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Minutes of the Board of Governors of the Federal Reserve System

on Thursday, May 22, 1958. 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. Carpenter, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Riefler, Assistant to the Chairman

Mt. Thomas, Economic Adviser to the Board

Mr. Leonard, Director, Division of Bank Operations

Mt. Hackley, General Counsel
Mt. Masters, Director, Division of Examinations

Mt. Molony, Special Assistant to the Board

Mt. Shay, Legislative Counsel
Mr. Noyes, Adviser, Division of Research and

Statistics
Mt. Solomon, Assistant General Counsel

Mr. Hexter, Assistant General Counsel

Mt. O'Connell, Assistant General Counsel

Items circulated or distributed to the Board. The following

items, which had been circulated or distributed to the members of the

lloard and copies of which are attached to these minutes under the

l'espective item numbers indicated, were approved unanimously:

utter to the Farmers' Bank of Egypt, Egypt,
1„ellasy1vania, consenting to the merger of that
;ellk and the Schnecksville State Bank, Schnecksville,

ennsYlvania, and approving the establishment of
branch by the merged institution in Schnecksville.

kPor transmittal through the Federal Reserve Bank
or Philadelphia)

Item No.

1
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Item No. 

Letter to The Union Bank of wildwood, N. J.,
Wildwood, New Jersey, approving the establish-

of a branch at the present location of
Wildwood Trust Company incident to the proposed
T?rger of the two institutions. (For transmittal
'Irough the Federal Reserve Bank of Philadelphia)

!,!tter to the Tobacco Exchange Bank, Edgerton, 3
"4.Boon5i11, waiving the requirement of six months'
notice of withdrawal from membership in the
F:deral Reserve System. (For transmittal through
"e Federal Reserve Bank of Chicago)

Letter to the Federal Deposit Insurance Corporation 4
l'eeZarding the application of Schoolfield Bank & Trust
D'PanY, Danville, Virginia, for membership in the
xederal Reserve System.

!Itter to the Presidents of all Federal Reserve Banks 5
-?ising of the discontinuance until further notice
(4 certain reports of member bank borrowings.

Request for certain information on section 13b loans. Mr. Shay

t'ePorted that a staff member of the Senate Banking and Currency Committee

/14°1 indicated informally that the Committee, in considering next Tuesday

2

the small
business bill recommended by the Small Business Subcommittee,

11°11101 like to have certain information on section 13b loans to supplement

the Published statistics. Underlying the request was the fact that out-

3tanding section 13b obligations would be taken over by the small business

itiltestment companies which would be created pursuant to the provisions of

the legislation. Mr. Shay said that in the absence of objection on the

141't of the Board the requested data would be transmitted informally to

the staff of the Committee as soon as available in order that the

Illrnittee might have the information by next Tuesday.
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No objection objection was interposed to the furnishing of the information

Itquested by the staff of the Banking and Currency Committee.

Mr. Shay then withdrew from the meeting.

Sale of debentures by a member bank (Items 6 and 7). On April 14,

1958, the Board wrote to the Commissioner of Banks for the State of

innesota requesting his views with regard to the sale of debentures by

the Fidelity State Bank of Minneapolis, particularly whether these

debentures should be regarded as deposits within the meaning of 1egula-

ti°11 D and Regulation Q. The State Commissioner's reply, dated April 23,

1958, had been circulated to members of the Board along with proposed

letters to the Commissioner and to the Federal Reserve Bank of Minneapolis.

The letter to the State Commissioner would be essentially in the nature

Of an acknowledgment of his views, while the letter to the Reserve Bank

Oul state that the Board saw no reason to differ with the original

eQnclusion of the Reserve Bank's Counsel that the debentures in question

hclild not be regarded as deposits within the meaning of the Board's
tegulations. In the course of circulation of the file to the Board, it
had been suggested that the letter to the State Bank Commissioner include
4

"t'enee to advise him of the conclusion stated in the communication to

the Reserve Bank.

In commenting on various aspects of the matter, Governor Mills

11°tela that in the State of Minnesota questions had come up from time to
tike

calling for determinations by the Board with regard to various
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instruments purporting to represent time deposits. He suggested that

the question posed by the debentures of the Fidelity State Bank was of

somewhat the same character. It appeared possible that there would be

8°41e misunderstanding on the part of the public, since it might be

thought that purchase of the debentures involved the making of a deposit.

There was also the further question whether a bank in need of additional

caPital should be offering instruments of this kind and whether the Board

ah°uld be lending its endorsement to the use of such an instrument.

In response to Governor Mills' comments, Mr. Masters recalled

that the Division of Examinations had taken the matter up with the

iliuneapolis Reserve Bank when the sale of the debentures came to its

attention and eventually concluded that the debentures did not represent

deposits. Later, the Board wrote to the State Bank Commissioner for his

/Flews as to the suitability of using this kind of instrument for capital

Pur,-roses, and in that letter the Board also asked whether in his view

these were deposits. The reply was to the effect that this was an

erilerigenoy situation for the member bank needed additional capital and

l'ePortedly could not sell capital stock in the normal way.. This situation

eallsed the Bank Commissioner to authorize the use of the debentures in

this sPecific case, although it appeared that he did not plan to authorize

the use of such debentures generally. The Commissioner was of the firm

°Pillion that these were not deposits but rather that they represented a

1*(3114 of capital.
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It might be noted, Mr. Masters said, that the debentures are

not insured. They have a 10-year fixed maturity and in the bankts

statements are shown as capital debentures. While they are not

capital for the purpose of computing the loan limitations of the

bank, the Bank Commissioner appeared to be permitting their inclusion

tar the purpose of computing ratios of capital to deposits. They can

flat be redeemed except with the approval of the State Bank Commissioner.

Mr. Hackley comnented that when the debentures were first

issued they were in somewhat different form and appeared to be

dePosits, but that the arrangements surrounding their sale had now

been modified and the debentures were no longer publicly advertised.

The draft of letter now before the Board was not intended to give a

blesaing to the use of debentures but rather to acknowledge the views

ct the State Bank Commissioner, to whose attention the undesirable

"Pects of the use of such debentures had been drawn in the Board's

4111 14 letter.

Governor Vardaman expressed the view that the situation

ecntained the possibility of establishing a dangerous precedent.

11(41sver, he felt that the Board should take a constructive approach

to the problem faced by smaller banks in need of additional capital.

rrhe debentures, he pointed out, are essentially borrowed money, not

eaPital funds, and they do not help a bank in expanding its lending

limi
tations. Nevertheless, if the Board should take an unfavorable
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Position regarding the use of such instruments, he felt that it should

consider the possibility of offering some other solution.

In further discussion, Mr. Hexter brought out that the

debentures serve the purpose of providing additional protection for

clePosits. Although themselves senior to the capital stock, they are

subordinated to the bank's deposits and thus provide, as far as the

Posits are concerned, as much protection as common stock. The most

unsatisfactory feature surrounding use of the debentures, he suggested,

Ilas the possibility of misleading the public. In this connection, he

recalled that the coverage of the Securities Exchange Act of 1933 was

not extended to bank issues, on the assumption that the bank

suPervisory authorities would require such securities to be sold to

the public on appropriate terms, with full disclosure. In the case of

the debentures in question, it appeared that people buying them might

be unaware that the debentures were not on a parity with deposits and

not insured. Rather, the public might purchase them under the

imn
Yression that a rate of 4 per cent was being offered on savings.

