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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
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Should you have any question with regard
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advise the Secretary's Office. Otherwise, if you
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umn A below to indicate that you approve the minutes.
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below to indicate that you have seen the minutes.

Chin. Martin

Gov. Szymczak

I/Gov. Vardaman

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

A

1/ The attached set of minutes was sent to Governor Vardaman's office in
accordance with the procedure approved at the meeting of the Board on
November 29, 1955. The set was returned by Governor VardamaWs office
with the statement (see Mr. Kenyon's 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
Shepardsonts approval, these minutes are being filed without Governor
Vardaman's initial.
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Minutes of actions taken by the Board of Governors of the Fed-

eral Reserve System on Thursday, December 27, 1956. The Board met in

the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman

Mr. Szymczak

Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary

Mr. Fauver, Assistant Secretary

Mr. Vest, General Counsel
Mr. Young, Director, Division of

Research and Statistics

Mr. Johnson, Controller, and Di-

rector, Division of Personnel

Administration
Mr. Horbett, Associate Director,

Division of Bank Operations

Mr. Farrell, Assistant Director,

Division of Bank Operations

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. Williams, Chairman, Special Committee on Emergency

Operations of the Conference of Presidents, Federal Reserve Bank of Phila-

delphia, reading as follows:

In accordance with the request contained in your

letter of December 18, the Board is pleased to have

Mr. John R. Farrell serve as Associate Member of the

Subcommittee on Emergency Treasury Operations under the

Presidents' Conference Special Committee on Emergency

Operations.

Approved unanimously.

Letter to Mr. Heflin, Vice President and General Counsel, Federal

Reserve Bank of Richmond, reading as follows:

Reference is made to your letter of December 14,

1956, advising of the proposal of Union Trust Company
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of Maryland, Baltimore, Maryland, to move its Charles
and Fayette Streets branch in Baltimore from its present
location, to 11 West Saratoga Street which is within two
blocks of the present site.

On the basis of the information submitted, it ap-
pears that the proposed change constitutes a mere relo-
cation of an existing branch in the immediate neighbor-
hood without affecting the nature of its business or
customers served, and, therefore, the approval of the
Board is not necessary.

Approved unanimously.

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

In view of the circumstances outlined in your let-
ter of December 14, 1956, and the Reserve Bank's favor-
able recommendation, the Board of Governors further ex-
tends until March 25, 1957, the time within which The
Silverton Bank, Silverton, Ohio, may establish a branch
on Kenwood Road about 200 feet south of the intersection
with Montgomery Road in Sycamore Township, Hamilton County,
Ohio, under the authorization contained in its letter of
August 15, 1955.

Approved unanimously.

Telegram to Mr. Perrin, Chairman and Federal Reserve Agent,
Federal Reserve Bank of Minneapolis, authorizing, subject to the fol-
lowing condition, the issuance of a general voting permit, under the
Provisions of section 5144 of the Revised Statutes of the United States,
to First Bank Stock Corporation, Minneapolis, Minnesota, entitling such
organization to vote the stock which it owns or controls of the First
Southdale National Bank of Edina, Edina, Minnesota, at all meetings of
shareholders of such bank:

Prior to issuance of general voting permit authorized
herein, applicant shall execute and deliver to you in dupli-
cate an agreement in form accompanying Board's letter S-964
(FRLS 77190).

Approved unanimously.

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

The Board of Governors of the Federal Reserve System
has considered the recommendation of the Management
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Committee of your Bank contained in your letter of
December 14, 1956, and, pursuant to the provisions
of Section 19 of the Federal Reserve Act, grants
permission to Lockwood National Bank of Houston,
Houston, Texas, to maintain the same reserves against
deposits as are required to be maintained by banks
outside of central reserve and reserve cities, ef-
fective as of the date of commencement of business
by the subject bank.

Please advise the bank of the Board's action
in this matter, calling its attention to the fact
that such permission is subject to revocation by
the Board of Governors of the Federal Reserve Sys-
tem.

Approved unanimously.

