accordingly, upon surrender of

the Federal Reserve Bank stock issued to the bank, you

are authorized to cancel such stock and make appropriate

refund thereon. Under the provisions of Section 10(c)

of Regulation H, as amended effective September 1, 1952,

the bank may accomplish termination of its membership

at any time within eight months after notice of intention

to withdraw is given. Please advise when cancellation is

effected and refund is made.

The certificate of membership issued to the bank

should be obtained, if possible, and forwarded to the

Board. The State banking authorities should be advised

of the bank's proposed withdrawal from membership and

the date such withdrawal becomes effective.

It is noted that the bank has not made application

to the Federal Deposit Insurance Corporation for con-

tinuance of deposit insurance after withdrawal from mem-

bership.

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

April 13, 1956, enclosing photostatic copies of an appli-

cation to organize a national bank in Glendale, California,

and requesting a recommendation as to whether or not the

application should be approved.

Information contained in a report of investigation

of the application made by an examiner for the Federal Re-

serve Bank of San Francisco indicates that the capital

structure of $600,000 as proposed for the bank would not
be considered adequate in view of the volume of business
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anticipated. A suggestion that a capital structure of
at least a,000,000 be provided was received favorably
by the organizers. It is reported that a locally owned
bank would be well received in the community and that

the prospects for successful operations of the institu-

tion are favorable. With respect to the management, it

appears that Mr. Arthur 0. Garrett, formerly president

of the Southern Commercial and Savings Bank of East

Pasadena, California, is to become chairman of the board

and that two of his former associates would assist in

the management of the proposed bank. Mr. Garrett's

management of the former State member bank was unsatis-

factory, and we would not look with favor on the appli-

cation for the proposed bank if he is to be associated

with its management. However, if arrangements are made

for other competent management satisfactory to your of-

fice and an adequate capital structure is provided, the

Board recommends approval of the application to organize

a national bank in Glendale.

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 San Francisco.

There were presented telegrams proposed to be sent to the follow-

ing Federal Reserve Banks approving the establishment without change on

the dates indicated of the rates of discount and purchase in their ex-

isting schedules:

Boston September 10

San Francisco September 12

New York September 13

Cleveland September 13

Richmond September 13

St. Louis September 13

Minneapolis September 13

Kansas City September 13

Dallas September 13

Atlanta September 13

Approved unanimously.
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Chairman Martin called attention to comments being made by a

number of groups, particularly the housing industry and small business-

men, concerning the difficulty purportedly being experienced in obtain-

ing credit through the usiml channels because of the current heavy

demand for credit and the monetary and credit policy of the Federal

Reserve System. After expressing the view that it was important for

Federal Reserve officials to talk with those who wished to discuss

their problems, he referred to a meeting which he and Governor Balderston

had yesterday with Mr. Arthur F. Burns, Chairman of the Council of Eco-

nomic Advisers, regarding credit conditions. In view of references

during the conversation with Mr. Burns to the representations of the

housing industry, Mr. Riefler made a statement at the Chairman's re-

quest defining the present situation in that industry and suggesting

reasons to which it might be attributed.

Chairman Martin then referred to the question of increasing the

maximum rates of interest payable on time and savings deposits and said

that practically all of the major New York City banks had now made repre-

sentations to him that the present maximum rates on time deposits should

be raised. He said that he had given assurance that the problem was

under active study by the Board, and he noted that the matter was on

today's agenda for further consideration later in this meeting.

Another subject discussed with Mr. Burns, Chairman Martin said,

was the availability of credit under the provisions of section l3b of
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the Federal Reserve Act. It appeared that Mr. Burns had under consider-

ation a statement regarding sources of credit available to small busi-

ness and that in such statement he might refer, along with mention of

the Small Business Administration, to the possibility of obtaining sec-

tion 13b accommodation through the Federal Reserve Banks.

At Chairman's Martin's request, Mr. Vest summarized the provisions

of section 13b, the conditions prevailing at the time of the enactment of

that section, the history of activity under section 13b, and statutory

restrictions and other reasons that had contributed to keeping the loan

Program within modest proportions.

With reference to Mr. Vest's remarks, Governor Vardaman expressed

the view that aside from the statutory limitations, the absence of greater

activity under section 13b might have been attributable to some extent to

a rather negative attitude toward the program on the part of the Federal

Reserve Banks.

Chairman Martin then stated that the matter discussed with Mr.