After Governors Mills and Robertson expressed agreement with

M.
Rexter, Mr. Hackley brought out that the only question specifically

before the Board at this time was whether the debentures were deposit

lia
bilities. Counsel for the Minneapolis Reserve Bank, along with

Me bers of the Board's staff, had taken the view that they were not

cleP°sit 8, and this was also the position of the State Commissioner
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cf Banks. In response to a question raised by Governor Shepardson,

Mr. Hackley agreed that it was possible that the nature of the

debent ures could be misconstrued by purchasers. At one time, he

l'ecalled, the member bank had advertised that the debentures carried

4 Per cent interest and that this was the highest rate of interest

Pall by any bank in the area. However, the Bank Commissioner had

indicated that he was going to require the bank to cease that kind

Of advertising. To these comments, Mr. Masters added that, according

to the present understanding, no more of the debentures can be sold

°flee the member bank has become adequately capitalized.

Governor Robertson then said that he was not as convinced as

e°me others that this was not a Regulation Q matter, notwithstanding

the ten-year maturity of the debentures and the fact that the Bank

C0111missionerts approval is required before they can be redeemed. It

aPPeared to him that the debentures were likely to be considered by

Pl'°8Pective purchasers as interest-bearing deposits. Therefore,

he was not opposed to experimentation, he felt that developments

Should be watched closely. Along these lines, he suggested that

PelliaPe the Board could defer a final ruling on the status of the

debentures as deposits within the meaning of Regulation Q in order to

aee how the situation developed. This would give the bank the benefit

c't the doubt for the time being and would give the Board an opportunity

to see how the matter worked out.
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Mr. Hackley suggested that it would be difficult to avoid

taking a position on whether the debentures were deposits. He went

On to say, however, that the Board has authority to prevent evasion

Of the provisions of the law relating to the payment of interest on

dePosits. Therefore, it might be possible to frame the letters to

the Bank Commissioner and the Reserve Bank in such a way as to indicate

that the Board would want to reconsider the matter if it should develop

in this or any similar case that debentures of this kind were being

118ed as a means of evading the applicable provisions of the law and

the Board's regulations. In this manner, the Board would reserve the

to take a different position if developments should warrant.

Governor Robertson indicated that he would be agreeable to

such an approach, for it would permit experimentation and yet would

result in binding the Board to any firm position.

Following further discussion, it was agreed unanimously that

the letters to the State Bank Commissioner and the Minneapolis Reserve

Bank would be rewritten in conformity with the suggested approach.

the

Secretauls Note: Pursuant to this action,

the letters of which copies are attached
as Items 6 and 72respectively, were sent on

May 23, 1958, to the Commissioner of Banks

for the State of Minnesota and to the
Federal Reserve Bank of Minneapolis.

Discount rates. Unanimous approval was given to telegrams to

following Federal Reserve Banks approving the establishment without
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change by those Banks on the dates indicated of the rates on discounts

and advances in their existing schedules:

Boston May 191 1958
Atlanta May 19, 1958
Richmond May 21, 1958
Cleveland May 22, 1958

Statement of the Department of Justice in the First New York

case (Item No. 8). At the oral argument yesterday in the matter of the

applications of First New York Corporation and others under the Bank

Residing Company Act, Chairman Martin announced receipt the previous

afternoon of a statement of the Department of Justice which had been

84bmitted "in order that the Department's views on this matter will

be Part of the public record." The Chairman had indicated at the oral

ttilemt that the question of accepting the statement for filing as

Part Of the public record would be considered by the Board.

Prior to this meeting, copies of the statement from the

1/ePartment of Justice had been distributed to the members of the Board

along with copies of a memorandum from Mr. O'Connell dated May 211 19581
Which 

recommended that the statement be accepted as a brief amicus 
curia

and, as such, be made a part of the public record. It was also

l'ec°mmended that copies of the statement be made available to the

Parties for submission of counter briefs within 10 days of the date of

reeeipt.

Mr. O'Connell recalled that the Department of Justice had been

&tint ed by the Board to file an amicus curiae brief for the record, and

11‘1/ exPressed the opinion that it would be advisable to accept the
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statement of law now submitted by the Department for the Board's use

in interpreting a Federal statute. Should objections be raised by

the parties to the proceeding, he believed that they could be estopped,

saPeoially if the parties were allowed to file counter briefs. He went

ou to point out that although the statement referred to the

aPPlicability of the Clayton Act and the Board was urged to follow

the recommendation of the Hearing Examiner, no firm position was taken

that a violation of the Clayton Act would actually be involved in the

Proposed transactions.

Chairman Martin asked what arguments could be given against

4°eepting the statement, and Mr. O'Connell replied that he could think

c't no sound arguments. The document did not contain any additional

iformation of an evidentiary nature but rather was in somewhat the

same category as the statement made yesterday by Congressman Celler.

While there is no specific provision in the Board's Rules of Practice

tc/r Formal Hearings for accepting a brief amicus curiae, he could not

think Of any valid grounds on which receipt of this document would be

ellbject to attack in the courts if the case should come up for review.

There might, of course, be an allegation of dilatoriness prejudicial

to the aPplicants on the grounds that for several months the Department

t Justice was urged to submit its views for the record and that up to

the time of the closing of the hearing record no action was taken by

the Department. However, in Mr. O'Connell's opinion, the nature
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of the document was such as to preclude raising that allegation

successfully-

Governor Mills inquired about the necessity, if the statement

were accepted, of providing an opportunity for the filing of counter

briefs) and Mr. 01Connell replied by expressing the opinion that the

Board would have no alternative except to notify all of the parties

and give them an opportunity to reply to the statement. On this

P°Int, Mr. Hackley added that the document did contain legal material

elsarl,y relevant to the issues in the case. If the Board should

determine that the proposed transactions would violate the Clayton

Act) it could not approve the applications even though it might feel

that otherwise the transactions would be in the public interest.

Therefore, it seemed desirable that the parties be given an opportunity

to express any views on the statement with regard to the legal question

invcaved.

Thereupon, it was agreed unanimously to accept the statement

*°111 the Department of Justice for filing and as a part of the public

ecord of the proceeding, with the understanding that copies of the

8tatsment would be made available to all parties in order that they

Illight file reply statements or briefs within ten days of receipt of

the document. A copy of the order of the Board issued pursuant to

this action is attached as Item No. 8.
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In this connection, Governor Vardaman suggested that the Rules

Of Practice for Formal Hearings be studied with a view to determining

Whether it would be desirable to amend them so as to provide that any

person failing to appear before the hearing examiner would be precluded

tr°m offering oral argument.

Mr. Hackley indicated that this and other points which had

developed in recent cases were being given active consideration by

the staff with a view to submitting for the Board's consideration

Possible changes in the Rules of Practice for Formal Hearings.

Governor Vardaman then suggested the possibility that the

applicants in the First New York Corporation case might ask for

additional oral argument in view of the fact that the statement of

the Department of Justice had now been made a part of public record.

14 such event, he said, he would be inclined to feel that the request

"Illd hardly be denied.

Messrs. Molony and O'Connell then withdrew from the meeting.

Request for inter retation of provisions of the Internal

'1.11Z-e-L11,1,2_Code (Item No. 9). In a letter dated May 7, 1958, tax counsel

t°1* the Marshall & Ilsley Bank of Milwaukee, Wisconsin, raised the

gliestion whether, if the shareholders of that bank and other banks

echallged their shares for stock of a new bank holding company and

171°11' than 50 per cent of such stock was held by not more than five

Pel'a°115
, such company would be a "personal holding company,' within the
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purview of section 542 of the Internal Revenue Code of 1954. Copies

of the letter had been distributed to the members of the Board along

with copies of a proposed reply which would explain that the Board

is not authorized to interpret the provisions of the Internal Revenue

Code or otherwise to pass upon questions of Federal taxation. The

reply 
would also call attention to an apparent misunderstanding of the

Provisions of the Bank Holding Company Act of 1956, for the incoming

letter had referred to tithe permission created (by that Act) to

accumulate a 25 per cent reserve under section 601 of the Internal

Revenue Code."

