
Minutes for October 19, 1956. 

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the

Board of Governors of the Federal Reserve System on

the above date.

It is not proposed to include a statement

with respect to any of the entries in this set of

minutes in the record of policy actions required to

be maintained pursuant to section 10 of the Federal

Reserve Act.

Should you have any question with regard

to the minutes, it will be appreciated if you will

advise the Secretary's Office. Otherwise, if you

were present at the meeting, please initial in col-

umn A below to indicate that you approve the minutes.

If you were not present, please initial in column B

below to indicate that you have seen the minutes.

Chin. Martin

Gov. Szymczak

1/Gov. Vardaman

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

A

pc/r 73 
a/ The attached set of minutes was sent to Governor Vardamants office in

accordance with the procedure approved at the meeting of the Board on
November 29, 1955. The set WaS returned by Governor Vardaman's office
with the statement (see Mr. Kenyvnts memorandum of February 12, 1957)
that hereafter Governor Vardaman would not initial any minutes of meet.
ings of the Board at which he was not present. Therefore, with Governor
Shepardsonla approval, these minutes are being filed without Governor
Vardaman's initial.

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



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

eral Reserve System on Friday, October 19, 1956. The Board met in the

Board Room at 10:00 a.m.

PRESENT: Mr. Szymczak, Acting Chairman
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Vest, General Counsel
Mr. Hackley, Assistant General Counsel

The following matters, which had been circulated to the members

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

each instance was as stated:

Letter to the Board of Directors, The Oberlin Savings Bank Company,
Oberlin, Ohio, reading as follows:

Pursuant to your request submitted through the Federal

Reserve Bank of Cleveland, the Board of Governors of the

Federal Reserve System approves the establishment of a branch

at 105 North Lake Street, South Amherst, Ohio, by The Oberlin

Savings Bank Company, Oberlin, Ohio, provided (1) common cap-

ital is increased to $150,000 to meet Federal statutory require-

ments, (2) the branch is established within one year from the

date of this letter, and (3) the approval of the State author-

ities is in effect when the branch is established.

Approved unanimously, for
transmittal through the Federal

Reserve Bank of Cleveland.

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

Atlanta, reading as follows:

Reference is made to your letter of October 8, 1956, en-
closing a resolution adopted by the board of directors of The

Washington Loan and Banking Company, Washington, Georgia,

signifying its intention to withdraw from membership in the

Federal Reserve System and a letter requesting waiver of the
six months' notice of such withdrawal and setting forth the

reason for withdrawal.
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In accordance with the bank's request, the Board of
Governors waives the requirement of six months' notice
of withdrawal. Therefore, 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 accom-
plish 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 assumed that the directors are aware that they

must make application to the Federal Peposit Insurance

Corporation for continuance of deposit insurance after

withdrawal from membership.

Approved unanimously.

Letter to the Board of Directors, Old Kent Bank, Grand Rapids,

Michigan, reading as follows:

Pursuant to your request submitted through the Fed-

eral Reserve Bank of Chicago, the Board of Governors

approves the establishment of a branch by the Old Kent

Bank in the immediate vicinity of South Division Avenue

and 68th Street in the unincorporated village of Cutler-

vile, Michigan, provided the branch is established within

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

State authorities is effective as of the date the branch

is established.

Approved unanimously, for trans-

mittal through the Federal Reserve

Bank of Chicago.

Letter to the Board of Directors, California Bank, Los Angeles,
California, reading as follows:

The Board of Governors of the Federal Reserve System

approves the establishment of a branch at 626 South Spring

Street, Los Angeles, California, by California Bank, provided
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the branch is established within six months from the date
of this letter.

Approved unanimously, to-

gether with the following letter

to Mr. Millard, Vice President,

Federal Reserve Bank of San
Francisco:

Reference is made to your letter of August 6, 1956,
and subsequent correspondence relative to the proposal

of California Bank, Los Angeles, California, to move its

Clearing and Transit Department, the Corporate Trust Di-

vision of its Trust Department and some operations of

the Loan Servicing Division to a building at 626 South

Spring Street, immediately across the street from the

head office.

It is noted that business transactions with the

public will be handled at the new location and the oper-

ation conceivably might be construed as being a branch.

