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Minutes of the Board of Governors of the Federal Reserve System

on Thursday, March 19, 1959. The Board met in the Board Room at 10:00 a.m.

been

PRESENT: Mr. Balderston, Vice Chairman

Mr. Szymczak

Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary

Mr. Marget, Director, Division of International

Finance
Mr. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank Operations

Mr. Sammons, Associate Adviser, Division of

International Finance

Mr. Solomon, Assistant General Counsel

Mr. Hostrup, Assistant Director, Division of

Examinations
Mr. Nelson, Assistant Director, Division of

Examinations
Mr. Goodman, Assistant Director, Division of

Examinations
Mr. Benner, Assistant Director, Division of

Examinations
Mr. Conkling, Assistant Director, Division of

Bank Operations

Mr. Kiley, Assistant Director, Division of Bank

Operations
Mr. Collier, Chief, Current Series Section,

Division of Bank Operations

Items circulated to the Board. The following items, which had

circulated to the members of the Board and copies of which are

attached to these minutes under the respective item numbers indicated,

'were approved unanimously:

Letter to Bank of America, New York, New York,
granting an extension of time within which to

locate its Paris branch. (For transmittal
,hr ough the Federal Reserve Bank of New York)

Item No.

1
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Letter to the First Trust Company of Albany, Albany,

New York, granting an extension of time within which
to establish a branch at 405-407 Delaware Avenue.

(For transmittal through the Federal Reserve Bank of
New York)

Letter to The First National Bank of Pueblo, Pueblo,

Colorado, approving its application for fiduciary

Powers. (For transmittal through the Federal Reserve
Bank of Kansas City)

Letter to the Security Bank, Madison, South Dakota,

waiving six months' notice of withdrawal from member-

ship in the Federal Reserve System; letter to the

Federal Deposit Insurance Corporation indicating that
no corrective programs have been urged upon or agreed
to by the bank. (Letter to bank for transmittal

through the Federal Reserve Bank of Minneapolis)

Letter to the California Bank, Los Angeles, California,

granting an extension of time within which to establish
a branch at Adams Boulevard and South Broadway. (For

transmittal through the Federal Reserve Bank of San

Francisco)

Item No.

2

3

4, 5

6

Mr. Benner then withdrew from the meeting.

Renewal of gold loan to Argentina (Item No. 7). In a memorandum

dated March 18, 1959, copies of which had been distributed to the Board,

Mr. Marget reported that the Central Bank of Argentina had requested a

renewal for three months of the loan on gold in the amount of 0.7

million which was to mature on March 23. The officers of the Federal

Reserve Bank of New York recommended renewal and, although an authori-

zation to renew at their discretion was given by the Board of Directors

When the loan was made, intended to submit the matter for reauthorization

Et the directors' meeting to be held today. Mr. Marget's memorandum
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indicated that the Argentine Government seemed to have adhered firmly

to the stabilization program launched about two and one-half months

ago with the financial assistance of the International Monetary Fund,

United States Government agencies, and a group of United States

commercial banks. In the circumstances, he recommended that the

Board approve the requested three-month renewal of the gold loan.

In a discussion of the matter, Governor Mills recalled that

the special purpose of this loan was to enable the liquidation of

dollar-exchange drafts, thus relieving various American commercial

banks and placing them in a position to relend in the Argentine.

With the accomplishment of that purpose in mind, it would seem in

order to advise the Federal Reserve Bank of New York that at the

end of three months the Board would expect the loan to be repaid.

There being agreement that the requested renewal should be

approved and also that the view presented by Governor Mills should

be made a part of the advice sent to the Federal Reserve Bank of

New York, unanimous approval was given to a telegram to the Bank

in the form attached as Item No. 7.

Messrs. Marget, Sammons, and Goodman then withdrew from the

Meeting and Mr. Noyes, Adviser, Division of Research and Statistics,

entered the room.