At this meeting there were distributed copies of an alternative

Pal'agraph of the proposed reply which would deal in somewhat more

detail 
with the aforementioned apparent misunderstanding.

Following comments by Mr. Hexter regarding the circumstances,

including a conference between Governor Robertson and the President of

the Marshall & Ilsley Bank, which apparently led to the inquiry, the

Illernhers of the Board indicated that they favored a reply incorporating

the alternative paragraph distributed at this meeting. Accordingly,

"animous approval was given to a letter in the form attached as

Defense planning program. At the meeting of the Board on

MaY 19, 1958, consideration was given to a memorandum proposed to be

sent to the Federal Reserve Banks, for use in discussion with "agent"
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banks, regarding credit to be given for uncollectible cash items in

the event of an emergency due to enemy attack. Subsequently,

Mr. Leonard prepared a memorandum under date of May 19 reviewing the

background of the proposed statement. This memorandum, which had

been distributed to the Board, pointed out that the use of agent banks

had been part of the emergency planning program for several years,

that the plan for granting credit for uncollectible cash items was

Pl'esented in the report of the Special Committee on Emergency Operations

dated January 28, 1957, which was approved by the Conference of

Presidents the following day, and that the report was thereafter

accepted by the Board as a basis of defense planning. The Reserve

Batiks were now ready to undertake discussions with the proposed

agent banks but did not feel that they should do so until they were in

Position to tell them about the plan for granting credit on

Uncollectible checks.

In a discussion of the matter, Governor Mills said that

although he disagreed, for reasons he had stated on other occasions,

'with the defense planning approach embodied in the program for granting

credit on uncollectible checks, the sending of the memorandum to the

ederal Reserve Banks would be in line with the position previously

taken by a majority of the Board.

Accordingly, it was agreed that the memorandum, after being

cleared with the Treasury Department and the Office of Defense
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11°h11ization, would be sent to the Federal Reserve Banks as a basis

for discussion with the proposed agent banks.

At this point Messrs. Johnson, Director, and Sprecher,

Assistant Director, Division of Personnel Administration, entered the

1'°m, along with Mr. Wood, Economist, Division of Research and

St
atistics.

Report on S. 3781 (Item No. 10). In supplementation of

testimony given by Chairman hartin before the Subcommittee on Housing

°f the Senate Banking and Currency Committee on may 13, 1958, the

Committee had requested a report on S. 3781, a bill to extend and

4rnend the laws relating to urban renewal and low-rent housing. A

Memorandum from Mr. Young dated May 20, 1958, summarizing the provisions

c)f the bill and submitting a suggested report had been distributed to

the members of the Board before this meeting.

In testifying on May 13, Chairman Martin had stated, in response

to 
questions, that his attitude was one of enthusiasm toward the urban

ede velopment and renewal program. Asked whether he was concerned

about any inflationary impact, Chairman Martin had stated that he

th°ught it depended on the way the program was handled. In line with

thi8 comment, the proposed letter report would raise the question

Whether S. 3781 would leave the Federal Government with enough

flexibility to adjust the rate of expenditures under the program so as

t° contribute to the over-all goal of economic stability.
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In discussion some of the members of the Board expressed

concern about the scope and trend of programs in the housing area,

including the magnitude of liabilities and commitments of the Federal

Government under such programs.

With respect to these comments, Chairman Martin pointed out

that it is difficult to take a position of opposition in principle

to urban redevelopment and slum clearance programs but that there

lrlaY be reservations from the standpoint of haw such programs are

adllii •
nistered. With respect to Government expenditures and commitments

in the field of housing, he pointed out that the question of relative

evaluation is involved and that one must consider whether views should

be expressed on expenditures in the housing area any more freely than,

t°1' example, on expenditures under defense or agricultural programs

of the Federal Government. He suggested that, of the various programs

in the housing area, one involving urban redevelopment and slum

arance might be the least desirable about which to express concern.

It was then suggested that the draft of letter report on

ele

S. 
(0 
1,0
-J1 be amended so as to state that the question whether the bill

1°111d provide enough flexibility for adjustment of the rate of

'Ic.Plenditures to contribute to the aver-all goal of economic stability

Vas
cne important question which the Board would like to raise, rather

t'
4.211 the only question.
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Agreement having been expressed with the suggested change,

unanimous approval was given to the letter to the Chairman of the

Senate Banking and Currency Committee of which a copy is attached as

Item with the understanding that a copy would be sent to the

eau of the Budget as a matter of information.

Messrs. Thomas and Wood then withdrew from the meeting.

Euposed additional benefits for Reserve Bank retirees. At

the meeting of the Board and the Presidents of the Federal Reserve

Batiks in June 1957, the Presidents recommended providing a post-

l'etirement death benefit in the amount of $1,000 for all Reserve Bank

retirees who effect regular service retirement at age 65 and for those

effecting special service retirement at age 60 or over with 25 years

0? more of service. It was proposed that the benefit be provided

°Iltside the Retirement System because of tax considerations. At that

time 
the Presidents also proposed providing hospital surgical-medical

easierege for retired employees and their families, with the understanding

that the Reserve Banks would pay two-thirds of the cost of such coverage.

caverage would be provided for employees effecting regular service

l'et
irement at age 65 or special service retirement after age 60 and 25

Yea" of service. It would also extend to cases involving retirement

°11 disability.

The foregoing proposals were summarized and analyzed in

illemcranda from the Division of Personnel Administration dated May 15,

19") which had been distributed to the members of the Board. In
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the se memoranda, attention was called to the cost involved in the

re 
sPective proposals. Although each of the recommendations was

considered to have value in itself as an addition to the package of

fringe benefits provided for employees, relatively speaking a

c°ntinued sharing of the cost of the hospital surgical medical

Program was regarded as more important to the retiring employee than

the 
death benefit. It was pointed out that if the Board concurred in

Pl'inciple with either or both of the proposals, the Presidents'

e(Interenc e presumably would be asked to supply more specific information

and recommendations.

At the request of the Board Mr. Sprecher reviewed the two

Proposed fringe benefits, which had emanated from the study of the

Federal Reserve Retirement System by Industrial Relations Counselors

8"vice, Inc. However, for reasons which he stated the proposals did

riot
conform entirely to the recommendations of the counseling firm.

Mr.
Sprecher also brought out that the proposed post-retirement death

behm0.,
was substantially the same as a proposal which was rejected

bY th.-, Board in 1953, but that since then a post-retirement death

behm0,
-'41t had been made available to employees of the Federal Government

4- the Federal Employees Group Life Insurance Plan. In principle,

he
'4411 the Division of Personnel Administration endorsed both of the

PrOno.„
.4-LS, but it recognized the cost problem involved. If a choice
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had to be made, the Division would feel that the proposal with respect

to hospital surgical-medical coverage was more deserving of favorable

consideration.

In a discussion which followed, Governor Vardaman said that he

would have to vote against both of the proposals because of his

fundamental objections to the Federal Reserve Retirement System as

such. He continued to feel that Federal Reserve employees should be

bl'ought under the Civil Service Retirement System although, on the

Other hand, he felt that freedom of recruitment should be maintained.

Governor Szymczak inquired concerning comparable benefits

al'ailable to employees of the Board, and the replies indicated that

the availability of the Federal Employees Group Life Insurance Plan,

ih which approximately 85 per cent of the Board's employees are enrolled,

Substantially eliminated the question of providing an additional post-

retirement benefit for that group. It was also indicated that the

Umber of Board employees who had chosen to retain their coverage

4ncler the Connecticut General Life Insurance policy was being gradually

l'ecilloed. Mr. Johnson stated that exploration was continuing with

rep.
.°.rd to the possibility of extending major medical insurance to

retired employees of the Board.