Accordingly, in order to avoid any question as to the

legality of the operations at this location, the Board

has approved the establishment of a branch, as indicated

in the attached letter to be forwarded to the board of

directors of the California Bank. A copy of the letter

is enclosed for your files.

Letter to the Federal Deposit Insurance Corporation, Washington,

D. C., prepared pursuant to the understanding at the meeting on Septem-

ber 281 1956, and reading as follows:

The Board presently has under consideration a pro-

posed amendment to the definition of the term "savings

deposit" contained in its Regulation Q, relating to pay-

ment of interest on deposits by member banks, which would

have the purpose of prohibiting a deposit from being classi-

fied as a savings deposit if it is represented by a certif-

icate having a definite maturity. A draft of such an amend-

ment is enclosed.

The Board plans to publish in the Federal Register a

notice of this proposed amendment with an invitation for

oomments and suggestions from interested parties. Before

doing so, however, the Board would appreciate advice as to

whether your Corporation would be willing to make a similar
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amendment to the Corporation's regulations regarding

payment of interest on deposits by nonmember insured
banks.

In the past, the restrictions contained in the

regulatory definition of savings deposits have been

designed primarily to preserve the noncommercial char-

acter of such deposits and to prevent their use as

ordinary checking or demand deposits with respect to

which the law prohibits any payment of interest and

against which member banks must maintain higher reserves.
Thus, savings deposits are limited to individuals and

certain types of nonprofit organizations, payment may

be made only to the depositor himself, and, until 1955,

all savings deposits were required to be represented by

pass books.

As you will recall, however, the regulations of

the Board and of your Corporation on this subject were

amended in 1955, so as to make it unnecessary for sav-
ings deposits to be represented by pass books in certain

circumstances with the purpose of permitting maximum use

by banks of machine equipment. Since that time, it ap-

pears that some banks have adopted the practice of using

"receipts" or "certificates," instead of pass books, for

the purpose of evidencing savings deposits. In a recent

case, the Board was presented with the question whether

a member bank might classify a deposit as a savings

deposit where it was to be evidenced by a certificate

providing for successive fixed maturities of six months

each, with an option on the part of the depositor at any

time to require payment after 60 days' written notice
and with an option on the part of the bank to pay the

deposit upon the giving of similar notice by it. In

its reply, the Board stated that it did not look with

favor upon the representation of savings deposits by a

certificate of this kind providing for fixed maturities.

In the Board's opinion, the development of a practice

among banks of using certificates with fixed maturities

to represent savings deposits would tend to break down

the distinction between true savings deposits and commer-

cial time deposits. Traditionally, of course, savings

deposits have consisted of funds deposited from time to

time by the depositor and withdrawn by him from time to
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time as need arises, rather than funds placed on deposit,
like those represented by time certificates, for a definite
period or for payment at a specified date. The widespread
use of certificates of the kind here in question to repre-
sent savings deposits would, the Board believes, result in
undersirable confusion between the two classes of deposits.

Your views regarding this matter will be appreciated.

Approved unanimously, with
the understanding that if the
Federal Deposit Insurance Corpor-
ation expressed willingness to
make a similar amendment to its
regulations, the proposed amend-
ment to Regulation Q, Payment of
Interest on Deposits, and an iden-
tical proposed amendment to Regu-
lation D, Reserves of Member Banks,
would be published in the Federal
Register, with an invitation for
comments and suggestions from inter-
ested parties within a period of
approximately 30 days, and a letter
would be addressed to all Federal
Reserve Banks asking for any comments
they might wish to submit.

Memorandum dated October 17, 1956, from Mr. Sloan, Director,
Division of Examinations, recommending (1) that S. Herbert Turkus,
Supervising Examiner, and Matthew R. Ciancimino, Assistant Examiner,
Federal Reserve Bank of New York; R. Henry Smart, Senior Examiner,
Federal Reserve Bank of Richmond; and Robert J. Hochstatter, Examiner,
Federal Reserve Bank of Chicago, be designated by the Board as Federal
Reserve Examiners for the purpose of participating in examinations of
the Caribbean branches of The Chase Manhattan Bank, New York, New York,
during the months of November and December 1956; and (2) that John M.
Poundstone, Assistant Federal Reserve Examiner in the Division of
Examinations, who would also participate in the examinations, be allowed
actual necessary transportation expenses and a per diem in lieu of sub-
SiCtence in accordance with the provisions of the Standardized Govern-
Itlent Travel Regulations, as provided in the Board's Travel Regulations,
together with reimbursement for personal property insurance in the amount
Customarily allowed by the Federal Reserve Bank of New York for its per-
6°11ne1 traveling abroad on official business. The memorandum stated that
the examinations would be made jointly with examiners for the New York
State Banking Department and that the Federal Reserve Banks of New York,
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Richmond, and Chicago would absorb all expenses of their employees

