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Minutes of the Board of Governors of the Federal Reserve System

on Monday, February 1, 1960. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Szymczak
Mr. Mills
Mr. Robertson
Mr. Shepardson
Mr. King

Mr. Sherman, Secretary

Mr. Thomas, Adviser to the Board

Mr. Young, Adviser to the Board

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Noyes, Director, Division of Research

and Statistics
Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of Examinations

Mr. Hexter, Assistant General Counsel

Mr. O'Connell, Assistant General Counsel

Mr. Daniels, Assistant Director, Division of

Bank Operations
Mr. Kiley, Assistant Director, Division of

Bank Operations
Mr. Goodman, Assistant Director, Division of

Examinations

Mr. Landry, Assistant to the Secretary

Discount rates. The establishment without change by the Federal

Reserve Bank of Minneapolis on January 29, 1960, of the rates on discounts

and advances in its existing schedules was approved unanimously, with

the understanding that appropriate advice would be sent to that Bank.

1/ Withdrew and re-entered meeting at points indicated in minutes.
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Item distributed to the Board. The following item, which had

been distributed to the Board and a copy of which is attached to these

minutes under the item number indicated, was approved unanimously:

Item No.

Letter to Chase International Investment Corporation

approving a one-year extension of time from February 1,

1960, in which Chase International may make further

investments in Arcturus Investment and Development

Ltd., Montreal, Canada, its wholly owned subsidiary.

1

Chairman Martin's Joint Economic Committee statement. Chairman

Martin said that the latest draft of the statement that had been distri-

buted for his use in appearing before the Joint Economic Committee

tomorrow was being re-written in order to make what he hoped would be

a more adequate presentation. Although the substance of the present

draft was largely satisfactory, he hoped it could be put in simple

terms of the saving and investment process, the impact on interest rates,

and the role of the Federal Reserve. As had been indicated in his letter

to Senator Douglas an December 9, 1959, he also wanted to bring out that

monetary policy alone could not do the job.

The Chairman then read a partial revision of the opening and

closing portions of the statement, after which he said that he doubted

that a complete new draft could be distributed before late today. In

the circumstances, if there was no fundamental objection to the statement

as he outlined it, he would proceed to have it put in form for use when

he appeared tomorrow.

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



2/1/60 -3-

No objection to this procedure was indicated, and it was under-

stood that the statement would be revised along the lines indicated by

the Chairman and when in a form satisfactory to him submitted to the

Joint Economic Committee.

Letter to Chairman Spence (Item No. 2). In accordance with

the understanding reached at the Board meeting on Friday, January 29,

1960, there had been distributed a redraft of letter to Congressman

Spence, Chairman of the House Banking and Currency Committee, trans-

mitting a report on Congressman Wright Patmants June 22, 1959, press

statement commenting critically regarding various items appearing in

the 1957 reports of examination of the Federal Reserve Banks relating

to expenditures and other aspects of their operations.

Following discussion of several suggestions for changing the

text of the draft letter, as well as a few additional suggestions for

change in the report, a letter in the form attached as Item No. 2 was

unanimously approved.

Governor Mills recalled that Mr. Farrellts memorandum of

January 28, 19(0, referred to several criticisms made by Mr. Patman

that were deserving of further consideration by the Board and perhaps

subsequent presentation to the Federal Reserve Bank Presidents. He

suggested that this matter be placed on the agenda at an early date,

and it was understood that this would be done.
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Mr. Hostrup, Assistant Director, Division of Examinations,

entered the room at this point.

Procedure for determining interest on Federal Reserve notes 

(Item No. 3). There had been distributed a memorandum dated January 28,

1960, from Mr. Farrell relating to changes that might be made in the

procedure to be followed in determining interest on Federal Reserve

notes for the purpose of making payments to the Treasury, pursuant to

paragraph 4 of Section 16 of the Federal Reserve Act.

Mr. Farrell observed that the Board's decision on December 18,

1959, to pay to the Treasury as interest on Federal Reserve notes all

of the net earnings of each Federal Reserve Bank after provision for

dividends and for maintaining surplus at the level of subscribed

capital would necessitate some change in the procedure followed in the

past for determining the interest rate used in this connection. Under

the procedure followed in recent years, an interest rate was calculated

each month for each Reserve Bank in such a way that the rounding

("breakage") of the rate used always favored the Treasury, resulting

in payments to the latter slightly in excess of exactly 90 per cent

of net earnings after dividends and after allowances to build surplus

up to not less than 100 per cent of subscribed capital. This meant

that the Banks did not retain quite 10 per cent of their net earnings.