Governor Szymczak then stated that he would be inclined to

411°Ii both of the proposals of the Presidents' Conference.
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Governor Robertson said that although these proposals stemmed

Iran the study by Industrial Relations Counselors Service, they were

not submitted until later for the apparent reason that to have included

them in the package at the time might have prejudiced the whole program

of increased retirement benefits. He questioned the desirability of

proceeding in that manner. Continuing, he said that he had two serious

questions with regard to the death benefit proposal, the first being

that it would provide a death benefit for those employees retiring after

the effective date of its adoption but not for employees who had retired

Prior to that date. In addition, the recommendation contemplated pro-

viding the death benefit outside of the Retirement System, and he did

riot consider it desirable to begin that practice. He did not have the

8"Wae objections to the proposal for extending the group hospital sur-

gical-medical program.

Governor Mills said that he would postpone the death benefit

11/110Posa1 but that he would favor the hospitalization program, with the

l'eservation that thought should be given to that part of the proposal

which contemplated extending the benefit to the families of retired

en1P1oYees. It was his present thinking that the benefit should not go

heYond the retired employee himself.

Governor Shepardson indicated that he had reservations similar

to those expressed by Governor Robertson and that he questioned the

adllisability of moving ahead on additional fringe benefits so quickly
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after last year's action to increase the retirement benefits of

Federal Reserve Bank employees. As to the specific proposals now

before the Board, he would defer any action on the death benefit and

telt that, if any favorable action were taken, it should be on the

h°aPitalization program.

Governor Balderston said that he would favor further study of

the hospitalization program. However, he would defer any definite

action until specific proposals could be presented. He would not want

to go into the death benefit program at this time.

Chairman Martin said that personally he favored both of the

Proposals in principle. However, the views expressed at this meeting

illdicated that the majority of the Board did not look with favor on the

death benefit recommendation. In the circumstances, it would appear

appropriate to so advise the Presidents' Conference, stating that the

la°ard concurred in principle with the proposal to absorb a portion of

the cost of hospital surgical-medical coverage for retirees, and to ask

the Conference to submit definite recommendations regarding that proposal.

Governor Szymczak then proposed suggesting to the Chairman of

the Presidents' Conference that more specific recommendations for effect-

44.—
'Auls recommendation be prepared for discussion at a joint meeting of

the Presidents' Conference and the Board.

It was thereupon agreed that a letter to the Chairman of the

P'1"esidents' Conference reflecting the consensus of the meeting wolild be

PrePared.
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Construction of curreng vault (Item No. 11). The Bureau of

the Budget had requested the Board's views on a draft bill submitted

hY the Treasury Department "To authorize the transfer to the jurisdic-

tion of the Secretary of the Treasury of portions of the property within

the Fort Riley Military Reservation, Fort Riley, Kansas, for the

construction thereon of certain buildings, and for other purposes." As

exPlained in a memorandum from Messrs. Leonard and Hexter dated May 20,

1958, which had been distributed to the members of the Board, the

Prop 05 bill was the result of a suggestion made to the Treasury by the

Board in July 1955. Thereafter, in cooperation with the Department of

Defense, representatives of the Board, the Treasury, and General Services

Aclministration had inspected two sites, of which Fort Riley appeared to

be the more suitable location for the proposed currency vault. The draft

b 
it was pointed out, followed to a considerable extent a draft

Prepared by the Board's Legal Division in 1956. It would permit the use

f the vault for Treasury currency and United States Government securities

Well as Federal Reserve notes, the Treasury Department would operate

the
establishment, and the Secretary of the Treasury would be authorized

t° return the premises to the Department of Defense whenever they were

4° 1°nger needed as a depository. The nature of the vault building and

tt8 cost (not to exceed *1,500,000) would be decided by the Secretary of

the Treasury, the building would be constructed through the General

Sel'4'iccs Administration, and the cost of construction would be paid by
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the Federal Reserve Banks in proportions to be prescribed by the Board

or Governors. While the bill contained no reference to the costs of

oPerating the vault, the memorandum from Messrs. Leonard and Hexter

expressed the belief that such costs pertaining to the storage of

Federal Reserve notes would be chargeable to the Federal Reserve Banks

under the provisions of section 16 of the Federal Reserve Act. The

costs attributable to the storage of Treasury currency apparently would

be relatively small, and it was suggested that they could either be

absorbed as incidental costs or prorated. Submitted with the memorandum

lIns a draft of letter to the Budget Bureau which would urge enactment of

the 
proposed bill.

At the request of the Board, Mr. Leonard commented on various

aspects of the proposed legislation following which Governor Vardaman

inquired whether it would not be an inadvisable precedent to use Federal

Reserve funds for construction of a building to which the System would

Ilot hold title.

In response, 11r. Leonard summarized the statutory provisions

rel. •
atIng to the cost of printing and issuing Federal Reserve notes. He

418° said that Changesin the vault at the Bureau of Engraving and Print-

in which Federal Reserve notes are handled had been made in the past

at the
expense of the Federal Reserve System.

141% Hexter explained that despite legal complications the

e°flelusion had been reached that a basis could be established for a
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1°ng-term lease arrangement with the Department of Defense. The use

Of Federal Reserve funds under the contemplated arrangements, he said,

appeared to be an appropriate extension of the principle involved in

Payment by the Federal Reserve Banks of expenses incident to the issuance

Of Federal Reserve notes.

There followed a discussion of the degree of protection which

Would be provided by the currency vault and of alternative methods of

construction. In this connection, Governor Robertson said he had become

Inual more firm in his views regarding the essentiality of maintaining an

eniergenqY supply of currency outside of the primary target areas.

Question then was raised whether the funds for construction of

the vault would be paid to the Treasury or to General Services Adminis-

tration, and the answer was given that presumably the funds would be

Paid to the Treasury, which would contract for the construction of the

74114 and bill the cost to the Federal Reserve System. Governor Vardaman

I •
Ildicated that the handling of the item as, in effect, a reimbursable

41Pense would help to meet the question which he had raised earlier.

Thereupon, unanimous approval was given to the letter to the

Bare 
au of the Budget of which a copy is attached as Item No. U.

Messrs. Leonard and Hexter then withdrew from the meeting.

.§pecial directors (Item No. 12). There had been sent to the

nienibera of the Board copies of a draft of letter to the Presidents of

all Federa1 Reserve Banks regarding the growing practice of appointing
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special directors of commercial banks, either as honorary directors or

members of branch advisory boards. The purpose of the proposed letter

was to request that certain specified information be shown hereafter in

lielports of examination of State member banks. In addition, the Presidents

would be asked for their views regarding the practice of appointing

sPecial directors.

After commenting upon the growth of the practice, along with

the distinctions between special directors and regularly elected directors,

Mr. Masters brought out that branch advisory boards, in particular, may

serve a useful purpose in affording the benefit of guidance at the local

le7el. 'While, therefore, it would be difficult to discourage the practice

entirclY, it seemed desirable that reports of examination set forth the

facts clearly. He added that both the Comptroller of the Currency and

the Federal Deposit Insurance Corporation intended to obtain comparable

irlformation.

Governor Robertson said that the proposed letter grew out of a

ecent meeting of the Standing Interagency Committee on Bank Supervisory

Itatters at which the situation in respect to special directors was dis-

liseed and it became clear that there was not too much information

4vailable about this whole area. Therefore, it was suggested that all 

suPei'visory agencies, both Federal and State, undertake to obtain

4 proPriate information.