Verification and destruction of currency (Item No. 8). In

Elecordance with the understanding at the meeting on March 5) 1959,
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there had been distributed to the Board a draft of proposed letter to

the Fiscal Assistant Secretary of the Treasury requesting reconsideration

of the arrangement under which the Federal Reserve Banks destroy unfit

United States currency pursuant to the request made by the Treasury

Department in 1953.

With regard to possible alternative verification and destruction

Procedures, the view was expressed in the draft of letter that the

additional cost thereof would not be unreasonable in the light of the

additional protection afforded, particularly since a major portion of

the increase would be in postage charges payable to the Post Office

Department. In this connection, Mr. Farrell stated that since the

draft was prepared he had checked with the Post Office Department and

was advised that parcel post handling costs were almost equal to the

revenue derived from such service by that Department. Hence, he

suggested deletion of the statement in question.

Agreement having been expressed with Mr. Farrell's suggestion,

Unanimous approval was given to the letter to the Treasury Department

°f which a copy is attached as Item No. 8.

Mr. Farrell then stated that the Presidents' Conference was

scheduled to discuss at its meeting next week a proposal to increase

the basis of reithbursement from the Treasury for performance of the

verification and destruction function, retroactive to July 1, 1958.

Although it had been known that Reserve Bank costs were running
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somewhat above the current rate of reimbursement, the Presidents'

Conference had thus far deferred action in view of the Federal

Reserve-Treasury staff study that had now eventuated in the letter

just approved for transmittal to the Treasury. In the circumstances,

Mr. Farrell felt that it would be of interest to the Presidents if

a copy of the approved letter could be handed to them at the beginning

of the Conference meeting next Monday morning, and there was agreement

on the part of the Board that this should be done.

Mr. Kiley then withdrew from the meeting and Mr. Young, Director,

Division of Research and Statistics, entered the roam.

Testimony on reserve requirement legislation. At the Board

meeting Yesterday, it was understood that consideration would be given

today to a revised draft, distributed under date of March 17, 1959, of

the statement to be presented on behalf of the Board by Vice Chairman

Balderston before the Senate Banking and Currency Committee next Monday,

March 23, on the subject of proposed reserve requirement legislation.

At this meeting, Governor Balderston distributed copies of a further

revised draft, also dated March 17, reflecting various changes in the

earlier draft that he had made following consultation with members of

the staff.

The changes, some of an editorial nature and some of substance,

'were outlined by Governor Balderston and agreement was reached on

certain modifications of the latest draft. It was then understood that

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



3/19/59 -6-

the statement would be presented in a final form satisfactory to

Governor Balderston.

While agreeing that the statement in its revised form repre-

sented a satisfactory presentation of the majority position with

respect to the reserve requirement legislation suggested by the Board,

Governor Robertson said he continued in the view that it would have

been preferable had the proposed legislation not contained provisions

whereby the maximum of the reserve requirement range applicable to

central reserve city banks would be reduced to a parity with the

maximum established for reserve city. banks.

The discussion of the statement to be made by Governor

Balderston included reference to certain questions that it was

anticipated might be directed to him at the hearing, and it was

understood that in responding to any such questions Governor Balderston

"would have in mind the views expressed by the other members of the

Board.

Mr. Young withdrew during the foregoing discussion.

Letter to Senator Robertson (Item No. 9). Pursuant to the

understanding at yesterday's meeting, there had been distributed to

the Board copies of a draft of proposed reply to a letter dated

March 17, 1959, in which Senator Robertson inquired whether it would

be equitable, and possible under reserve requirement regulations, to

Permit banks with branches in different cities to maintain the reserves
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required of reserve city banks against deposits at their offices in

reserve cities and to maintain the reserves required of country banks

against deposits at offices in other cities.

Discussion of the draft resulted in agreement to eliminate

therefrom certain portions tending to suggest that the Board at a

later date might consider the legality and practicability of such a

plan. After certain other changes of a minor nature had been agreed

Upon, unanimous approval was given to a letter to Senator Robertson in

the form attached as Item NO. 9.

Messrs. Farrell, Noyes, Conkling, and Collier then withdrew

from the meeting.