Under the decision to pay all earnings to the Treasury after expenses,

dividends, and maintenance of surplus of each Bank at 100 per cent of
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subscribed capital, capital, this cushion for the "breakage" would be eliminated,

and any "breakage" would have to come out of surplus, which seemed

highly undesirable. Mr. Farrell went on to say that an additional

technical reason favoring a change in the interest rate calculation

stemmed from the decision to maintain surplus at the level of subscribed

capital. While it was contemplated that actual adjustments to surplus

would be made only at the end of the year when the books were closed,

it seemed desirable to make allowances for the adjustments monthly so

that payments to the Treasury would represent the exact amount of net

earnings after such allowances and after dividends. Under such an

arrangement, the allowances for surplus adjustments would be carried

in "unallocated net earnings" until the end of the year. A third

consideration in connection with a change in the procedure was that

some simplification seemed desirable.

Mr. Farrell then referred to alternatives that might be

followed, as outlined in his memorandum of January 28, 1960, and to

a specific proposal that, instead of fixing and stating each month

for each Reserve Bank a percentage rate, the Board establish an interest

rate stated in terms of the following formula:

The interest rate on Federal Reserve notes not covered by
gold certificates pledged with the Federal Reserve Agent
as collateral security for such notes shall be the result
of the division of (a) the net earnings of the Federal
Reserve Bank after provision for dividends on its outstand-
ing paid-in capital and for adjustments necessary to equate
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the amount of its surplus with the amount of its subscribed

capital, by (b) the daily average amount of outstanding

Federal Reserve notes of the Bank after deducting the daily

average amount of gold certificates pledged with the Federal

Reserve Agent as collateral security for such notes.

Mr. Farrell indicated that use of this formula would meet the

technical needs for accomplishing what the Board had decided as to

interest payments for the present, and it would have the advantage of

being much simpler both for the Boardts staff and the Reserve Banks.

Regardless of how it was calculated, the procedure was based on the

fact that the Board and the Banks knew what the amount of the payment

would be before the interest rate was computed; that is, the rate was

fixed on the basis of the payment to be made. In the past, the amount

Of payment had been used to compute a rate, at the Board, the amount

and rate were then checked informally with the Reserve Banks, and after

the rate was presented to and approved by the Board, the Banks were

advised formally of the rate and instructed to make the appropriate

payment to the Treasury. Mr. Farrellts proposal was that the Banks

be advised by letter that the Board had established a rate of interest

that would be obtained under the formula described and instructed to

make monthly payments based on that rate on a continuing basis.

In response to a question from Governor Mills, Mr. Farrell said

that the rate and payment at each Reserve Bank would be checked by the

auditors, and the Division of Bank Operations also would verify the

computations.
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In the discussion that followed Mr. Hackley commented that

paragraph 4 of Section 16 of the Federal Reserve Act specifically

provided that the Reserve Banks pay such rate of interest as the

Board may establish on outstanding Federal Reserve notes not covered

by gold certificate collateral. He observed that there was no legal

obstacle to fixing the rate by formula as proposed by Mr. Farrell,

Whereby the interest rate would be set in advance by dividing the

adjusted net earnings of each Bank by the adjusted daily average

amount of outstanding Federal Reserve notes.

Unanimous approval was then given to the procedure recommended

by Mr. Farrell and to attached Item No. 3 a letter to the Federal

Reserve Banks informing them of this action.

Messrs. Conkling, Assistant Director, and Collier, Chief, Current

Series Section, Division of Bank Operations, entered the meeting during

the foregoing discussion and Messrs. Daniels and Kiley withdrew at its

conclusion.

Letter to the Federal Reserve Bank of Chicago (Item No. 4). 

There had been distributed a memorandum dated January 27, 1960, from

the Division of Bank Operations recommending (1) that permission be

granted to 33 banks in Chicago having demand deposits of less than

$43 million each to maintain the same reserves against deposits as are

required to be maintained by banks located outside of central reserve

and reserve cities, and (2) that action be deferred on applications of
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four other banks in that city with demand deposits in the $43-70 million

category until there had been opportunity to consider R11 borderline

cases, including these four. The memorandum was accompanied by a draft

letter to the Chicago Reserve Bank that would transmit individual letters

to the 33 banks and which would also request the Reserve Bank to explain

to the four other banks that action on their applications was being

deferred.