Burns was to a large degree a public relations problem which should not

be exaggerated. He considered it important, however, that there be places

where businessmen seeking credit could go and state their problems. In

this connection, he suggested that one of the appropriate functions of

the Federal Reserve Banks would be to listen to such parties, although

most of them probably would not have a valid claim to credit and would

have to be turned down for assistance under section 13b. In the current
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situation, he said, it would be helpful to Mr. Burns if he could cite

places where credit applicants could go with their problems. Chairman

Martin then called upon members of the staff for expressions of opinion

regarding the appropriate uses of section 13b and the advisability of

extending credit under that section at the present time.

Mr. Thomas stated that his reactions were mixed. In the 1930s,

When the legislation was enacted, the commercial banks frequently were

not willing to take risks even if they had money available; the presence

of section 13b caused the Federal Reserve Banks to look into a situation

where credit could not be obtained through the usual channels. In other

words, the usefulness of the legislation was reflected not so much in the

volume of loans actually made as in the fact that the Federal Reserve Sys-

tem had an interest in the applications and in proper circumstances might

give an indication that it would make the loan if credit from commercial

banking sources was not forthcoming. At present, however, for the Fed-

eral Reserve to enter the picture in cases where the commercial banks are

not willing to accommodate the applicant, perhaps because of the heavy

total loan demand and the opportunity to employ funds more profitably

With less risk, would be to say in effect that a restrictive credit policy

affects mostly the marginal borrower and that the Federal Reserve was

Coing to take care of marginal cases with System credit. Nevertheless,

he felt that a case might be made for using section 13b as a basis for
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listening to credit applicants to see that worthy cases were assured of

careful consideration.

Mr. Young expressed the view that as long as section 13b was on

the books and there was a case which might be described as involving

exceptional circumstances, the System would seem to have some responsi-

bility. In practice, however, he doubted whether section 13b could be

Utilized much better than in the past in view of the provisions of the

statute as presently written. He felt that the credit problem of small

business was a real one - mostly a problem of obtaining equity capital

and longer-term financing. Institutional changes in the market had

worked to the disadvantage of the smaller and middle-sized business

enterprises in terms of their financing, and a need existed to do things

that would maintain and foster the growth of such enterprises. He was

inclined to feel that a mistake was made several years ago in not pushing

more vigorously the legislation proposed by Senator WMahoney which would

have provided a mechanism especially designed to care for the needs of

small business. That legislation not having been enacted, he thought

that the present situation was such as to require the best use of ex-

isting facilities.

Mr. Noyes suggested further consideration of the maximum per-

missible rate of interest on loans made pursuant to Regulation V, Loan

Guarantees for Defense Production, since more evidence had been received

indicating a lack of enthusiasm on the part of commercial banks with re-

spect to participation in the V-loan program due to the current maximum

rate.
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In the light of Mr. Noyes' comment, there was a discussion of

the V-loan situation during which it was recalled that the Board did

not act to increase the maximum interest rate earlier this year only

because the heads of the principal guaranteeing agencies reversed the

previously favorable recommendations of those agencies. There were

reported to be indications that the favorable recommendations might

be reinstituted in the not too distant future.

In view of current rumors regarding the possibility of action

to reduce member bank reserve requirements, Chairman Martin inquired

whether he was correct in assuming that none of the members of the

Board favored such action.

There appeared to be no sentiment in favor of a reduction in

reserve requirements. In this connection, Governor Vardaman stated

that although he would be very much opposed to lowering reserve re-

quirements at this time, he would like to have the staff prepare a

memorandum setting forth the reasons for and against such action.

Accordingly, Mr. Thomas was requested to submit such a memorandum.

Returning to the discussion of section 13b, Mr. Riefler said

that personally he regretted that the section was in the Federal Re-

serve Act since in his opinion it was not compatible with the principal

functions of the Federal Reserve System and had confused the System's

relations with the public. He agreed with Mr. Thomas that at a time when

the System was following a restrictive credit policy, it would not be
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logical for the Federal Reserve Banks to extend credit freely under that

section of the Act. However, since section 13b is in existence, he felt

that a Reserve Bank ought to listen to any credit applicants who might

come to the Bank. He also felt that there might be a few exceptional

cases that would merit attention even at the present time. To illustrate,

if there was an industry in a one-industry town that was unable to obtain

credit and the repercussions would be widespread, the fact that section

13b is on the books probably meant that a Federal Reserve Bank should

use the authority available under that section if the applicant made a

good case.

