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Minutes of the Board of Governors of the Federal Reserve System

on Wednesday, November 261 1958. The Board met in the Board Room at

10:45 a.m.

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

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Riefler, Assistant to the Chairman
Mr. Thomas, Economic Adviser to the Board
Mr. Young, Director, Division of Research and

Statistics
Mr. Hackley, General Counsel
Mr. Molony, Special Assistant to the Board
Mr. Shay, Legislative Counsel
Mr. Noyes, Adviser, Division of Research and

Statistics
Mr. Nelson, Assistant Director, Division of

Examinations
Mr. Benner, Assistant Director, Division of

Examinations
Mr. Keir, Acting Chief, Government Finance Section,

Division of Research and Statistics

Brief in Old Kent case. With a memorandum from Mr. Hackley

dated November 25, 1958, there had been submitted to the Board the

following documents proposed to be filed with the United States District

Court for the District of Columbia on Friday, November 28, 1958, in

response to the suit for declaratory judgment filed by the Old Kent

Bank and Trust Company, Grand Rapids) Michigan: Motion to Dismiss or,

in the Alternative, for Summary Judgment and Winorandum of Points and

Authorities in Support of Defendants' Motion.
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Mr. Hackley's memorandum noted that the documents were subject

to final approval by the United States Attorney's Office and the

Department of Justice. It also pointed out that drafts of the motion

and of the supporting memorandum had been submitted to the Board members

for their information and comments several weeks ago.

Following a brief discussion, it was understood that the motion

and memorandum in their revised form would be filed with the Court on

November 28 if approved by the United States Attorney's Office and the

Department of Justice.

Federal funds sale as prohibited loan under Bank Holding Company

Act (Item No. 1). The Board had received yesterday a telegram from

General Counsel for the Federal Reserve Bank of San Francisco stating

that a question had been raised as to whether sales of Federal funds,

at current rate, between member bank subsidiaries of a registered bank

holding company constitute loans or extensions of credit within the

meaning of section 6(a)(4) of the Bank Holding Company Act. The telegram

had been distributed to the Board with a memorandum from Mr. Hexter,

Assistant General Counsel, suggesting a reply which would state that in

the Board's opinion a sale of Federal funds at current rate would

constitute a "loan" or "extension of credit" as those terms are used in

section 6(a)(4) of the Holding Conipany Act, that such a sale would not

be exempted by the last paragraph of section 6(a), and that such trans-

actions between bank subsidiaries of a bank holding company therefore

Would be prohibited by section 6(a).
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Mr. Hackley said that sales of Federal funds had been treated

as loans for condition report purposes for many years and that their

status as loans had been the subject of public rulings of the Board.

The question raised by the San Francisco Bank was whether Federal funds

transactions between bank subsidiaries of a bank holding company would be

covered by the exemption in the last paragraph of section 6(a) relating

to non-interest-bearing deposits between such banks, and a Federal funds

transaction, even if it could be regarded as a deposit, is interest-bearing.

In the present case, moreover, it was clearly not a deposit but a transfer

O f reserves from one bank to another. By way of illustration, Mr. Hackley

said that if parties X and Y had accounts in the same bank and X authorized

a transfer of his funds to the account of Y, that would appear to the Legal

Division to be a loan. The Federal funds transaction seemed to the legal

staff to be analogous.

Mr. Hackley pointed out that the Board had recommended to Congress

the repeal of section 6 of the Bank Holding Company Act in its entirety,

along with modification of Section 23A of the Federal Reserve Act. In

the alternative, the Board recommended that section 6 if not repealed,

at least be made inapplicable to transactions between banks.

There followed a discussion during which agreement was expressed

with the view that the reply proposed to be sent to San Francisco seemed

mandatory under the present language of the statute. It was suggested

that if the proposed interpretation should result in operating difficulties,
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additional support might be forthcoming for the Board's recommendation

to the Congress.

During the discussion, Governor Mills referred to sales of

Federal funds as advances on an unsecured basis involving risks far

above the protection of deposit insurance. Since the history of the

Bank Holding Company Act indicated that Congress was concerned with

preventing one holding company subsidiary from being used for the

benefit of another, it appeared to him that a prevention of the risk

involved in Federal funds transactions between subsidiary banks would

be within the spirit of the Act. Therefore, he said, he could make an

argument for a prohibition in this instance even though he had had

difficulty with Section 6 problems involving discounts between

subsidiary banks and the treatment of Commodity Credit Corporation

certificates. He recalled that some time ago members of the Legal

Division prepared a study of the risks involved in transfers of Federal

funds which expressed very clearly the opinion that legally such trans-

actions were unsecured advances.

In response to a question, Mr. Hackley expressed the view that

it would be desirable to make the Board's reply to San Francisco

available to all of the Federal Reserve Banks and also to the public

through publication in the Federal Reserve Bulletin.

The proposed telegram then was approved unanimously with the

understanding that the interpretation would be transmitted to all 
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Federal Reserve Banks and later would be published in the Federal Reserve

Bulletin unless questions should be raised by the Reserve Banks which

seemed to require further consideration of the matter by the Board. A

copy of the telegram is attached as Item No. 1.

During the foregoing discussion Mr. Hexter entered the room.

Regulation of speculation in the Government securities market.

A memorandum from Mr. Keir entitled "Regulation of speculation in the

Government securities market" had been distributed to the members of the

Board with a transmittal memorandum from Mr. Young dated November 191

1958. Mr. Keir proposed a statutory margin requirement for Government

securities transactions and a statute-authorized organization of

Government securities dealers patterned along the lines of the National

Association of Securities Dealers.