Mr. Conkling commented that of the first 33 banks on the list

of 37 attached to the memorandum, all of which were relatively small,

only one, the Amalgamated Trust and Savings Bank, was within the Loop

district and hence in a central reserve city classification, whereas

the remaining 32 banks were now in a reserve city classification. He

noted that the Chicago Reserve Bank had recommended that all 37 member

banks on the list be permitted to carry "country bank" reserves. The

Division's recommendation for temporary deferral of a decision on the

last four banks on the list, each of which had demand deposits in

excess of $43 million, was based on the discussion of this matter at

the Board meeting on Friday, January 22, 1960.

Governor Szymczak reca3led that at the January 22 meeting

approval was given to changing the central reserve city classification

of the Mid-America National Bank in Chicago to that of a reserve city

bank. He inquired why, if Amalgamated Trust and Savings Bank was being

recommended for reclassification to a "country bank" status, this had
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not been done for Mid-America., which was in substantially the same

position as Amalgamated Trust.

Mr. Farrell replied that at the meeting on January 22, Governor

Robertson had suggested that Mid-America might be granted a "country

bank" classification with the understanding that the classification

would be reconsidered within a two-year period. It hpa been decided,

however, to avoid a reconsideration of this and similar cases by

agreeing at that time to a reserve city classification for Mid-America,

which was all that bank had asked for.

In answer to a question from Governor Robertson, Mr. Conkling

said that required reserves of member banks would be reduced by about

4,1.1.o million by the reclassifications already approved by the Board,

including the 33 Chicago banks referred to this morning. This compared

with a total reduction in required reserves of about $70 million if all

banks throughout the country subject to reclassification were also

classified as "country banks."

In response to another question from Governor Robertson as to

how much closer the staff was at this time to possible criteria that

the Board might wish to employ in arriving at an over-all plan for

considering reclassification of additional banks, Mr. Thomas said that

several suggestions had been made along this line that had considerable

potentiality and that the principal lack at the present time was

statistics from the Federal Reserve Banks on deposit turnover in their
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districts during 1959. There was, however, a question whether the

Board wished to ask the Reserve Banks for additional information when

it me the request for turnover data.

Mr. Thomas continued with the observation that one of the

decisions the Board would have to reach in this regard was whether to

reclassify from the "country bank" into the reserve city category

enough member banks to recapture the reserves released through

reclassifications in the other direction, so as to retain the present

relationship of about 60 per cent of member bank deposits in the reserve

and central reserve classifications. He went on to state, in answer

to a question from Governor King, that the Board could be said to be

approximately half-way through its task of reclassification of banks

from central reserve or reserve city status, if the 33 banks referred

to in Chicago were taken into consideration, but this conclusion rested

upon the assumption that no reserve city bank with over $50 million in

demand deposits would be classified as a country bank. There was still

the problem that many reserve city banks had less than $50 million of

demand deposits and many "country" banks had more than this figure.

Chairman Martin and Messrs. Young and Noyes withdrew during the

foregoing comment by Mr. Thomas, and the Chairman re-entered the room

at this point.

Mr. Farrell referred to Mr. Thomas' comment on the need for a

decision at some point as to whether approximately the present distribution
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of deposits as between "country" and other member banks should be

retained. It would be helpful, he said, if the staff could have some

indication as to the purpose of the standards to be developed.

Governor King commented that he understood this was what

Governor Robertson was seeking in urging that study of possible

standards be expedited, and Governor Robertson added that without

standards the Board might be making a mistake in granting authority

to banks to carry reduced reserves on a piecemeal basis. He recognized

that the answer to this comment had been that the banks being given

such authority would be given it under any conceivable pattern.

Governor Robertson also said that he did not believe that Congress

gave the Board authority to reclassify banks for reserve purposes in

the reserve requirement law enacted last July merely for the purpose

of reducing aggregate required reserves. Therefore, he urged that a

comprehensive study of possible criteria for such reclassification be

expedited so that these individusl reclassifications would fit into a

pattern that the Board would consider appropriate. He added that he

thought any release of reserves through downward reclassification of

banks should be offset by upward reclassification.