Governor Robertson said that the public probably was not generally

aware of section 13b and that he felt Mr. Burns would be doing a disser-

vice if he should make a point of directing attention to that section.

It was his view that the accommodation of small business should properly

be a function of some special agency established for the purpose and that

the Federal Reserve System should not extend any substantial amount of

credit through the device of section 13b loans at any time. As he saw

It, the suggestion should be made to Mr. Burns that he refrain from

making any public reference to that section. He went on to point out

that the Board had recommended repeal of section 13b at times in the

past. Repeal of the section might mean that there should be further

examination of some legislative proposal to provide for the financing

needs of small business such as was introduced by Senator O'Mahoney

t 1
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several years ago or that greater authority should be vested in a special

agency of the Government. But in his opinion the Federal Reserve should

take a position in opposition to any extension of activity under section

13b.

Chairman Martin inquired whether, given the possibility of situ-

ations such as referred to by Mr. Riefler and the fact that section 13b

is still on the books, it was felt that the Federal Reserve was in a

position to object if Mr. Burns wished to call attention to that section

of the Act and indicate that it provided a place for parties to go to

and discuss their credit problems.

Governor Robertson responded by expressing the thought that the

preferable course would be for the Federal Reserve Banks to point out

avenues of credit that are open rather than for the Banks to extend

credit themselves. He felt that it might be suggested to Mr. Burns

that any reference to the Federal Reserve System be in those terms.

Governor Szymczak said experience of the Federal Reserve Sys-

tem under section 13b had shown that the Reserve Banks frequently were

able to help credit applicants by putting in bankable form loans that

it was too expensive for the commercial banks to make bankable. There

had been many cases of fringe applications where advice of this kind

on the part of the Reserve Banks was helpful, he said, and the same

thing might be true today. Since the statute was still on the books,

•
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he suggested that the Reserve Banks should be willing to spend the time

and money to assist applicants, including assistance that might not in-

volve an actual extension of Federal Reserve credit.

Governor Vardaman stated that he was inclined to agree with Gov-

ernor Szymczak's point of view. While he did not like section 13b and

thought that it was wrong in principle, he questioned whether it was

advisable for the Federal Reserve to act in accordance with such views

as long as the statute was on the books. He suggested that it might

be advisable in talking to Mr. Burns to ask that in any statement he

emphasize the limitations placed by the Congress on the section 13b

facility.

Governor Balderston stated that although he agreed in theory

with the point of view expressed by Governor Robertson, the current

problem was one of public relations and psychology, combined with the

very real situation as to credit problems of smaller businesses referred

to by Mr. Young. He gathered that Mr. Burns was looking for a safety valve

that would relieve the psychological pressures and emotions of those who

felt pinched by their inability to obtain credit. He suggested that the

Federal Reserve System had an obligation to use a device that Congress

had entrusted to it by being sympathetic if Mr. Burns should remind

the businessman and the bankers that the device was in existence. What

concerned him mostly, he said, was that the Federal Reserve System be

able to adhere to the substance of its monetary policy designed to
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restrain the excessive demand for goods, services, and credit in order

to minimize inflationary pressures. But to accomplish that in a democracy

seemed to him to call for statesmanship, imagination, and making it clear

that the Federal Reserve was human and friendly and was willing to listen

to all parties regardless of the fact that it had to follow what it con-

sidered the right policy. In this case, he felt that the substance of

policy could perhaps best be preserved by saying to Mr. Burns that the

System stood ready to carry out the mandate of the Congress. If Mr. Burns

should decide to make any statement that aroused interest in section 13b,

he thought that the Reserve Bank Presidents should be alerted.

Governor Robertson commented that it should not be overlooked in

the discussion that section 13b was designed for use in an economic situ-

ation far different from the circumstances in which it would now be used.

Whereas the original purpose was to enable the Reserve Banks to step in

where there was an element of unsoundness in the credit, the situation

today involved loans that are sound. He suggested that if a loan pro-

gram under section 13b was stimulated at this time, the commercial banks

would be in a position to criticize the System for making money unavail-

able to them and at the same time extending section 13b credit. In sub-

stance, he said, the statute was geared to an entirely different kind of

situation from that now prevailing.