participating in the examinations.

Approved unanimously, with the under-

standing that no provision had been made in

the 1956 budget of the Division of Examinations

for the expense involved and that an appropriate

recommendation relating to the budget would be

made when the examinations had been completed.

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

eral Reserve Banks of New York, Philadelphia and Chicago, approving

the establishment without change by those Banks on October 18, 1956,

of the rates of discount and purchase in their existing schedules.

Approved unanimously.

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

the Board copies of a memorandum from Mr. Hackley dated October 17,

1956, relating to a question raised by the Federal Reserve Bank of

Dallas as to whether Mr. John M. Griffith, President and Director of

The City National Bank of Taylor, Taylor, Texas, a Group 2 bank, would

be eligible for nomination by Group 2 banks as a candidate for election

as a Class A director of the Dallas Reserve Bank in view of his service

as an advisory director of the First-City National Bank of Houston,

Houston, Texas, a Group I bank. The question was raised because section

4 of the Federal Reserve Act provides that where a person is an officer

or director of more than one member bank, he shall not be eligible for

nomination as a Class A director except by banks in the same group as

the bank having the largest aggregate resources of any of the banks of

which such person is an officer or director. After discussing the
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method of selection of the advisory directors and the limitations sur-

rounding their functions, the memorandum stated that the arrangement

regarding such advisory directors had the approval of the Comptroller

of the Currency, that advisory directors of this kind are not regarded

by the Comptroller as directors insofar as statutory limitations appli-

cable to the number of directors are concerned, and that the Comptroller

insists that they be distinguished from the regular members of the board

of directors in advertisements and similar material. In the light of

past interpretations of the Board in similar cases and on the basis of

the facts in the present case, the memorandum expressed the view that

Mr. Griffith would not be legally a "director" of the First-City rational

Bank of Houston for purposes of the provisions of section 4 of the Fed-

eral Reserve Act in question and that he therefore would be eligible for

nomination by Group 2 banks as a candidate for Class A director. Accord-

ingly, it was recommended that a telegram reading as follows be sent to

Mr. Shuford, Vice President and General Counsel of the Federal Reserve

Bank of Dallas:

Reurlet October 15, Board is of opinion that, on basis

of facts presented, John M. Griffith is not a director of

First-City National Bank of Houston within meaning of 18th

paragraph of section 4 of Federal Reserve Act by reason of
his service as an advisory director of that bank and that

consequently such service does not render him ineligible

for nomination by Group 2 banks as candidate for Class A

director of your Bank.

Following a review of the matter by Governor Szymczak, the view

vas expressed by members of the Board that although the situation was not
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entirely desirable because of the connection of Mr. Griffith with

the Group 1 bank, which in the past had included service as an in-

active vice president, the recommendation contained in Mr. Hackley's

memorandum, which supported the view of the Federal Reserve Bank of

Dallas and was in accord with the position taken by the Board in the

past, seemed to interpret the statute properly. With reference to

the decision of the Board in 1951 that a member of the Advisory Board

of the Mercantile Trust Company of St. Louis was a director of the

trust company for purposes of the Clayton Act, it was stated that this

case involved a number of special factors.

Thereupon, unanimous approval

was given to the telegram to Mr.

Shuford.