Thereupon, unanimous approval was given to the letter to the

Federal-- Reserve Banks of which a copy is attached as Item No. 12.
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Federal Open Market Committee policy record. At a recent meeting

of the Federal Open Market Committee, agreement was reached on a procedure

whereby entries for the policy record of the Committee would be prepared

tor tentative approval on a current basis, subject to final review and

aPProval by the Board at the end of the calendar year. Accordingly, there

had been distributed to the members of the Board copies of a memorandum

fr°111 Mr. Riefler, as Secretary of the Open Market Committee, dated May 20,

1958) submitting drafts of entries covering actions taken at the meetings

Of the Committee on March 25 and April 15, 1958. These drafts incorporated

Certain comments and suggestions which had been received from members of

the n
LAummittee and the other Reserve Bank Presidents following circulation

°t Preliminary drafts. The one remaining question of substance was

whether reference should be made in the open market policy record to

disc
Ilbliions at Committee meetings with regard to the discount rate and

l'eserve requirements. This question had been raised by Governors

Balde 
rston and Robertson upon review of the preliminary drafts and the

entries sUbmitted to the Board with Mr. Riefler's memorandum contained

Porti_
-̀ vas enclosed in brackets which might be eliminated if the conclusion

was
reached that reference should not be made therein to the discount

rat anI reserve requirements.

After comments by Mr. Riefler concerning the proposed entries,

Gave,.
4nor Robertson expressed the opinion that the inclusion of those parts

°Is the 
entries enclosed in brackets would tend to give the appearance that
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decisions on the discount rate and reserve requirements are made at

meetings of the Federal Open Market Committee. This, he felt, might

discourage the Reserve Bank directors from assuming responsibility with

regard to discount rate action at their respective Banks. While he

agreed that the use of other Federal Reserve policy instruments tied in

Closely with consideration of open market policies and that they should

Properly be discussed at meetings of the Committee, he did not feel that

such discussions ought to be reflected in the record of open market

Policy actions.

Governor Balderston expressed the view that the organizational

etructure of the Federal Reserve System should be recognized in the

P°IjoY record. He suggested that the Presidents not serving on the Open

Ilarket Committee attend those meetings to contribute information and

adIriee and to keep themselves informed, but that the use of the Committee

leetins as a clearing house should not obscure statutory responsibilities.

Therefore, he would be inclined to concur in the approach suggested by

Gcvernor Robertson.

Other members of the Board expressed somewhat different views,

be
nning with Governor Vardaman who suggested that a complete record of

the considerations entering into the formulation of open market policy

'11()1ld be made available through the Committee's policy record. Governor

SzIllezak expressed the view that the approach to the policy record must

be realistic, and that it was not realistic to attempt to divide the
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P°1icy actions of the System in separate compartments. Accordingly, he

felt that the treatment in the policy record should be such as to

recognize the situation which actually prevailed. Governor Mills

indicated that he would be inclined to accept the policy record entries

as written, although he went on to say that personally- his principal

concern was with the accuracy of the entries. Chairman Martin stated

that in his opinion the policy record should try to present the items

covered therein from a System point of view and that therefore he would

be inclined to leave in the open market policy record the references to

the discount rate and reserve requirements. Governor Shepardson said

that, although he recognized the legal principle involved, he placed

ellPhasis on the role of the Federal Reserve Bank directors in contribut-

ing to a public understanding of System policies and programs. For this

l'ea3011, he would not place as much weight as Governor Robertson upon the

ractors which the latter had mentioned.

There followed a full discussion of the manner of preparing the

°Pen market policy record during which certain possible compromise solu-

ti°ns were suggested. The statement also was made that an alternative

14°111d be to include in the Board's Annual Report a type of policy record

'which would tend to merge the actions taken during the year by the Board

1.1°1 by the Open Market Committee so as to provide a comprehensive and

14tegrated record of Federal Reserve policy actions during the year.

The discussion concluded without any final agreement having been

l'eached on the question which has been raised regarding the policy record
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entries and it was understood that the matter would have further

consideration at a later meeting.

Statement submitted by Mr. Lawrence (Item No. 13). In an undated

c°ftlunication addressed to the Board of Governors, Mr. Frank D. Lawrence,

President of the American National Bank, Portsmouth, Virginia, presented

certain views with respect to provisions of the pending Financial

Institutions Act, particularly the question of cumulative voting, and

also discussed matters such as the inclusion of vault cash in member

batik required reserves. Mr. Lawrence had previously asked Chairman

Martin for an opportunity to appear before the Board to discuss these

'natters, and Chairman Martin in turn had asked Mr. Lawrence to prepare

4 statement of his views. Copies of the communication from Mx. Lawrence

had been distributed to the members of the Board along with a proposed

l'e'AY which would deal with his various comments and state that nothing
tUrtt.her could be gained from a personal appearance before the Board.

Chairman Martin explained that the submission of a statement

had been suggested after correspondence with Mr. Lawrence in which the

latter inferred that the Chairman was attempting to keep him from the

other members of the Board.

Agreement was expressed that no purpose would be accomplished

bY ar
ranging for Mr. Lawrence to meet with the Board. Moreover, it

1418 suggested that a less detailed response to Mr. Lawrence's statement

740111_a
--Lot be adequate for the purpose. Accordingly, it was agreed unanimously
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that a brief response in the nature of an acknowledgment would. be sent

in form satisfactory to Chairman Martin.

Secretary's Note: A copy of the letter sent to

Mr. Lawrence pursuant to the foregoing action is

attached as Item  No. 13.

Additional items circulated or distributed to the Board. The

following additional items, which had been circulated or distributed

to the members of the Board and copies of which are attached to these

11d-flutes under the respective item numbers indicated, were approved 

u
nanimously:

Item No. 

Letter to the Federal Teserve Bank of Minneapolis 14
"Proving the payment of salaries to H. G.
.iceonnell as Vice President and Secretary and
naurice H. Strothman, Jr., as Vice President,
'c'unsel, and Assistant Secretary at the

l'esPective rates fixed by the Board of Directors

Letter 15to the Federal Reserve Bank of San Francisco
aPProving the payment of salaries to A. B. Merritt

Vice President and D. M. Davenport as Assistant
panaEer (Portland Branch) at the respective rates
4ix ed by the Board of Directors.

Letter to the Commonwealth Bank of Australia
;egarding possible participation by Mr. Roland I.
,Vpinson in the central banking course being
'alined for this fall.

Margin account panel. On the basis of a memorandum from Mr.

Y°Ung dated May 21, 1958, which had been distributed to the members of

the Board, there was a brief preliminary discussion of the possibility

16
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suggested therein that the Board might wish to make a contribution to

the New York Stock Exchange looking toward the maintenance of the

margin account panel, a quarterly survey providing data with respect

to activity in a sample of margin accounts. This preliminary discus-

sion indicated that the consensus of the Board was against making any

contribution to the Stock Exchange for this purpose. However, it was

understood that the subject would be considered further at the meeting

Of the Board tomorrow.

The meeting then adjourned.

Secretary's Notes: Pursuant to the recommendation
contained in a memorandum dated May 15, 1958, from
Mr. Conkling, Assistant Director, Division of Bank
Operations, Governor Shepardson approved on behalf
of the Board on May 16, 1958, the termination of the
temporary appointment of Evelyn Patricia Walsh,
Statistical Clerk in that Division, effective May 16,
1958.

Governor Shepardson also approved on behalf of the
Board adoption of the following policy with respect
to excusing employees for the purpose of voting, as
recommended in a memorandum from the Division of
Personnel Administration dated May 14, 1958, with
the understanding that the approved policy would be
included in the Board's Leave Regulations when they
are revised:

As a general rule, where the polls are not open
at least three hours either before or after an
employee's regular hours of work he may be granted
an amount of excused leave which will permit him
to report for work three hours after the polls
open or leave work three hours before the polls
close, whichever requires the lesser amount of
time off.