Governor Mills said that in his opinion Governor Robertson and

Mr. Thomas had stated the problem very well. To tell the commercial banks

1
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to curtail credit and in the face of that to permit use of a device that

was created to deal with a distress situation seemed to him entirely in-

consistent. If Mr. Burns wished to make a statement that the statute

was in existence and that the Reserve Banks would give consideration

to any application, that was one thing; but to promote the program was

another thing. He felt that System policy had been receiving recently

a substantial measure of public support - greater than might actually

be justified by the current economic situation - and that to run the

risk of damaging the System's reputation by promotion of a distress

credit facility was inadvisable. He agreed that complaints reaching

the System deserved sympathetic consideration but pointed out that

these were a fringe of complaints in relation to the entire picture.

Governor Vardaman expressed a different view, stating that to

him the use of section 13b at the present time would be to put the stat-

ute to the use for which it was intended; that is, to relieve distress

situations caused by maldistribution of loanable funds. He went on to

say that there were now businessmen who were entitled to money and credit

in order to carry on their normal business but who were not able to ob-

tain accommodation from the usual sources because of the pressure of

loan demand from large businesses. Also, he said, it should be recog-

nized that section 13b loans would not be made without careful scrutiny,

including consideration by the Reserve Bank industrial advisory committees.

Governor Szymczak added to his previous remarks by saying that ex-

cessive credit demand always tends to hit the "little fellow" and that

:1
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from the the public interest standpoint somebody must give due consideration

to the credit demands of the smaller businessman, at least to the extent

of looking into the cases to see what can be done. He pointed out that

at present only two organizations are available, the Small Business

Administration and the Federal Reserve Banks.

Following a statement by Chairman Martin that he felt sure there

were bankable credits for normal business purposes that were not being

made at the present time and that this situation raised a question con-

cerning the competence of the commercial banking system, Governor Shep-

ardson said that he was inclined to consider the position taken by Mr.

Thomas correct in principle and that he hoped any statement which Mr.

Burns might issue would be phrased in discreet terms. While it ap-

peared to him that there might be some cases that could be taken care

of under section 13b without doing violence to the policies and prin-

ciples that the System was trying to follow, the emphasis in any state-

ment should properly be placed on the Small Business Administration

rather than the Federal Reserve Banks as the appropriate residual source

of credit for small business.

Following further statements by members of the Board in support

of their views, it was understood that Chairman Martin would make such

comments to Mr. Burns as he considered appropriate in the light of the

discussion at this meeting.
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The discussion then turned to a further consideration of the

question of increasing the maximum rates of interest payable on time

and savings deposits under the Board's Regulation Q, Payment of Interest

on Deposits.

Governor Balderston, who was not present for the most recent

discussions of this subject, said that his thinking started from the

premise that saving ought to be encouraged, particularly since the

current demands of the capital markets were exceeding the rate of sav-

ing. He also started with the premise that the Congress gave to the

Board certain discretion in the fixing of maximum permissible interest

rates, and that this discretion had not been exercised since 1936. His

third premise was that the mixture of commercial banking and savings

account business permitted abuses to develop in the 1920s and that

safeguards should be maintained against the recurrence of such abuses.

He then proposed, in view of the current rise in money market rates,

that the Board increase the maximum interest rate on savings accounts

and time deposits with maturities over six months by one-fourth of one

per cent, that the same change be made in the case of time deposits

with maturities from 90 days to six months, and that there be no change

in the current maximum rate of one per cent for time deposits of shorter

maturity. He thought that abuses were less likely to appear in the

case of savings deposits than in the case of time deposits, but he

saw no reason to differentiate between the maximum rates payable on
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savings and time deposits as long as corporations were not encouraged

to draw down their checking accounts and place the funds on time deposit.

In other words, he saw no reason to differentiate in the case of time

deposits with maturities over six months.

The question was raised whether the schedule for time deposits

suggested by Governor Balderston would accommodate the New York City

banks that had complained of losing foreign-owned time deposits, and

the comment was made that it was understood there had been a tendency

to place such deposits on a basis of more than 90 days to enable the

payment of a higher rate of interest. It was understood that the cer-

tificates of deposit were so arranged that they fell due periodically.

It was noted, however, that the most recent request for a change in

the maximum rates of interest on time deposits, contained in a letter

dated August 21, 1956, from The Chase Manhattan Bank of New York, in-

cluded the suggestion that the maximum rate payable on time deposits

be increased from 1 to 2 per cent for maturities of less than 90 days,

With a change from 2 to 2-3/4 per cent for maturities of more than 90

days.