Branch application of Old Kent Bank and Trust Company (Item

1.1.94221. There had completed circulation to the Board files relating

to (1) an application of Old Kent Bank and Trust Company, Grand Rapids,

Michigan, to establish a branch in the village of Cascade, and (2) an

application of The Marine Trust Company of Western New York, Buffalo,

New York, to establish a branch in the town of Tonawanda. With these

files there hAil been circulated a memorandum from the Legal Division

aated March 9, 1959, which reviewed both applications and was intended

to assist in the development of Board policy in the field of establish-

ment of branches by member banks.

On each of the branch applications, the recommendation of the

Federal Reserve Bank concerned and of the Board's Division of Exami-

nations was favorable.
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The general question explored in the legal memorandum was

Whether there were adverse considerations, centering chiefly aroma

"competition", that outweighed the favorable considerations (chiefly

the convenience of the banking public) arid. therefore called for denial

of the applications. As a matter of law, almost no possibility was

seen that approval of these applications would be upset by the courts;

if the applications were denied, there appeared to be a greater

Possibility that the Board's decision would be subjected to judicial

scrutiny and some possibility of judicial reversal on the ground that

the foreclosing of potential competition, in the circumstances of these

cases, was too remote and tenuous a ground to support the denial. With

respect to the current litigation involving the Board and Old Kent Bank

and Trust Company, it was felt that the Board's action on the instant

application would have little or no relevance to such litigation, that

the possibility of misuse by counsel for plaintiff of the Board's action

on the Cascade application should not be taken into account in reaching

a decision, and that the decision should rest solely on the Board's

Judgment regarding relevant considerations bearing upon the public

interest in the field of banking as they applied to the facts of

this particular situation.

In supplementation of the Legal Division's memorandum, Mr.

Rackley said it was the feeling of the legal staff that mere percentages
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reflecting deposits and banking offices controlled by an applicant

institution were not in and of themselves a conclusively adverse

factor. As stated in connection with the consideration of applications

under the Bank Holding Company Act, it was necessary to show in some

definite and specific way that the size of the applicant in terms of

Percentage of deposits and banking offices was related to an adverse

effect on actual or potential competition, and that must then be

weighed against any favorable factors. In both the Marine Trust and

Old Kent applications, he noted, there was evidence of need for the

Proposed branch. The degree of need seemed to be clearer in the Old

Kent case, for the proposed branch would be located about eight miles

from the nearest Old Kent office and some nine miles from the nearest

office of any other bank. In neither case die it appear that there

veuld be an immediately adverse effect on existing competition, so

the effect, if any, would be on potential competition. In the

Tonawanda case, a strong competitor of the applicant bank was

available in the area concerned, while this was not so true in

the Cascade case. In the latter, the applicant might be said to

have a greater competitive advantage in that residents of Cascade

desiring alternative banking services would have to go a longer

distance.

At this point Messrs. Hexter, Assistant General Counsel, and

Rcic)fr, Assistant Counsel, joined the meeting.
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Discussion then turned specifically to the application of

Old Kent Bank and Trust Company, and it was brought out in response

to questions that if Old Kent established a branch in the village of

Cascade, Michigan statutes would prohibit any other bank from establishing

a branch in that community. The statutes would not preclude the establish-

ment of an independent bank, but as a practical matter no evidence was

seen that the formation of an independent bank was a likely probability.

It appeared to be not entirely clear whether the statutes of the State

would preclude Old Kent, if it established one branch in the village of

Cascade, from establishing thereafter an additional branch or branches

in the village.

Governor Mills stated that many examples could be cited where

a community initially was only large enough to support a small branch

Operation but later developed to a point where competition was provided

by the chartering of an independent bank. Where necessary in the light

Of pertinent State branch banking statutes, this sometimes involved

the organization of a local bank associated with a larger institution.