'14:41*' 4itaro-

r
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
Farmers Bank of Egypt,
kip, Pennsylvania.

Gentlemen:

Item No. 1

5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 22, 1958

Pursuant to your request submitted through the Federal
Reserve Bank of Philadelphia, the Board of Governors hereby gives
its written consent, under the provisions of section 18(c) of
the Federal Deposit Insurance Act, to the merger of the Schnecksville
State Bank, Schnecksville, Pennsylvania, and the Farmers' Bank of
EOpt, Egypt, Pennsylvania, under the charter of the latter, and
aPproves the establishment of a branch by the merged institution

Schnecksville, Pennsylvania, provided (1) the proposed merger
;Is effected substantially in accordance with the Joint Plan of
flerger dated April 15, 1958, (2) formal approval is given by
the State authorities, (3) shares of dissenting stockholders
Ilhich may be acquired by the continuin bank, are disposed of
Within six months of acquisition, and (4) the proposed merger
and establishment of the branch are effected within six months
from the date of this letter.

It is understood that the title of the continuing bank
14il1 be Egypt Schnecksville Bank.

Very truly yours,

(Signed) S. R. Carpenter

L. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,The 
Union Bank of Wildwood, N. J.)

11:04rood„ New jersey.

evantaemen:

Item No. 2
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 22, 1958

Re S Pursuant to your request submitted through the Federal
peerve Bank of Philadelphia, the Board of Governors of the
at !rel. Reserve System approves the establishment of a branch
t :he present location of Wildwood Trust Company, Wildwood,
"Jersey, by The Union Bank of Wildwood, provided,

the merger of Wildwood Trust Company with and
into The Union Bank of Wildwood is effected
substantially in accordance with the agreement
between the parties dated April 17, 1958,

shares of dissenting stockholders of the con-
Etituent corporations which may be acquired
are disposed of within six months from acquisi-
tion, and

the establishment of the branch is effected
within six months from the date of this letter.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Board of Directors,
Tobacco Exchange Bank,
Edgerton, Wisconsin.

Gentlemen:

WASHINGTON 25. D. C.

Item No. 3
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 22, 1958

The Federal Reserve Bank of Chicago has forwarded to
the Board of Governors your letter of April 30, 1958, and the
?companying resolution signifying your intention to withdraw
'rcm membership in the Federal Reserve System and requesting
waiver of the six months' notice of such withdrawal.

In accordance with your request, the Board of Governors
waives the requirement of six months' notice of withdrawal. Upon
!urrender, to the Federal Reserve Bank of Chicago, of the Federal
Iteserve Bank stock issued to your institution such stock will be
cancelled and appropriate refund will be made thereon. Under the
Pr°visions of section 10(c) of the Board's Regulation H, as

ITlended effective September 1, 1952, your institution may ac—
"molish termination of its membership at any time within eight
months from the date the notice of intention to withdraw from
membership was given.

It is requested that the certificate of membership be
Sq nt to the Federal Reserve Bank of Chicago.

As the Federal Reserve Bank of Chicarro has Previously
4d vj-sed, if your bank is desirous of continlinfl deposit insurance
ter withdrawal from membership in the Federal Reserve System it

;111 be necessary that anplioation be made to the Federal Deposit
'nsurance Corporation.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS OF THE FEDERA,L RESERVE SYSTEM

honorable Jesse P. ITolcott

(c) 1,Jana,emcnt is not satisfactory because active
ofricers are exoerienced only in industrial banking and
none of the nonofricer directors have had any commercial
banking background.

Corocnt: president Collie is experienced not only
in industrial lending but also had 25 years experience
in a local national bank, and for that reason it is
believed that the transition from operating an industrial
loan corporation to operating this comnercial bank will
not be too difficult. According to our (=miner he
appears to have sound banking views. Director Push D.
BroT.Tder, executive vice president of Dan giver nlls, Inc.,
has substantial financial means, is perhaps the most
influential mcmbcr of the board and is reoorted as taking
an active interest in the bank. He has had experience
as a oirector of another local bank. All of the directors
were checked though Dun and Bradstreet regarding
character and standing and all were favorably reported.

(d) A considerable portion or the assets of the
industrial loan corporation are not considered to be
acceptable.

ComAcnt: Since the July 1957, examination all of
be r-e-o7,aroillents of the State, Rank Comdssivner have

h,,en met and the disallowed loans have been collected
or put in such condition as to meet his nnoroval. The
exami.i,ntion by tle Federal leserve Bank as of March 17,
1958, discloses a generally satisfactory condition with
i)13,h00 in substandard assets, no doubtful assets and
estimated losses of A6,400 which are to be eliminated.
LOPILS specially mentioned totaled :)12,500, and capital
Ilas regarded as adequate.

tiL L

apnlication for memborshio in the Federal Reserve r1y'.:tem
O1(1 he aonroved. However, before takinr final action on the

ntion, the Board of Governors would like to be advised as to
,111! ['actors or circumstances to wiloin you feel snecial consideration
"Mid br ViVPn.

On the basis of all available information, it would appear

Very truly yours,

(Signed) S. R. Carpenter

a. Carnenfer,
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Dear Sir:

Item No, 5
5/22/58

ADDRESS OrrICIAL CORRESPONDENCE

TO THE. BOARD

May 22, 1958

Reference is made to the weekly and semimonthly reportsOf
( 1110er bank borrowings being submitted on Forms F.R. 527(a), (b),
le,;,! and (d) in accordance with the Board's letter of January 30,
(P.R.L.S. #3949.4)•

at ar For several months member bank borrowings have been running
01, elatively low level, and the need for obtaining these reports
tilember bank borrowings has been reviewed. After the reports for
lelast reserve computation periods preceding the date of this
A1147r have been submitted, these reports may be discontinued until
erer notice. The Plameographed statements, "Boreowlags from Fed-
weekiReserve Banks by Central Reserve and Reserve City Member Banks -
Pecle°mPutation period ended . ." (L.5.3) and "Borrowings from
tion-a-1- Reserve Banks by Country Member Banks - Semi-monthly computa-
talli:Period ended . . ." (L.5.4), copies of which are sent to your

Will, of course, also be discontinued.

°•I totSince the reports will probably be reinstated when analysis
°t in al member bank borrowings again becomes important for purposes
to ),r1:letary and credit policy, it is suggested that the facilities
stitr Preparation be maintained on a standby basis so that their

usion can be conveniently resumed on short not5oe.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.

PRESIDENTS OF ALL FEDERAL RESEaVE BANES
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, O. C.

1:1-1e. Honorable I. C. Rasmussen,
'°4flissioner of Banks,

of Ainnesota,
2°9 State Office Building,St. Paul 1, Minnesota.

Dlar Mr. Rasmussen:

Item No. 6
5/22/58

ApoRE:is, orriciAL CORRESPONDENCE

TO THE: BOARD

174r 231 1958

Of An,. 
Thank you for your comprehensive and thoughtful letter

solerL11 23, 1958, replying to the Board's letter regarding the
ha.v7, of debentures by the Fidelity State Dank. We are glad to
col,- Your vi.ws on this difficult question, and we realize, of
a , that there are often special circumstances affecting the
'OLication of a general principle.