After further discussion of the situation with respect to foreign-

owned time deposits, Governor Balderston said that in his view the prin-

cipal point to be considered was the proper dividing line between long

and short-term time deposits, since he questioned whether the maximum

rate applicable to short-term time deposits should be increased. Whether

the proper dividing line was at 90 days or six months, he was not sure.

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



1 SI

9/14/56

Governor Robertson Robertson repeated the comments which he had made in

previous discussions of the subject to the effect that he was opposed

in principle to the establishment of ceiling rates of interest on de-

posits, that it was a mistake to have enacted legislation of that kind,

and that the reasons given in favor of such legislation were open to

question. However, the legislation being in effect, he could come to

no other conclusion than that the Board should increase the maximum

rates. He would favor putting savings deposits and time deposits with

maturities over six months on the same basis in respect to the maximum

rate of interest payable, he would not be averse to increasing to 2-1/4

or even to 2-1/2 per cent the maximum rate for time deposits with ma-

turities from 90 days to six months, and he would move the maximum rate

on shorter-term time deposits to 1-1/2 per cent because he felt the

benefit to a few banking institutions would be real and at the same

time the effect on the banking system as a whole would be insignifi-

cant. It was his opinion that the vast majority of the banks through-

out the country would prefer that there be no change in the current

maximum rates but he doubted whether that was sufficient reason to re-

frain from taking action. The principal reason that he could see for

not moving the maximum rate on savings deposits to 3 per cent was the

Problem of the Treasury with respect to Series E Savings Bonds. If it

should be found that the Treasury would not object to a 3 per cent maxi-

mum, he would favor increasing the maximum rate of interest on savings

deposits to that level.
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Governor Vardaman expressed the thought that action on the part

of the Board to increase to 3 per cent the maximum rate of interest on

savings deposits might give the Treasury a better case in going to the

Congress with a request for permission to offer a higher rate on savings

bonds.

Governor Mills then made a statement in which he referred first

to time deposits with maturities of less than 90 days and said that such

deposits are almost in the nature of demand money. If the Board took

action which enabled banks to offer an attractive rate on such deposits,

funds were apt to be shifted from demand to time deposit status, and in

the circumstances he would not move the maximum rate on this class of

time deposits beyond the current one per cent limit, which he felt was

generous. As to time deposits with maturities of six months or more,

he felt that the problem must be considered in relation to monetary

and credit policy. Raising the rate would enable the larger banks to re-

tain or perhaps attract additional deposits at a time when the Federal

Reserve System was carrying out a policy of credit restraint. He went

on to say that the problem with respect to foreign-owned time deposits

was confined almost exclusively to banks in New York City, and it was

the large city banks that were most prone to grant loans for business

expansion programs. If the maximum rate applicable to time deposits

were made more attractive, the System would be foregoing an element of

restraint at a point where its policy of credit restrictiveness should
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be made most effective. If, however, the maximum rate should be raised,

he was of the opinion that a maximum of 2-3/4 per cent would be the most

appropriate choice. As to savings deposits, he felt that the maximum

rate should be increased to 3 per cent, subject to clearance with the

Treasury, since that rate would be a realistic one that would attract

the type of funds that should be attracted to the banking system. It

would be, he noted, merely a permissible rate, permitting an election

on the part of the banks as to whether they could take advantage of the

higher rate. In his own view, banks would be shortsighted if they did

not elect to raise the rate on savings deposits to 3 per cent and com-

pete with the types of savings institutions offering that rate at the

present time. He also saw some obligation in a period of heavy bank

earnings to share a part of those earnings with the savings depositors.

Following further discussion, it was understood that the subject

of the maximum rates would be considered further at another meeting of

the Board. It was also understood that no action would be taken without

first clearing the proposal with the Treasury.

The meeting then recessed and reconvened at 2:00 p.m. with no

change in attendance.

In accordance with the understanding at the meeting on September

12, 1956, there had been sent to the members of the Board copies of a

memorandum of the same date from Mr. Hackley setting forth a number of
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legislative amendments for possible submission to the Senate Banking and

Currency Committee in connection with that Committee's study, under the

acting chairmanship of Senator Robertson, of the Federal statutes re-

lating to financial institutions and credit. The items included in

Mr. Hackley's memorandum were selected from among those listed in Mr.