In this particular case, he would accept the recommendation of the

Division of Examinations, for the village of Cascade was essentially

a Suburban area that would benefit from the availability of banking

services. The providing of such services by Old Kent would not, he

felt, develop such a degree of concentration of banking resources in

the area surrounding Cascade or have such an effect on competition in

that area as to be a matter of concern.
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Governor Robertson said he took it for granted that there was

a need for banking services in this community of some 6,500 people,

and he understood that no independent bank was in prospect. Neither

did there appear to have been an inclination on the part of any other

bank to establish a branch in Cascade. Old Kent Was in a position to

meet the needs of the community, although in doing so it would freeze

out branches of any other institution. Assuming that under the

Michigan statutes Old Kent could legally establish additional branches

in the community, such a move would forestall even more the possibility

Of an independent bank being established. While he would be willing to

approve the current branch application on the ground that Old Kent

was willing to meet the needs of the public in this community, it was

his present feeling that if Old Kent should later apply for a second

branch and the relevant community circumstances had not changed, such

an application should not be granted.

Questioning by Governor Shepardson brought out that within a

radius of several miles of Cascade there were six banking offices,

including three independent banks, two branches of Old Kent, and one

branch of another Grand Rapids bank. While he was disturbed whenever

4 single bank obtained the degree of dominance that Old Kent seemed

t° have in this general area, including the city of Grand Rapids, it

If" hard to argue against allowing Old Kent to provide service to a

e°111munity of 6,500 whose residents must otherwise go almost 10 miles
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to find banking facilities. Therefore, he would follow the recommen-

dation of the Division of Examinations, although with reluctance in

view of the domination of Old Kent in the general area.

After Governors Szymczak and Balderston also had expressed

themselves as favorable to approval of the Old Kent application, the

request was approved unanimously. A copy of the letter sent to Old

Kent Bank and Trust Company through the Federal Reserve Bank of Chicago

Pursuant to this action is attached as Item No. 10.

It was understood that the application of The Marine Trust

Compan-y of Western New York to establish a branch in the town of

Tonawanda would be considered further at the meeting of the Board

tomorrow.

Inquiry regarding the money supply. Governor Balderston read

a letter from Senator Robertson dated March 181 1959, inquiring as to

the correctness of a statement made on the floor of the Senate by

Senator Gore of Tennessee which indicated that at the end of 1958

the percentage relationship of the money supply to gross national

Product was considerably smaller than in 1952. It was agreed that

4 draft of reply to Senator Robertson would be prepared and distributed

for consideration at the meeting of the Board tomorrow.

The meeting then adjourned.
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Secretary's Note: Governor Shepardson today
approved on behalf of the Board letters to
the Federal Reserve Banks of Boston and St.
Louis (attached Items 11 and 12) approving
the appointment of James Bradford Greer and
Henry Charles Rohlf as assistant examiners for
the respective Banks.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Mr. Russell G. Smith,
Executive Vice President,
Bank of America,
40 Wall Street,
New York, New York.

Dear Mr. Smith:

Item No. 1
3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19, 1959

In accordance with the request contained in your

letter of March 4, 1959, transmitted through the Federal
Reserve Bank of New York, the Board of Governors further

extends to October 12, 1959, the time within which your
Paris branch shall be moved from its present location at

9 Boulevard de la Madeleine to 28 Place Vendome, Paris, as

authorized by the Board's letters of July 12, 1957, and

March 13, 1958.

It is noted the bank expects to open the branch

in its new location during June 1959, but, because of past

experience and delays, a six-month extension has been

requested.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
First Trust Company of Albany,
Albany, New York.

Gentlemen:

Item No. 2

3/3-9/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19, 1959

In accordance with your request submitted through

the Federal Reserve Bank of New York, the Board of Governors

extends to June 1, 1959, the time within which First Trust

Company of Albany may, under authority granted in the Board's

letter of March 26, 1958, establish a branch at 405-407 Delaware

Avenue, Albany, New York.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
The First National Bank of Pueblo,

Pueblo, Colorado.