Letter to The Honorable Warren Olney III, Assistant Attorney
General, United States Department of Justice, Washington, D. C., reading
as follows:

Re: Your File WO:FJK:jcb
146-17-74,

Robert E. Anderson,
Rogers Loan Company,
Chicago, Illinois,
Violation of Regula-
tion W

Receipt is acknowledged of your letter of
December 17, 1956, enclosing a copy of a form from
the United States Attorney for the Northern District
of Illinois, requesting authority to dismiss the in-
formation in the above case.

It is the position of the Board of Governors that
a case of this kind which has been referred to the
Department of Justice is then in the hands of the De-
partment and of the United States Attorney and is no
longer in the jurisdiction of the Board. Accordingly,
the Board does not feel that it should undertake to
comment on the request of the United States Attorney
and is entirely willing to accept the decision of the
Department in the matter.

Approved unanimously.
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Governor Shepardson brought up for discussion a memorandum

from Mr. Young, Director, Division of Research and Statistics, dated

December 27, 19561 recommending approval of an expenditure of $31500

for the reproduction of 57 charts originally submitted by the National

Bureau of Economic Research in mimeograph form for Part II of the

Consumer Instalment Credit Report. In the forms submitted the charts

were unsuitable for duplication in the printed report. The workload

in the Board's Economic Illustrating Unit of the Division of Research

and Statistics did not permit the charts to be drawn by the Board's

staff and therefore, the memorandum recommended that the firm "Crea-

tive Arts" which did work on the monthly Chart Book be engaged to do

the work. Governor Shepardson recommended that the Division be author-

ized to conclude arrangements for having the charts done outside on the

condition that the time limit for their completion would not delay the

report.

Unanimous approval was
given to Governor Shepardson's
recommendation.

During the preceding discussion Mr. Sloan, Director, Division

of Examinations, entered the meeting, and Mr. Young withdrew from the

meeting at the end of the discussion.

There had been circulated to the members of the Board prior

to the meeting a draft of letter to the Organization Committee of the

State Bank of Long Beach, Long Beach, New York, approving subject to

conditions of membership numbered 1 and 2 contained in the Board's Regu-

lation H, and the following special condition, the bank's application
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for membership in the Federal Reserve System, effective if and when

the bank opens for business:

3. At the time of admission to membership, such bank
shall have paid in capital stock of 43650,000, surplus
of *550,000, and other capital funds of not less than
S100,000.

The letter also contained the following paragraphs:

the

Acceptance of the conditions of membership contained
in this letter should be evidenced by a resolution adopted
by the board of directors after the bank's Certificate of
Authority to Commence Business has been issued. The board
of directors also should adopt, at the same time, a resolu-
tion ratifying the action which has been taken in the bank's
behalf in making application for membership in the Federal
Reserve System. A certified copy of each resolution, to-

gether with advice of compliance with the condition to be
complied with prior to admission to membership, should be
transmitted to the Federal Reserve Bank. Arrangements
will thereupon be made to accept payment for an appropriate
amount of Federal Reserve Bank stock, to accept the deposit
of the required reserve balance, and to issue the appro-

priate amount of Federal Reserve Bank stock to the bank.

The time within which admission to membership in the
Federal Reserve System in the manner described may be ac-

complished is limited to 6o days from the date of this let-
ter, unless the bank applies to the Board and obtains an
extension of time. When the Board is advised that all of
the requirements have been complied with and that the appro-
priate amount of Federal Reserve Bank stock has been issued
to the bank, the Board will forward to the bank a formal

certificate of membership in the Federal Reserve System.

The memorandum accompanying the draft letter pointed out that

Meadow Brook National Bank of Freeport, New York, now has a branch

in Long Beach and has operated two seasonal agencies in Long Beach and

Island Park, that the Island Park facility was being converted to a per-

manent branch, and that if the applicant bank was established the sea-

sonal agency would have to be discontinued.
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Governor Mills questioned whether the Board, on previous occa-

sions, had approved an application for membership on behalf of a bank

in the process of organization where there was concerted opposition on

the part of a competing bank and where that bank would be obliged to

give up an existing facility if the applicant bank were established.