At the request of the Board, Mr. Keir summarized the proposals

contained in his memorandum and there was general discussion of them.

Question was raised whether objection would be seen to trans-

mitting Mr. Keir's memorandum to the Treasury as a matter of information

and Governor Mills suggested delay. The paper, he said, tended to

confirm that at certain junctures Federal Reserve policy may lead to

the expectancy that an investor can capitalize on speculative elements.

He went on to say that the situation last summer was an unusual and

aggravated one, which raised the question whether the System should look

S o strongly to the possibility of repetition as to propose naditional

controls. Assuming that System policy itself was one of the influences
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that brought the speculation into being, he said, there would seem to

be a reasonable presumption against such a policy being repeated. This

would suggest moving rather carefully before recommending a statutory

margin requirement.

Governor Mills also expressed the view that Mr. Keir had

touched the heart of the matter in his reference to the dealer problem,

for the dealers in a sense abdicated their function of being a stabilizing

market influence during the recent speculative period. They built up

large positions and then, when the shift occurred, liquidated their

positions. This indicated that dealer responsibility probably deserved

more study.

Governor Mills went on to say that Mr. Yager of the Government

Finance Section had been developing a companion study to that of Mr.

Keir's which would be available shortly. Mr. Yager's paper would indicate

the existence of gaps in the Board's information, particularly regarding

the circumstances that caused dealers to engage in heavy transactions

during the period of speculation and the extent to which dealers and

brokers were responsible for drawing outsiders into the Government

securities market. When Mr. Yager's paper became available and could

be reviewed in combination with Mr. Keir's paper, Governor Mills felt

that the Board might be in a better position to decide on a course of

action.
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Following further discussion, Chairman Martin commented that

unquestionably there would be Congressional hearings on the speculation

in the Government securities market last summer and that the Treasury

had been getting together material in preparation. While he was not

suggesting that the Board take any position at this time, he felt that

it would be desirable to place in the hands of the Treasury as quickly

as possible any document such as Mr. Keir's memorandum that might be of

value. The Chairman then referred to the designation of Governor Mills

at the meeting on September 25, 1958, to direct a study of speculative

activity in the Government securities market and said that the Board

would rely on him for advice as to procedure.

All of the members of the staff except Messrs. Sherman, Kenyon,

and Noyes then withdrew from the meeting.

Leave of absence for Mr. Wood. Preliminary consideration was

given to a memorandum dated November 7, 1958, from Mr. Young, Director

of the Division of Research and Statistics, recommending that a leave

of absence without pay for one year beginning about February 1, 1959,

be authorized for Ramsay Wood, Economist in that Division, to enable

him to accept an appointment tendered by the University of California,

Los Angeles. In view of questions raised by certain of the members of

the Board upon circulation of the memorandum and amplified by them at

this meeting, including the question whether the circumstances surrounding

the appointment would justify payment of the travel expenses of Mr. Wood
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to Los Angeles prior to beginning the assignment and the expenses of his

return to Washington at the conclusion thereof, it was understood that

the matter would be discussed further at the meeting on Friday, November 28.

The meeting then adjourned.

Secretary's Note: Governor Shepardson today approved

on behalf of the Board the following items:

Memoranda from appropriate individuals concerned recommending the

following actions affecting the Board's staff:

Appointments

Paul F. McGouldrick as Economist in the Division of Research and

Statistics, with basic annual salary at the rate of $7,030, effective

the date he assumes his duties.

Mary K. Nantell as Cafeteria Helper in the Division of Administrative

Services on a part-time basis, with basic annual salary at the rate of

*1,575 per annum, effective the date she assumes her duties.

.Salary increases, effective November 30, 1958

Basic annual salary

Name and title Division From To

Office of the Secretary

M. Elizabeth Jones, Supervisor, Minutes Unit

Alice E. Rayman, Secretary

Sudelle Rice, Indexing and Reference Assistant

Elizabeth G. Stephenson, Records Clerk

Lego/

$6,435
4,64o
4,64o
3,945

$6,585
4,790
4,790
1+,o4o

Dorothy V. Brooke, Secretary 5,240 5,390

Research and Statistics 

MurrayAltmann, Economist
Harvey Robinson, Statistical Assistant

8,570
5,730

8,810
5,880
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Salary increases, effective November 30 1958 (continued)

Basic annual salary

Name and title Division From _To

Administrative Services 

Eva M. Brown, Baker
Henry L. Edmonds, Cafeteria Laborer

Pearl Jones, Cook
Charles R. Norris, Head Messenger

Winnie L. Tull, Jr. Supervisor, Cafeteria

3,825
3,245
3,825
4,423
3,825

*4,015
3,340
4,015
4,515
4,015

Memorandum dated November 20, 1958, from Mr. Young, Director,

Division of Research and Statistics, recommending that permission be

granted to Stanley J. Sigel, Chief, Flow of Funds and Savings Section in

that Division, to act as substitute instructor for two sessions of the

course "National Economic Accounting and Analysis" at Georgetown University,

with compensation ranging from *25 to *50.

tr\
Secretary
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TELEGRAM

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
LEASED WIRE SERVICE

WASHINGTON

O'Kane - San Francisco

Item No. 1
11/26/58

November 26, 1958

Retel November 25. In Board's opinion a sale of Federal funds at

current rate is a "loan" or "extension of credit" as those terms

are used in section 6(a)(4) of Holding Company Act and is not

exempted by the last paragraph of section 6(a). Accordingly, such

transactions between bank subsidiaries of a bank holding company

are prohibited by section 6(a).

. (Signed) Merritt Sherman

Sherman
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