Gentlemen:

Item No. 3
3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19, 1959

The Board of Governors of the Federal Reserve

System has given consideration to your application for

fiduciary powers and grants you authority to act, then

not in contravention of State or local law, as trustee,

executor, administrator, registrar of stocks and bonds,

guardian of estates, assignee, receiver, committee of

estates of lunatics, or in any other fiduciary capacity

in which State banks, trust companies, or other corpora-

tions which come into competition with national banks are

permitted to act under the laws of the State of Colorado,

the exercise of all such rights to be subject to the

provisions of Section 11(k) of the Federal Reserve Act

and Regulation F of the Board of Governors of the Federal

Reserve System.

A formal certificate indicating the fiduciary

Powers which The First National Bank of Pueblo is now

authorized to exercise will be forwarded to you in due

course.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,

Assistant Secretary.
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BOARD OF OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Security Bank,
Madison, South Dakota.

Gentlemen:

Item No. 4
3/19/55

ADDRESS OFFICIAL CORREBPONDENCIF

TO THE BOARD

March 19, 1959

The Federal Reserve Bank of Minneapolis has forwarded
to the Board of Governors your letter of February 16, 1959, and

the accompanying resolution signifying your intention to withdraw

from 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
surrender to the Federal Reserve Bank of Minneapolis of the

Federal Reserve Bank stock issued to your institution, such stock

1411 be cancelled and appropriate refund will be made thereon.
Under the provisions of section 10(c) of the Board's Regulation H,
as amended effective September 1, 1952, your institution may

!lecomplish termination of its membership at any time within eight
months from the date the notice of intention to withdraw from
m
embership was given.

It is requested that the certificate of membership be

to the Federal Reserve Bank of Minneapolis for disposition.sent

Very truly yours,

(6igned) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

The Honorable Jesse P. Wolcott, Chairman,
Federal Deposit Insurance Corporation,
Washington 25, D. C.

Dear Mr. 1.iolcott:

Item No. 5
3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19, 1959.

Reference is made to your letter of March 4, 1959,
concerning the application of Security Bank, Madison, Wisconsin,
for continuance of deposit insurance after vithdraval from
membership in the Federal Reserve System.

No corrective programs -which the Board of Governors
feels should be incorporated as conditions to the continuance
Of deposit insurance have been urged upon or agreed to by the
bank.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
California Bank,
Los Angeles, California.

Gentlemen:

Item To. 6
3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

J.:arch 1(), 1959

In accordance with the request submitted through

the Federal Reserve Bank of San Francisco, the Board of

Governors extends to October 14, 1959, the time within which

California Bank may, under authority granted in the Board's

letter of October 14, 1958, establish an in-town branch in

the vicinity of the intersection of Adams Boulevard and

South Broadway, Los Angeles, California.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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TELEGRAM
BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
LEASED WIRE SERVICE

WASHINGTON

ErrER- NEW YORK

Item No. 7

3/19/59

March 19, 1959

131armire March 17. Board approves the granting of a renewal

Of the gold loan by your Bank to the Banco Central de la Republica

4gentina of $17,000,000 for three months on the same terms and

ecrlditions as apply to the present loan except that the renewal w
ill

bear interest at the discount rate of your Bank in effect o
n the

date on which the renewal is made. Board also indicated its 
under-

tar cltng that purposes for which loan was granted should be fulfi
lled

90 days and that no further renewal would be requested. I
t is

lulderstood that this approval is subject to the reauthorization
 of

thi8 loan by your Directors at their meeting on March 19. It is 
also

111141er3tood that the usual participation will be offered t9 t
he Other

eciera.1 Reserve Banks. (Signed) Merritt Sherman

SHERRAN
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. William T. Heffelfinger,

Fiscal Assistant Secretary,

Treasury Department,

Washington 25, D. C.

Dear Mr. Heffelfinger:

Item 7o.

3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19, 1959.

The purpose of this letter is to request reconsideration

by the Treasury Department of the arrangement under which the

Federal Reserve Banks are destroying unfit Treasury currency pur—

suant to the request made by the Treasury Department in 1953.