Governor Szymczak reported that yesterday he received a tele-

phone call from an officer of The First National City Bank of New York

inquiring about the propect of Board action on the proposal to increas
e

the maximum permissible rates of interest on shorter-term time deposits

prescribed in Regulation Q, Payment of Interest on Deposits. The in-

quirer, Governor Szymczak said, indicated that his bank was receiving

cables from foreigners instructing investment in Treasury bills of funds

now on time deposit, which meant that if the maximum rates were not in-

creased his bank probably would lose a substantial qu
antity of time de-

posits, and would have to sell Government securities. Governor Szymczak

went on to say that this morning he received a telephone inquiry from
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President Hayes of the Federal Reserve Bank of New York on the same

subject and that his reply was in terms of the various problems sur-

rounding an increase in the time deposit rate and the probability

that the Board would not want to act on the matter until Chairman

Martin returned from Europe early in November and concluded his dis-

cussion of the subject with the Treasury.

In a discussion it was noted that although pressure was being

exerted from certain sources for an increase in the maximum rates on

time deposits - and in some instances an increase in the maximum rate

on savings deposits also - representations were being received from

other sources that the current maximum rates should not be changed at

this time.

Governor Szymczak expressed the opinion that it would be dif-

ficult to act on time deposits without acting on savings deposits and

that there were enough complicating factors, including problems of

Treasury financing, to make it seem questionable whether any action

should be taken before the end of the calendar year.

The other members of the Board present expressed concurrence

in the view that the matter should be held in abeyance, at least until

the return of Chairman Martin.

At this point Mr. Hexter, Assistant General Counsel, entered

the room.

Governor Robertson read a letter addressed to him under date

of October 5, 1956, by Mr. Joseph F. Verhelle of Detroit, Michigan,
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principal proponent of the proposed "Public Bank" of Detroit, inquiring

as to the procedure that should be followed if the organizers of a

prospective State bank in the State of Michigan should decide to seek

membership in the Federal Reserve System. He then read a draft of

suggested reply, and the draft was discussed in the light of the Board's

practice in acting on applications for System membership submitted on

behalf of proposed State banks. Reference also was made to the require-

ment of the banking authorities in certain States, including Michigan,

that the organizers of proposed banks show evidence of ability to ob-

tain deposit insurance, through System membership or otherwise, coin-

cident with the opening of the bank for business.

At the conclusion of the dis-

cussion, it was agreed unanimously

that the reply from Governor Robert-

son to Mr. Verhelle should be in the

following form:

This is in response to your letter of October 5, inquiring

as to the sequence of steps to be taken in applying for State

authorization and Federal Reserve membership on behalf of a

bank being organized under the laws of Michigan.

There is little that I can add to the affidavit executed

January 31, 1956 by the Board's Secretary in connection with

the matter of the proposed "Public Bank", a duplicate original

of which was furnished to Mr. John Babcock. As stated therein,

it is the practice of the Board of Governors to act upon appli-

cations for membership in the Federal Reserve System submitted

on behalf of a State bank in process of organization, notwith-

standing the fact that the State authorities may not have issued

a charter to such bank or authorized it to conduct business,

but in no case does membership in the Federal Reserve System

become effective prior to the incorporation of the bank under

State authority. As you know, an application for Federal Reserve

membership technically takes the form of an application for
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shares of the capital stock of the Federal Reserve Bank
of the District; and the letter of approval from the
Board of Governors to the persons who make such appli-
cation on behalf of a bank in process of organization
customarily states that the Board "approves the appli-
cation . . . effective if and when the bank opens for
business under appropriate State authorization."

The meeting then adjourned.

Secretary's Note: Pursuant to the
recommendation contained in a memo-
randum dated October 18, 1956, from
Mr. Bethea, Director, Division of
Administrative Services, Governor
Shepardson today approved on behalf
of the Board the appointment of Ruth A.
Brown as Telegraph Operator in that
Division, with basic salary at the
rate of $3,670 per annum, effective
the date of assuming duties.

Governor Shepardson also approved
on behalf Of the Board today the
following letter for the signature
of the Secretary to Mr. William S.
Swingle, President of the National
Foreign Trade Council, Inc., New York,
New

In the absence of Chairman Martin, I am taking this

opportunity to acknowledge, with thanks, your letter of

September 26, with respect to the designation of a repre-

sentative to attend the meetings of the National Foreign

Trade Convention next month.

Mr. John E. Reynolds, of the Board's Division of

International Finance, is hereby designated to attend as

guest observer. I shall be grateful if you will be good

enough to extend to him such courtesies as are usual on

the occasion.
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