He said that while he did not oppose approval of the application for

membership, such action appeared to place the Board in the position of

forcibly compelling the contraction of a competing bank's facilities.

Mr. Sloan pointed out that the applicant bank is a State insti-

tution and that its organization certificate had been approved by State

authorities conditioned upon its obtaining membership in the System.

Therefore, the only question before the Board, he said, was related to

the bank's membership.

Governor Szymczak asked whether it was a certainty that the

existing bank would be forced to abandon its present location and Gov-

ernor Robertson replied that this was a matter of State statute and

that it would be so required. In the discussion it was brought out

that approval of the application for membership had been recommended

both by the Federal Reserve Bank of New York and the Division of Exami-

nations.

Following the discussion,
unanimous approval was given to

the draft letter to the Organi-
zation Committee of the State
Bank of Long Beach, Long Beach,

New York, together with a trans-
mittal letter to the Federal
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Reserve Bank of New York which
contained the following para-
graph:

Before issuing stock in the Federal Reserve Bank
of New York to the new State institution, you are re-
quested to satisfy yourself that a Certificate of Au-
thority to Commence Business has been issued, that its
capital stock of *650,000 and surplus of *550,000 have
been paid in, and that not less than *100,000 of other
capital funds have been provided, as set forth in the
plan submitted. At such time, your Counsel should
review all steps taken in the organization of the bank,
and certified copies of all organization papers not
previously submitted and resolutions adopted by the
board of directors should be forwarded to the Board,
together with a copy of Counsel's opinion.

The Board then considered a letter, which had been circulated

prior to the meeting, to Mr. Powell, President, Federal Reserve Bank

of Minneapolis relating to adjustments in the minimum and maximum

levels of various steps in the Officers' Salary Administration Plan

of that Bank. Attached to the letter was a memorandum dated December

19 from the Division of Personnel Administration recommending the raising

of minimum and maximum salaries in the lowest two groups of officers.

Mr. Johnson summarized the efforts of the Division of Personnel

Administration over a period of time to persuade the Minneapolis Re-

serve Bank to raise the level of officers' salaries and reviewed the

progress that had been made.

Following the discussion,
unanimous approval was given to
a letter to Mt. Powell, reading
as follows:

The Board of Governors has approved, to be effective
immediately, the adjustments proposed in your letter of
December 13, 1956, in the minimums and maximums of the
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salary structure of the Officers' Salary Administration
Plan of the Federal Reserve Bank of Minneapolis, as fol-
lows:

Group Minimum Maximum

A $14,000 $20,000
B 11,000 16,000
C moo 13,000
D 8l000 ill000

Consideration was then given to a letter to the Board of Direc-

tors of The Brecksville Bank, Brecksville, Ohio, relating to the approval

of the establishment of a branch by that bank in the city of Independence,

Ohio, with the understanding that the capital structure of the bank would

be increased by at least $150,000 before the branch was opened for busi-

ness.

Mr. Sherman reviewed previous Board discussions relating to the

approval of branches conditioned upon the bank obtaining additional cap-

ital to correct a deficiency in capital funds. Mr. Sloan said that the

Division of Examinations was mindful of the Board's policy not to ap-

prove the establishment of a branch on the condition that the applicant

bank correct a deficiency in capital but that the condition suggested in

this case was for a different purpose. So far as the present operations

of bank were concerned, he said, its capital position was satisfactory,

but that it did not have sufficient capital to justify the expansion that

would result from the establishment of the proposed branch.

Governor Robertson stated that on various occasions, the Board

had taken the position that it should not bargain with banks in the so-

lution of supervisory problems. He said he was able to distinguish the
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circumstances in the present case, however, from these other cases

in view of the bank's desire to launch a new enterprise. He felt

that if the bank did not provide additional capital commensurate

with the additional business to be undertaken, an undercapitalized

situation would result. Therefore, he felt, the recommendation was

not in conflict with existing Board policy.