As you probably know, the Board has been concerned for

some time about the security aspects of the present arrangement,

and particularly since 1957 when the Standing Committee of

General Auditors of the Federal Reserve Banks reported to the

Conference of Presidents that a substantial majority of the Gen—

eral Auditors agreed that time and experience have demonstrated

that there are certain risks inherent in and peculiar to the present

procedure that cannot reasonably be surmounted by any form of in—

ternal controls or audit processes.

At that time the Board reviewed this entire matter with

the Presidents, and the point was then made that the savings to t
he

Government as a whole (including the Federal Reserve Banks) under

the present arrangement had not been fully determined and that th
e

savings might be of an amount such as to be reasonably considered

as the cost of insurance of an arrangement providing safeguards

not available under the present procedures. Following this review,

the Board requested its staff to discuss informally with the staff

Of the Treasury the whole problem of the verification and dest
ruc—

len of unfit Treasury currency and suggested that such disc
ussions

3-clude a study of the cost of the present arrangement compared

%lath possible alternatives.

The Board appreciates the cooperation of the Treasury

rePresentatives in this undertaking, which has now been concluded.

It understands that in the course of the study several alt
ernative

Plans were considered and that--
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Mr. William T. Heffelfinger -2-

1. The two plans receiving the most consideration

were one (Plan A) under which the Treasury Department

would resume the operation in its entirety, and another

(Plan B) under which the currency would be canceled and

cut at the Reserve Banks, with the lower halves being

shipped to the Treasury for verification and destruction

and the upper halves retained by the Reserve Banks for

subsequent destruction there.

2. Both of these plans would provide safeguards

that are not possible under the present arrangement.

3. It appears that any alternative plan would

result in an expense to the Treasury and Reserve Banks

combined which would he greater than the present cost to

the Treasury for reimbursing the Reserve Banks to perform

the operation under the present arrangement. Specifically,

Plan A would cost about $350,000 more, with about $260,000

of the increase being in postage expense on the shipments

to Washington; and Plan B would cost about $250,000 more,

With about $130,000 of the increase being due to postage

on the shipments to Washington.

The Board believes that the verification and destruction of

1Tfit paper money involves the integrity of our currency, and that
''scine responsibilities for carrying on this operation are such as to

"land that every reasonable precaution be taken to eliminate the

?ossibility of misappropriation of the canceled currency. It feels

1:hat within reasonable limits the security of the operation is a
more important consideration than the cost.

As previously stated, the Board is concerned with the secu
-

Y of the present arrangement. It feels that the additional costs

°f the alternative plans mentioned above would not be unreasona
ble

the light of the additional protection afforded. Accordingly, the

!eard would appreciate receiving the views of the Treasury Dep
artment

L:!garding the adoption of some arrangement (e.g., such as Plan B) whi
ch

47Uld eliminate the security weaknesses that are felt to 
be inherent in

'le present arrangement.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

The Honorable A. Willis Robertson,

Chairman,
Committee on Banking and Currency,
United States Senate,
Washington 25, D. C.

Dear Mr. Chairman:

Item No. 9
3/19/59

OFFICE OF THE VICE CHAIRMAN

March 19, 1959

This is in reply to your letter of March 17, 1959, addressed
to Chairman Martin inquiring whether it would be equitable and pos-
sible under reserve requirement regulations to permit banks with

branches in different cities to apply reserve city requirements to

deposits at offices in reserve cities and to apply country bank re-

quirements to deposits at offices in other cities.

For the reasons indicated below, the Board doubts that such
a rule would be as fair or equitable as the present rule, and it also

believes there is a question whether it could be placed in effect
under existing law. The situation would not be altered by the proposed

reserve requirement legislation, S.1120 and H.R. 5237.

The Board ruled early in its history that for reserve require-
ment purposes a bank with branches is a single entity. Under this

ruling, the classification of a bank was at first determined by the loca-
tion of the head office. In 1945, however, when question arose because
of the shift in classification of Savannah from a reserve city status to
4 country bank status, the Board's regulation regarding reserve require-
ments was amended to apply the same rule for all member banks with
either a head office or a branch in a reserve city.