Vest's memorandum of September 7, 1956, and included (1) proposed amend-

ments heretofore formally recommended by the Board, (2) a few proposals

of a relatively minor character with respect to issues not highly con-

troversial or complex, and (3) technical or formal amendments such as

the repeal of obsolete provisions. The purpose of the memorandum' was

to put before the Board suggested amendments of a type on which agree-

ment might be reached quickly, so that the Legal Division could put

those items approved by the Board in form to send to the Committee by

the first of October.

There follows a brief description of each item, together with a

statement of the decision reached by the Board as to whether the staff

should prepare the item in a form suitable for submission to the Com-

mittee, subject to final clearance by the Board:

Previously Recommended Amendments 

Business Loans. An amendment to repeal or perhaps liber-

alize the present authority in section 13b of the Federal

Reserve Act for industrial loans and commitments by Fed-

eral Reserve Banks.

In view of the discussion
of section 13b earlier in this

meeting, it was understood that

this item would be dropped.
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Bank Mergers from an Antitrust Standpoint. An amendment

to the law requiring the consent of the appropriate Fed-

eral supervisory agency in the case of any bank merger

or consolidation, with an express requirement that such

agency take into consideration the usual banking factors

and also whether the proposed transaction would unduly
tend to lessen competition or create a monopoly.

Powers of Foreign Branches of National Banks. An amend-

ment enabling the Board to authorize foreign branches of

national banks to exercise such further powers as may be

usual in connection with the business of banking in the

place where the foreign branch is located.

It was agreed to prepare
these items in form for sub-
mission to the Committee.

Relatively Minor and Noncomplicated Proposals 

Facilitating Hearings by the Board. In connection with

all hearings conducted by the Board regarding the re-
moval of directors and officers of member banks, the ex-

pulsion of State banks from the Federal Reserve System,
the revocation of voting permits, and similar matters,

an amendment authorizing the Board or its designated
representatives to administer oaths and to subpoena
witnesses and documents.

Following some discussion
from the standpoint of whether
the Board's experience had been
such as to justify the need for
such an amendment, it was agreed
to include this item.

Simple Majority Necessary for all Actions of Board. An

amendment providing that any action which the Board of

Governors is authorized to take may be taken by the af-

firmative vote of a majority of the members present at

any meeting, assuming that there is a quorum present.

It was agreed to include
this item.

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



9/14/56 -22-

Federal Advisory Council. An amendment providing that
a member of the Council may not serve for more than a
certain number of years consecutively, say 3 or 5 years.
A more drastic amendment which has sometimes been dis-

cussed is one which would eliminate completely the Fed-
eral Advisory Council.

It was agreed to drop this item as
such, but to prepare for further consid-
eration a proposal that, as to length of
service on the Council, would tie in with
the proposal in respect to continuous ser-
vice of Federal Reserve Bank directors re-
ferred to below.

Relationships with the Secretary of the Treasury. An
amendment repealing the sixth paragraph of section 10
of the Federal Reserve Act, a provision carried over
from the original Federal Reserve Act which states
that the Act does not take away any powers from the
Secretary of the Treasury and that in case of apparent

conflict between the powers given the Board and those
of the Secretary of the Treasury, "such powers shall
be exercised subject to the supervision and control
of the Secretary."

Continuous Service of Directors. An amendment pro-
hibiting directors of Federal Reserve Banks (with
the possible exception of the Chairman) from serving
more than two consecutive terms of three years each.

It was agreed to include these
items.

Chairman and Federal Reserve Agent. An amendment author-

izing the appointment by the Board of a Federal Reserve

Agent at each Federal Reserve Bank who need not be the

Chairman of the board of directors of the Reserve Bank

or even a director thereof, and who would not be required

to be a person with "tested banking experience".

It was agreed to drop this item ex-

cept for a proposal which would eliminate

the requirement that the Chairman and Fed-

eral Reserve Agent be a person of "tested

banking experience".
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Assistant Federal Reserve Agents. An amendment making it

clear that an Assistant Federal Reserve Agent might per-

form the duties of the Agent during a vacancy in the lat-

ter's office; present law refers only to the "absence or

disability" of the Agent. Such an amendment might also

eliminate the requirement that an Assistant Agent be a

person of "tested banking experience".