We are taking the liberty of forwarding a copy of your
to the Federal Reserve Bank of Minneapolis for its informa-

fac,' The Reserve Bank is being advised that, on the basis of the
L8 

(11-1e3tio 
Pres(znted
' 

the Board is of the opinion that the debentures in
are not deposits within the meaning of Regulatton D and

ation but that, in view of the possibility that the public
be f lad into considering the debentures as equivalent to

t4r-V-ts, th Board would wish to reconsider the matter if it should
that in this or any similar ease debentures of this kind are

utilize,' in practice as a means of evading the purposes of the
ahd the Board's re,i;ulations.

Very truly you

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS

1604

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

'x. H. G. McConnell, Vice President,
Federal Reserve Bank of Minneapolis,
Ith'ineapolis 2, Minnesota.

Dear Mr. McConnell:

Item No. 7
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 23, 1958

Enclosed is a copy of Yr. Hasmussen's letter replying to
the Board's letter regarding sale of debentures by the Fidelity

State Bank. There is also enclosed a copy of the Board's reply to
*. Rasmussen.

While the Board believes, as you know, that the sale of
debentures is not a desirable means of augmenting bank capital, it

appears that Er. Rasmussen has given the matter careful and thought.-

consideration.

With respect to the original question whether these
debentures are deposits within the meaning of Regulation D and

l egulation Q, the Board is of the opinion that, on the basis of the

zacts presented, such debentures are not deposits for the purposes
°f those regulations; but, in view of the possibility that the public

Tight be misled into considering the debentures as equivalent to

!,lePosits, the Board would wish to reconsider the matter if it should

rvelep that in this or any similar case debentures of this kind are

.;?ing utilized in practice as a means of evading the purposes of the

4.aw and the Board's regulations.

Very truly yours,

(Signed) S. R. Carpenter

S. H. Carpenter,
Secretary.

Enclosures
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UNITED STATES OF AMERICA

Item No,
BEFORE THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 5/22/58

rib

In the Matter of the Applications of

FIRST NEW YORK CORPORATION,

THE FIRST NATIONAL CITY BANK OF NEW YORK,
and

INTERNATIONAL BANKING CORPORATION

for prior approval of action to become
bank holding companies under Section 3
of the Bank Holding Company Act of 1956

DOCKET NUMBERS

BHC - 1
BHC - 2
BUG - 3

ORDER ACCEPTING FOR FILING AND MAKING PART OF
PUBLIC RECORD STATEMENT OF DEPARTMENT OF JUSTICE

This matter coming on this day for consideration on

the request of the Department of Justice that the Board accept

tcl" filing and make a part of the public record of this proceed-

ing a "Statement of the Department of Justice" containing that

Department's views regarding the applications under consideration,

it is ORDERED

1. That in view of the related responsibility of

the Department of Justice as to the subject treated in its

Statement, said Statement of the Department of Justice is

accepted and will be filed in this proceeding and is made a

1141t of the public record thereof,

2, That service of said Statement shall be made by

the Secretary of the Board on all parties in accordance with

the Board's Rules of Practice for Formal Hearings.
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3. That parties to this proceeding shall have

10 days after receipt of said Statement within which to file

a reply statement or brief in the manner prescribed by the

Board's Rules of Practice for Formal Hearings.

This 22nd day of May 1958.

By order of the Board of Governors.

,r

(SEAL)

Washington, D.
May 221 1958

t f 
-S. RA Carpenter,

Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Richard R. Teschner, Esq.,
Herriott & Clemons,

411 East Mason Street,
Mllwaukee 2, Wisconsin.

Dear Mr. Teschner:

Item No. 9
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 22: 1958

Your letter of May 7 to Mr. Hackley presents the question

pether, if the shareholders of the Marshall & Ilsley Bank of
'alwaukee and several other banks exchanged their bank shares for
:t°c1c of a new hank holding company and more than 50 per cent of such
„t2ek was held by not more than five persons, such company would be
7;' "personal holding company" within the purview of section 542 of the
'flternal Revenue Code of 1954.

The Board of Governors is not authorized to interpret the
Provisions of the Internal Revenue Code or otherwise to pass upon
Tlestions of Federal taxation. Accordingly, the Board cannot assist
Jt1°,1)- in determining whether such a holding company would come within
._1,te definition of "personal holding company" in section 542(a) or
:lether any exception prescribed in section 542(c) of the Code or
n'leewhere would be applicable. As you are aware, questions of this
Te*!:ure ordinanily are dealt with by the Tax Rulings Division of the
'Ilernal Revenue Service.

Roid• Your letter speaks of "the permission created by the Bank
lng Company Act of 1956, to accumulate a 25% reserve under

;nrtion 601 of the Internal Revenue Code...." In order to avoid
or understane.ing, it is mentioned that the Bank Holding Company Act
of 1956 contains no provisions relating to this subject; section 601
litar he Internal Revenue Code refers to the reserve of readily
in "table assets which a "holding company affiliate", as defined
estseotion 2(c) of the Banking Act of 1933 (12 U.S.C. 221a), must
se Vaish and maintain, in specified circumstances, pursuant to sub-

(b) and (c) of R.S. 5144 (12 u.s.c. 61). Attention is
ti;rected also to the fact that, under subsection (e) of section 5144,
wh? amount  of the reserve required with respect to bank stocks as to

there is no statutory liability imposed upon the holders, is
th,Per cent of the aggregate par value of such stocks controlled by

Oldjjjy company affiliate, rather than the 25 per cent reserve
" u-,oribed by subsection ( b) of section 51)di.

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WAS H IN GTO N

Item No. 10
5/22/58

OFFICE OF THE CHAIRMAN

May 22, 1958

The Honorable J. W. Fulbright,
C
hairman,

Corlmitteo on i3ankinu and Currency,
Yflited States Senate,
Washington 25, D. C.

Dear Senator Fulbright:

This is in reply to your request of Nay 13 for the Board's

W8 on the bill S. 37811 now before the Committee on Banking and

renoy of the Senate. The purpose of the bill is "To amend the

'41is relating to urban renewal and low-rent housing."

u
In appearance before the Subcommittee on Housing of the

-L4_e Banking and Currency Committee on May 13, I expressed the

:nterest of the Board of Governors in the urban renewal program. In

:!Ponse to Senator Clark's question whether we are concerned 
about

inflationary impact, I replied that "it depends on the way it
 is

handled."

One important question the Board would like to raise con-
cern•
-1rT S. 3781 is whether it will leave the Federal Government

 with

-"otTh flexibility to adjust the rate of expenditures under the

Vc3 ram so as to contribute to the over-all goal of economic st
ability.

J1 realize that localities need the assurance of financial support
se”. is provided by the authoriw extended to the Administrat

or by

f"(440n 1C1(b) to reserve capital grants to be contracted for in the

lure. The first feu years under such a program are likely to be

Cely years of preparation. We should hope that when the plans are

for execution there will be an opportunity to examine the

ge7unt and timing of the work to be done and to take account of the

wnhomic conditions then prevailing. To have execution of such a

v'th-vhile program operate as an unstabilizing element in the econom
y

11d be unfortunate.

Sincerely- yours,

(Signed) Wm. McC. Martin, Jr.