The reasons for the adoption of this amendment may be sum-

marized as (1) the premise that a bank and all of its branches are a

single entity, (2) the view that a country bank with a branch in a
coentral reserve or a reserve city would be likely to be doing a type
f business comparable to that of central reserve or reserve city banks,

alld (3) the fact that in the absence of the amendment country bank re-

requirements would have applied to some banks the business of
Illch was characteristic of reserve city banks.
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In the case of a bank with its head office outside of a

reserve city and with a branch in the outlying section of a reserve
City, not engaged in the same Lype of business as a reserve city
bank, the Board permits the bank in question to carry the lower re-
serve requirement applicable to country banks. This is similar to
the permission that is granted to any bank located in such an outly-
ing section and not engaged in the usual business of a reserve city
bank.

A rule which would permit the same bank to carry different

reserves against deposits at its different offices would raise serious
Problems of fairness and of administration. A bank having some offices
that are engaged in the same type of business as reserve city banks
would have the use of funds from all of its offices, including funds
deposited in branches outside of reserve cities. If it could carry
lower reserves against deposits at those outside branches, it would have
aa advantage over other banks doing the same type of business and lo-
cated entirely in reserve cities. A practical difficulty with such a

Provision is that it might open up possibilities for evasion of the
reserve requirements. A bank could encourage the shifting of its cus-
tomers' deposits from an office with higher requirements to one with

lower requirements and still provide the customer with the same service.

For convenient reference, there are attached excerpts from the
Pertinent portions of section 19 of the Federal Reserve Act and the
Board's Regulation D. It will be seen that the provisions of the
statute appear to refer to each member bank as an entity, and that the
egulation follows the same principle. This is also true of pending

-Legislative proposals.

Sincerely yours,

(Signed) C. C. Balderston

C. Canby Balderston,
Vice Chairman.

Attachments
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Old Kent Bank and Trust Company,
Grand Rapids, Michigan.

Gentlemen:

Item No. 10

3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19) 1959

Pursuant to your request submitted through the Federal

Reserve Bank of Chicago, the Board of Governors approves the es-
tablishment of a branch at the intersection of U. S. Highway 16

and 28th Street, S. E. in the unincorporated irillage of Cascade,

Cascade Township, Kent County, Michigan, by Old Kent Bank and Trust

.?°mPany, provided the branch is established within six months from
he date of this letter, and the approval of the State authorities

ls in effect as of the date of the establishment of the branch.

Very truly yours,

(Signed) Kenneth It. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Mr. Benjamin F. Groot, Vice President,

Federal Reserve Bank of Boston,

Boston 6, Massachusetts.

Dear Mr. Groot:

Item NO. 11

3/19/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 19, 1959

In accordance with the request contained

in your letter of March 16, 1959, the Board approves

the appointment of James Bradford Greer as an

assistant examiner for the Federal Reserve Bank of

Boston. Please advise the date upon which the

appointment is made effective.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

CONFIDENTIAL (F. R.)

WASHINGTON 25. D. C.

Mr'. George E. Kroner, Vice President,

Federal Reserve Bank of St. Louis,

St. Louis 66, Missouri.

Dear Mr. Kroner:

Item No. 12

3/19/59
ADDRESS OFFICIAL CORRESPONDENCE

TO THE DOARD

March 19, 1959

In accordance with the request contained in your

letter of March 13, 1959, as supplemented by your wire of

March 17, the Board approves the appointment of Henry Charles

Rohlf as an assistant examiner for the Federal Reserve Bank

of St. Louis, effective April 1, 1959.

It is noted that Mr. Rohlf is the son of a vice

President of the Mercantile Trust Company, St. Louis, Missouri,

a State member bank. Accordingly, the Board's approval is

given with the understanding that he will not participate in

any examination of the Mercantile Trust Company as long as his

father is an officer of that balk.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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