It was agreed to include this item
and to add to the proposal language which

would specify the authority of the Chair-
man and Federal Reserve Agent to delegate
to the Assistant Agent duties of a tech-
nical nature.

Pledging Securities for Trust Funds. An amendment to free

national banks from the necessity for pledging securities

for trust funds used in the banking department to the ex-

tent that such funds are insured by the Federal Deposit

Insurance Corporation. Since 1942, deposits of public

moneys in member banks have not been required to be secured

to the extent that they constituted insured deposits. Also

an amendment making it clear that a deposit of securities

must be made to secure trust funds used by a national bank

in its banking department whether such funds are considered

as deposits or are investments.

It was decided to pass over this item

pending the submission by the staff of a

memorandum explaining more fully the cur-
rent situation and the arguments in favor

of a legislative amendment.

Loans to Executive Officers. An amendment to increase the

present $2,500 exemption from the prohibition on loans to

executive officers of member banks to some higher figure,

such as $5,000.

It was agreed that this item should

be included, with the exemption fixed at

$5,000.

Removal of Directors and Officers. An amendment to sec-

tion 30 of the Banking Act of 1933 relating to removal
of directors or officers of member banks, providing that

the Federal Reserve Bank, or perhaps the Board of Gov-

ernors, rather than the Federal Reserve Agent, shall
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issue the the warning and certification in any case in which a
State member bank has violated the law or engaged in unsafe
or unsound practices.

It was agreed that the Board of Governors,
rather than the Federal Reserve Agent, should
issue the warning and certification and that
the suggestion should be written up on that
basis. It was understood, in addition, that
the Legal Division would prepare a memorandum
for the Board with respect to the use of sec-
tion 30 as an instrument of bank supervision
in the thought that this might suggest other
legislative amendments with regard to that
section that the Board would wish to submit
to the Committee.

Technical or Formal Amendments

Provisions Relating to Reserve Bank Organization Committee.
An amendment repealing certain provisions of section 4 of
the Federal Reserve Act relating to the creation of the
"Reserve Bank Organization Committee"; designation of Fed-
eral Reserve cities by the Committee; quorum, powers and
expenses of the Committee; supervision of the organization
of the Federal Reserve Banks by the Committee; and the
calling of meetings of Federal Reserve Bank directors by
the Committee.

Subscription to Federal Reserve Bank Stock. An amendment

repealing certain provisions of section 2, relating to the

offering of Federal Reserve Bank stock to the public, the

amount of such stock that might be held by persons or cor-

porations other than member banks, subscriptions to such
stock by the United States, voting rights of stock not

held by member banks, and transfers of Federal Reserve

Bank stock.

Organization of Federal Reserve Banks. An amendment re-

pealing the first three paragraphs of section 4, provid-
ing for the organization of new Federal Reserve Banks

under the supervision of the Reserve Bank Organization
Committee.
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Subscription to Federal Reserve Bank Stock by National Banks 
Existing at the Time of the Act. An amendment repealing pro-
visions of section 2 which require national banks, under

regulations of the Reserve Bank Organization Committee, to

signify their acceptance of the terms of the Federal Reserve

Act within 6o days after its passage and to subscribe to
Federal Reserve Bank stock within 30 days after notice from

the Organization Committee, and which provide that a national

bank failing to signify its acceptance of the terms of the

Act within such 60-day period shall cease to act as a Reserve

Agent upon notice from the Organization Committee or the Board

of Governors and that any national bank "now organized" which

fails to become a member within one year after the passage of

the Act shall forfeit its franchise.

It is to be noted that technically there is no provision which

requires national banks organized after the date of the Act

to become members of the System. Consequently, if the provi-

sions in question should be repealed, it would be desirable

to substitute a provision to that effect.

United States Bonds Bearing Circulation Privilege and Federal

Reserve Bank Notes. An amendment repealing section 18 of the
Federal Reserve Act.

Investment by National Bank in Foreign Banking Corporations.

An amendment repealing the fourth paragraph of section 25 of

the Federal Reserve Act, authorizing national banks until

January 1, 1921, to invest in foreign banking corporations

without regard to the amount of the national bank's capital

and surplus.