EcC. Martin, Jr.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

lir. Phillip S. Hughes,
Acting Assistant Director
for Legislative Reference,

zureau of the Budget,
Washington 25, D. C.

near Er. Hughes:

Item No. 11
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

Nay 22, 1958

This is in response to your Legislative Referral
iiorandum of April 24, 1958, requesting the Board's views with

ft sPect to a draft bill, submitted by the Treasury Department,
o'f-0 authorize the transfer to the jurisdiction of the Secretary
41the Treasury of portions of the property within the Fort

ey eit:u litary Reservation, Yort Riley, Kansas, for the con-
ruction thereon of certain buildings, and for other purposes."

led The Board of Governors participated in the study that

r
to the submission of this proposal by the Treasury Department,
in the opinion of the Board the proposal presents a practical

fara.ria•ement for providing necessary and well-located additional
pocall;ities for storage of emergency supplies of currency. The
therci also considers appropriate the provision of the bill that
13 cost of construction shall be paid by the Federal Reserveanks.

bill. The Board of Governors urges enactment of the proposed

Very truly yours,

(Signed) S. R. Carpenter

Li. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Item No. 12
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE 00AF70

22, 1958

tear sir:

#33*)N In the BoardIs letter of April 71 1955 (S.1561; FOR.L.S0
It was sugg,ested that members of advisory boards and honor-

iy directors should be clearly distinguished from elected directors
Published statements and advertising of banks. This letter also

Zlik,ated that "to indicate that the status of (elected) directors is
tee same as that of members of advisory boards or persons serving

ari honorary capacity would appear to misrepresent the facts"

111.1C'ec.4— 
The appointment of special directors, either as honorary

',ors or members of branch advisory boards, is on the increase0
to 

ua
probable that branch advisory boards serve a useful purpose
nke, but there would appear to be less justification for the

wrselointment of honorary directors. There is a question of policy
4"rher it is sound practice to use the word "director" as part of
bil,"ierlated title for persons who do not have the legal responsi-
804-ItY and powers of a director, and there may be substantial rea-
448 to discourage the perpetuation of the practice. Accordingly,
th:°11-1-d seem desirable to obtain information as to the extent of
eiroisPPointment of special directors by banks, the kind of titles
sp'e4-4°Yed, and the duties, responsibilities, and compensation of

e'al directors of member banks*

the d. Heretofore, there has been no stated procedure regarding
lrjolosure in reports of examination of persons who are appointed

torax: honorary, advisory, or consultative capacity to boards of direc-
reot of State member banks and serve with such title e as honorary di-

director emeritus, junior director, or advisory director. In
,Iticm, no regular procedure has been followed covering the manner
tio"[Q-ch loans to such persons would be listed in reports of examine.-
slibl-1.3° For the purpose of providing the essential information on this
ot 'eet" it would be appreciated if examiners would disclose the names

Veil, such persons with pertinent information on the appropriate paces
-e re-pores.
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a 
It is suggested that all such persons appointed in honor-

%
rY$ advisory, or consultative capacities, including members of branch

/risor7 boards, be listed by appropriate captions on page 18 of the

erts of examination or, if necessary, on a supplemental page,

b uuing the information requested pertainirr, to directors of the
arac. Any

special duties or functions performed by these persons,

be 
not generally commented on elsewhere in the report, should also

4 Qieclosed on page 18 or an addendum thereto, or may be noted on
8144aemental page in the confidential section°

to Any fees, salaries, or other forms of remuneration paid

th,,L,am should be shenm on page A of the confidential section of
'report or, if necessary, on a supplemental page.

With regard to loans to persons serving in such capacities,

11.8174 seem desirable for reference and informational purposes to

such loans on page 20 of the report and to supply the informa-
thvela requested by the instructions thereon. It is suggested that

to Irt be shown 'under group (a), following the listing of indebtedness
aw he bank of directors, officers, and employees, under a scparate

appropriate caption.

Information similar to that requested above will also be
rtat. -ed by the Comptroller of the Currency in national bank exami-

„reports and mill be made available to the Board for subsequent

The Board would appreciate an eNpression of your views
"ulng the practice of appointing special directors.

Very truly yours.,

(Signed) S. R. Carpenter

S. R. Carpenter,

SecretarY0

TIIE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

MN Frank D. Lawrence, President,American National Bank,Portsmouth, Virginia.

Dear Mr, Lawrence:

Item Noo 13
5/22/58

OFFICE OF THE CHAIRMAN

May 22, 1958

This letter is an acknowledgment of the statementI'llthich you sent me recently with respect to (a) cumulative:sting and (b) inclusion of vault cash in member bank re -:!rves. I have had copies of the statement distributed to'41e other members of the Board.

As you know, the views of the Board on the first1„,4_these items were presented in testimony on the proposedit'lerloial Institutions Act. Whether that bill will be en -Acted is, of course, a matter for decision by the Congress.08 You may also know, a bill recently was introduced in the14,°11.gres8 at the Board's request, one of the provisions of1)w-eh would authorize the Board of Governors to permit memberi,41ta.. to include all or part of their vault cash holdingstheir required reserves.

In view of the above and as suggested in youreta+
-ement it does not appear that anything would be ac-Carth,01.2

-144-lahed by your appearance before the Board.

Sincerely yours,

(Signed) Wm. EbC. Martin, Jr.

McC. Martin, Jr.

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



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 14
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 22, 1958

C°14F/DE-

Mr- Frederick L. Deming, President,
Federal Reserve Bank of Minneapolis,
Minneapolis 2, Minnesota.

Dear Mr. Deming:

The Board of Governors approves payment of salaries to
the 

The
officers of the Federal Reserve Bank of Minneapolis

their new titles for the period July 1, 1958 through December 31,
t958, at the rates indicated, which are the rates for the year 1958
xed previously by your Board of Directors and approved by the
ard as reported in a letter, dated December 13, 1957, to Mr. Perrin:

Annual
Name Title Salary

II' G. McConnell Vice President and Secretary $20,500

14'41-trice H. Strothman„ Jr. Vice President, Counsel, and
Asst. Secretary $16,500

Very truly yours,

(Signed) S. R, Carpenter

S. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No, 15
5/22/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 22, 1958

CONFIDENTIAL (FR) 

Mr. H. N. Mangels, President,
Federal Reserve Bank of San Francisco,
San Francisco 201 California.

Dear Mr. Mangels:

The Board of Governors approves the payment of salaries

!0 the following officers of the Federal Reserve Bank of San

;rancisco for the period September 1, 1958 through December 31,1

9583 at the rates indicated, which are the rates fixed by your

'°ard of Directors as reported in your letter of April 30, 1958:

Annual

Name Title Salary

Head Office 

A. B. Merritt Vice President 401,000

Portland Branch

D. M. Davenport Assistant Manager
(Senior) $12,000

Very truly yours,

(Signed) S. R. Carpenter

S. R. Carpenter,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

AIR MAIL

°ear' Governor Coombs:

Item No. 16
5/22/58

OFFICE OF THE CHAIRMAN

illy 22, 1958

This is in further response to your letter of March 20with 
t),respect to the Central Banking Course you are planning for

fall.

the It now appears that Mr. Young will not be able to leave.,
Illake oUntry for an extended period at that time. However, we could
of n available Dr. Roland I. Robinson, an Adviser in our Division
".,esearch and Statistics, who has had considerable experience both

Ilak'ha System and in university teaching and who could, I am sure,
e an excellent contribution to the course.

Dr. Robinson received his Ph.D. degree from the Universityor 144
'.enlgan and was an instructor there for several years. He was
alltlecenomist at the Federal Reserve Board from 1934 to 1946, and
Niteequently served as economist for the National Association of
14ortuLI Savings Banks. In 1947 he became professor of banking at

estern University and also served as chairman of the depart-
41i1:' of economics at that institution. He is the author of two books,
41417 17anagemont of lank Funds" and "Financial Institutions," and
r1 113 articles on banking and monetary subjects. He recently
al'nesented the United States at the meeting of savings technicians

14ITed by the Conference of European Statisticians in Geneva.

If Dr. Robinson would be cceptable to you, the Board
"I be happy to make his services available.

.3.i.nceroly yours,

(Signed) Wm. 1.1bC. Martin, Jr.

Wm. 1icC. Na tin, Jr.

3
:11('''Ionorable H. C., CooAs

'''i°1'111°r1-40alth rank of AusLra1ii,
N.S.W., 

An5traii"
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