After a discussion of the
recommendation in the light of
the above comments, unanimous
approval was given to the fol-
lowing letter to the Board of
Directors, The Brecksville Bank,
Brecksville, Ohio, for trans-
mittal through the Federal Re-
serve Bank of Cleveland:

Pursuant to your request submitted through the
Federal Reserve Bank of Cleveland, the Board of Gov-
ernors of the Federal Reserve System approves the
establishment of a branch at the northeast corner
of Stone and Brecksville Roads, Independence, Ohio,
by The Brecksville Bank, Brecksville, Ohio, provided
the branch is established within one year from the
date of this letter, and with the understanding that
the capital structure of the bank will be increased
in the amount of at least 0_50,000 through the sale
of additional stock before the branch is opened for
business.

The Board then discussed a memorandum dated December 18, 1956,

from the Division of Bank Operations, which had been circulated prior

to the meeting, requesting advance authority for sending, on January 2,

1957, the usual telegrams to the Reserve Banks specifying interest rates

on Federal Reserve notes for the last quarter of the year. This was the

same procedure that has been followed in recent years.

The memorandum pointed out that with an estimated fourth quarter

payment of *109 million, total interest payments for the year would be
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about $399 million, or $147 million more than in 1955. Including the

payments for 1956, the aggregate of interest payments on Federal Re-

serve notes since 1947 when the procedure was adopted will total about

(,:',2,448 million.

Thereupon, unanimous approval

was given to the sending of the

usual telegrams to the Federal

Reserve Banks on January 2, 1957,
relating to the payment of interest

on Federal Reserve notes.

The Board then considered a memorandum from the Division of

Bank Operations, dated December 20, 1956, which had been circulated

prior to the meeting, regarding estimated Reserve Bank earnings and

expenses during 1956, as well as proposed year-end adjustments.

Mr. Farrell summarized the memorandum pointing out that ad-

justments of approximately $2,110,000 and $7,045,000 were necessary

to bring the surplus accounts of the Dallas and San Francisco Banks,

respectively, up to 100 per cent of subscribed capital stock. Similar

adjustments were also necessary at the Atlanta and Kansas City Banks

in the amounts of $145,798 and $88,838, respectively. He also indi-

cated that Board approval was required for a special charge-off at

the Cleveland Bank of $20,146.89, representing the entire amount of

the Land Account for the security court at the Cincinnati branch.

The only other year-end adjustment of note, he said, was a $45,000

addition to current net earnings at the Chicago Bank primarily due

to an adjustment in the provision for its 1955 real estate taxes.
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At the conclusion of the
discussion, unanimous approval
was given to the following tele-
grams:

Telegram to the President of the Federal Reserve Bank of Boston and
similar telegrams to the Presidents of the Federal Reserve Banks of
New York, Philadelphia, Cleveland, Richmond, Chicago, St. Louis, and
Minneapolis

Board has considered results of year's operations
of the twelve Federal Reserve Banks, and notes without
objection proposed closing entries of your Bank as shown
by statement accompanying December 5 letter from Mt. Stron.

Telegram to the President of the Federal Reserve Bank of Atlanta with
similar telegrams to the Presidents of the Federal Reserve Banks of
Kansas City, Dallas, and San Francisco 

Board has considered results of year's operations
of the twelve Federal Reserve Banks, and notes without
objection proposed closing entries of your Bank as shown
by statement accompanying December 17 letter from Mr.
Clark.

It is noted that your surplus (Section 7) account is
below subscribed capital. In accordance with established
procedure, allowance will be made for bringing such surplus
to 100 per cent of subscribed capital before computation
of payment to Treasury of interest on Federal Reserve notes.

Prior to the meeting there had been circulated a memorandum

dated December 21, 1956, from Mr. Johnson, Controller, regarding the

assessment on the Reserve Banks for the six-month period beginning

January 1, 1957. The memorandum recommended that an assessment of

three hundred fifty-eight thousandths of one per cent (.00358) of the

total paid-in capital and surplus as of December 31, 1956, be levied

upon the Banks to provide for the estimated expenses of the Board for

the first half of 1957 in the amount of:',4,244,291. The basis for the

assessment was set forth in Mr. Johnson's memorandum.