Reserves Against Deposits of Public Moneys. Section 7 of the
First Liberty Bond Act and section 8 of the Second Liberty
Bond Act contain identical provisions to the effect that re-

serves required to be kept by national banks and member banks

of the Federal Reserve System shall not apply to deposits of

public moneys of the United States. However, section 19 of

the Federal Reserve Act as amended by the Banking Act of 1935
provides that notwithstanding the provisions of the Liberty

Bond Acts member banks must maintain the same reserves against
the deposits of public moneys as against other deposits. Ac-

cordingly, the provisions of the Liberty Bond Acts referred
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to above are of no significance and could be omitted. In

addition, the proviso contained in the fourteenth paragraph

of section 19 of the Federal Reserve Act which exempted

public deposits from reserve requirements for six months

after cessation of hostilities in World War II is also ob-

solete, since cessation of hostilities was proclaimed by

the President on December 31, 1946.

Advances to Groups of Member Banks. An amendment repealing

section 10(a) of the Federal Reserve Act authorizing advances

by the Reserve Banks to groups of five or more member banks

under certain very restrictive limitations.

Waiver of Membership Requirements as to Insured Banks. An

amendment to repeal the twelfth paragraph of section 9 of
the Federal Reserve Act which provides that the Board may

waive membership requirements in order to facilitate the

membership in the System of any State bank required by sub-

section (y) of section 12B of the Federal Reserve Act to

become a member bank in order to have its deposits insured.

It was agreed to include each of these
items.

Reference to Number of Members of the Board. An amendment

changing the last sentence of the fourth paragraph of sec-

tion 10 to refer to the "7 members" of the Board of Gov-
ernors, instead of the "six members" of the Board.

It was agreed to include this item in a

form which would make no specific reference

to the actual number of members of the Board.

Reference to Section 20 of the Federal Reserve Act. Section

11(e) of the Federal Reserve Act authorizes the Board to

designate reserve and central reserve cities in which national

banks are subject to the reserve requirements set forth in

"section twenty of this act." Obviously the reference should

be to section 19 of the Act. (In this connection, also, it

would seem preferable to refer to "member banks" instead of

"national banking associations.")

It was agreed to include this item.
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Chairman Martin reported having learned from Professor Walter

Spahr that the latter intended to testify before the Robertson Committee

regarding certain Federal Reserve procedures, including the legality of

the procedure by which a part of the earnings of the Federal Reserve

Banks are paid to the Treasury. At the Chairman's request, there was

a discussion of the current procedure for the payment of Reserve Bank

earnings to the Treasury, and it was understood that the staff would

review the circumstances under which this procedure was decided upon

so that the Board might be prepared to testify in respect to such state-

ments as might be made before the Committee by Mr. Spahr.

Governor Robertson suggested that the following items not be

overlooked in considering material which might be submitted in con-

nection with the current study by the Robertson Committee:

1. Absorption of exchange charges. - Amendment of the Federal
Reserve Act or the Federal Deposit Insurance Act or both in respect to
this subject so that the two statutes would contain identical provi-

sions.

2. Repurchase agreements. - An amendment which would specify

that the Federal Reserve Banks are authorized to make repurchase agree-

ments with respect to Government securities and that such activities

are subject to the direction of the Federal Open Market Committee.

3. Audit of the Board and the Federal Reserve Banks. - A pro-

posal which would take an affirmative stand as to whether or not the

accounts of the Board and the Federal Reserve Banks should be audited
by the General Accounting Office or by outside auditors.

4. Service of Federal Reserve Banks as fiscal agents for Gov-
ernment agencies. - An amendment which would vest in the Board of Gov-
ernors supervisory and regulatory authority with respect to activities
of Federal Reserve Banks as fiscal agents for Government agencies.
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Governor Vardaman said that he had prepared a memorandum contain-

ing numerous suggestions, but that they related to basic changes in the

statutes and it was his understanding that proposals involving funda-

mental changes in the law were not desired by the Robertson Committee,

at least at this time.

Governor Robertson commented that the items he had mentioned

were not believed to come within the category referred to by Governor

Vardaman.

The meeting then adjourned.

Secretary's Note: Governor Shepardson today
approved on behalf of the Board a memorandum
dated September 12, 1956, from Mr. Young, Di-
rector, Division of Research and Statistics,
recommending that the resignation of Edna
Kehr, Clerk-Typist in that Division, be ac-
cepted effective September 14, 1956, and a
memorandum dated September 10, 1956, from
Mr. Sloan, Director,Division of Examinations,
recommending that the resignation of Cynthia
C. Jester, Clerk-Typist in that Division) be
accepted, also effective September 14, 1956.

-
Assistant Secretary
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