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



12/27/56 -12-

Governor Balderston suggested that, inasmuch as the assessment

would be substantially larger than the first half of 1956, because of

the estimated payment of $1.5 million to the Retirement System to fund

increased benefits under the Board Plan, an explanation of the increase

should accompany the assessment so that the Federal Reserve Banks will

be informed.

At the conclusion of the discussion, the
recommended assessment was approved unanimously;
with the understanding that the Reserve Banks
would be advised of the reason for the increased
assessment as suggested by Governor Balderston.

Governor Balderston reported that the Chairman's Office had

received from Mr. Gabriel Hauge, Administrative Assistant to the President,

an informal request for the comments of the Board as soon as possible on

a paragraph, proposed for the President's State of the Union Message,

reading as follows:

Essential to the stable economic growth we seek is a
set of well-adapted and efficient financial institutions.
I think the time has come to conduct a broad national inquiry
into the nature, performance and adequacy of our financial
system, both in terms of its direct service to the whole
economy and in terms of its function as the mechanism
through which monetary and credit policy takes effect. To
that end I believe the Congress should authorize the creation
of a commission composed of able citizens to undertake this
vital inquiry. Out of the Commission's findings and recommen-
dations the Administration would seek to develop and to present
to the Congress such legislative proposals as were indicated
for the purpose of improving our financial machinery.

Governor Robertson pointed out that the contents of the paragraph

were in general conformity with the position that had been taken on vari-

ous occasions by virtually every member of the Board and that the Chairman

had pointed out in the past that the Board did not oppose a study.
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Following a discussion of the possible composition of such

a commission and of the method for conveying the Board's views to

Mt. Hauge, Governor Szymczak suggested that, in the Chairman's

absence, the Vice Chairman call Mr. Hauge on the telephone and

advise that the Board concurred in the proposed paragraph.

Governor Robertson suggested that the minutes of the meeting

show that the Board had reviewed the contents of the paragraph and

had concurred in the proposal.

There was unanimous agree-
ment with these suggestions.

Mr. Horbett withdrew from the meeting at this point.

Mr. Sloan brought to the Board's attention information received

from the Deputy Comptroller of the Currency, Mr. L. A. Jennings, that

a national bank had been advised by its accountants that under existing

market levels it could swap Government securities at par with resulting

tax advantages. It was reported that the bank had consulted the Internal

Revenue Service and found no objection from that agency so long as the

securities swapped were not of the same issue. Mr. Sloan said that the

Comptroller's Office planned to consider each transaction a separate

sale and purchase and that each bank would be required to place the

securities obtained on its books at current mRrket value. He also pointed

out that if the Comptroller's Office should take this position some banks

might be in the position of having to keep two sets of books: one for

supervisory purposes and the other for tax purposes.

Mr. Sloan said he recognized that any tax advantages that might

accrue from the swapping transactions would tend to enhance the capital
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position of of the banks. Nevertheless, the Division of Examinations

agreed with the position of the Comptroller's Office that transactions

of this type were poor practice and should not be undertaken. He

stated that it was his understanding that this matter had been raised

originally by a bank in Kansas City, Missouri.

Commenting on the information reported by Mr. Sloan, Governor

Robertson stated that he thought such actions by banks would be repre-

hensible and that from a supervisory standpoint there was only one posi-

tion to be taken: namely, that the new securities obtained would be

recorded as having been purchased at their current market value. The

other members present indicated agreement with the position stated by

Governor Robertson.

Governor Robertson then brought to the Board's attention an

invitation he had received from the Joint Legislative Committee to

Revise the Banking Law, which had been created by the New York State

Legislature. This invitation requested him to appear before the commit-

tee on January 8, 1957, to discuss holding companies, branch banking,

and related matters as applied to the banking situation in the State

of New York. He said he understood that similar invitations had

been extended to Mr. Gidney, Comptroller of the Currency, and Mr. Cook,

Chairman of the Federal Deposit Insurance Corporation. He added that he

did not plan to reply to the letter until there was an opportunity to

discuss the matter with other members of the Board not then present;

but that he would be interested in views as to whether heEhould testify.

He stated he was inclined not to testify and that he felt it would be
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inappropriate for a Federal official to testify in such a matter before

a State legislative group. It was especially inappropriate, he felt,

to discuss holding company matters at this time when the Board had an

application pending before it relating to the State of New York. There

was also a question whether if a member of the Board acceeded to this

request a precedent would be established for similar testimony before

other State groups.

Governor Balderston said he agreed completely with the reasons

for not testifying stated by Governor Robertson. He wondered, however,

what answer could be given if the committee offered to send someone to

Washington to interrogate a member of the Board.

Governor Robertson stated that he would be in touch with Messrs.

Gidney and Cook to determine their position on their similar requests

before he consulted again with the Board.

In connection with the hearing of the Joint Legislative Committee,

Mr. Vest suggested to the Board that it would be highly desirable for

Mr. O'Connell of the Legal staff to attend the hearing purely as a spec-

tator. He felt that the information and background obtained would be

of great value in handling the holding company applications involving

The First National City Bank of New York.

There was unanimous approval

of Mr. Vest's suggestion.

The Secretary then read to the Board a telegram received Decem-

ber 26 from Chairman Brawner of the San Francisco Bank reporting a further

development in the appointment of Mr. Lyman J. Bunting of Yakima, Wash-

ington, to the board of directors of the Seattle Branch which had been
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discussed at the meeting on December 20, 1956. Mr. Brawner's tele-

gram indicated that Mr. Bunting had informed him that he (Mr. Bunting)

was serving as a member of a seven-man board known as Washington State

Parks and Recreation Commission, which was completely self-administered

and non-political. Mr. Brawner further advised that Mr. Bunting was

appointed by the Governor to this Commission, and that the remuneration

was nominal, consisting of per diem fee of 40.5 and expenses while on

Commission business.

Mr. Vest commented that on the basis of past precedents there

was no objection to Mr. Bunting's service on such a Commission while

also serving as a director of a branch.

Thereupon the following tele-
gram to Mr. Lyman J. Bunting, Presi-
dent, Yakima Ice and Cold Storage
Company, Yakima, Washington; was ap-
proved unanimously.

Board of Governors has appointed you director of Seattle
Branch of Federal Reserve Bank of San Francisco for two-
year term beginning January 1, 1957. Your acceptance by
collect telegram would be appreciated.

Board has considered your membership on Washington State
Parks and Recreation Commission and feels this is not bar
to your service. It is understood you are not director
of bank and do not hold public or political office. Should
situation change in these respects during your tenure, please
advise Chairman, Federal Reserve Bank of San Francisco.

Please indicate how you wish your name and principal business
affiliation with title shown in Board's announcement and pub-

lications.

The meeting then adjourned.
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Name and title 

Secretary's Note: In accordance with
recommendations contained in memoranda
from appropriate individuals concerned,
Governor Shepardson today approved on
behalf of the Board increases in basic
annual salaries of the following indi-
iiduals in the amounts indicated, ef-
fective December 30, 1956:

Division

Office of the Secretary

Margaret J. Dougherty, Clerk
Gladys I. Trimble, Index Clerk
Alberta L. Thorley, Records Clerk
Valeria Jane HuMburg, Records Clerk

Research and Statistics 

Basic annual salary
From To

4,345
3,9140
3,755
3,415

.1; 4,48o
4,075
3,840
3,500

Daniel H. Brill, Chief, Business Finance and 11,880 12,150
Capital Markets Section

Priscilla S. Goodby, Research Assistant 3,9140 4,075
Francis R. Fawley, Economist 9,850 10,065
Elizabeth B. Sette, Economist 7,035 7,250
Louis Weiner, Chief, National Income, 12,150 12,420

Moneyflows and Labor Section

International Finance 

Robert F. Emery, Economist

Michael W.
Reserve

Paula Gay
L. Waite
Federal

Reuben R.
Lettie E.

Examinations

Flynn, Assistant Federal
Examiner
Hauprich, Stenographer
Waller, Jr., Assistant
Reserve Examiner

Administrative

Rowzee, Chauffeur
Green, Charwoman

Services

5,44o

5,575

3,585
41o8o

3,380

2,900

5,575

5,710

3,670
4,215

3,465
2,975
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