Chairman Martin inquired whether there was general agreement

that approval should be given to the applications of the 33 Chicago

banks for permission to maintain the same reserves against deposits

as are required to be maintained by banks located outside central reserve

and reserve cities.
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Governor Robertson stated that he felt the 33 cases should

be approved, the Board having launched on a program of trying to get

a pattern for such reclassifications.

Unanimous approval was then given to the applications for

reduction in reserve requirements of 33 Chicago member banks and to

deferral of action on applications from four other banks, with the

understanding that a letter to this effect would be sent to the Federal

Reserve Bank of Chicago, attached Item No. 4. The 33 banks granted

permission to carry reduced reserves were:

Amalgamated Trust and Savings Bank
Belmont National Bank of Chicago
Commercial National Bank of Chicago
Consumers National Bank of Chicago
The Cosmopolitan National Bank of Chicago

Devon-North Town State Bank
The District National Bank of Chicago
Drexel National Bank
The First Commercial Bank
Gateway National Bank of Chicago

Kaspar-American State Bank
Lawndale National Bank of Chicago
Main State Bank
The Manufacturers National Bank of Chicago
Marquette National Bank

Merchants National Bank in Chicago
Metropolitan State Bank
The Mid-City National Bank of Chicago
The Mutual National Bank of Chicago
National Bank of Albany Park in Chicago

National Bank of Austin
National Bank of Hyde Park in Chicago
Park National Bank of Chicago
Peoples National Bank of Chicago
The Skala Nationsl Bank of Chicago
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South Chicago Savings Bank
The South East National Bank of Chicago
The South Shore National Bank of Chicago
South Side Bank & Trust Company
State Bank of Clearing

Union National Bank of Chicago
University National Bank
Upper Avenue National Bank of Chicago

The four banks on whose applications action was deferred were:

Chicago City Bank and Trust Company
Lake View Trust and Savings Bank
Merchandise National Bank
Northwest National Bank

Messrs. Farrell, Conkling, and Collier withdrew from the meeting

at this point.

Application of BancOhio Corporation, Columbus, Ohio. There had

been distributed two memoranda from the Division of Examinations dated

December 23, 1959, along with a memorandum from the Legal Division dated

January 27, 1960, relating to the application of BancOhio Corporation,

Columbus, Ohio, for prior approval, pursuant to section 3(a)(2) of the

Bank Holding Company Act of 1956, of the acquisition of a minimum of

80 per cent of the 1,000 voting shares of The Hilliard Bank, Hilliards,

Ohio. One of the memoranda from the Division of Examinations was a

factual memorandum which reviewed in detail the application of BancOhio

and included a statement of the views of the First Deputy Superintendent

cf Banks of Ohio indicating that that office would not interpose any

objection to the proposed acquisition. The other memorandum of the

Division of Examinations, which would not become a part of the record
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of the case for purposes of judicial review, contained the opinions

and recommendations of the Federal Reserve Bank of Cleveland and the

Division of Examinations, namely, the Cleveland Bank recommended

favorable consideration of the application, whereas the Division of

Examinations recommended that a notice of tentative decision denying

the application be issued.

Mr. Hostrup summarized the factual information regarding the

application and the opinions expressed by the Division of Examinations.

With respect to the five statutory factors to be considered by the Board,

he commented on the conclusions of the Division of Examinations as

follows: (1) the financial condition and history of BancOhio and of

The Hilliard Bank are satisfactory, and the financial condition of the

Bank would continue satisfactory under BancOhio's control; (2) the

prospects of BancOhio are good; and while The Hilliard Bank's prospects

for profitable operations are satisfactory, it was felt that under

existing conditions its prospects would be more favorable under BancOhio

management; (3) the management of BancOhio is capable and management

of The Hilliard Bank, while sound, does not have depth or succession

and is not progressive, although it would not seem to be without the

realm of possibility that more progressive mAnagement could be obtained;

(4) it was felt that there was relatively strong support for approval

of the application on the basis of convenience of the community and

area concerned, although needs were not deemed to be a strong factor
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for approval. (5) As for the fifth factor, Mr. Hostrup said that

BancOhio's concentration in both offices and deposits is high in the

county in which The Hilliard Bank is located, and the already dominant

position of the holding company in the area would be increased to some

extent through acquisition of The Hilliard Bank. Existing competition

to some degree would be eliminated, as would additional potential

competition. Therefore, despite the closeness of the case, the Division

of Examinations had concluded that the unfavorable elements with respect

to the fifth factor, particularly the adverse effect upon competition,

outweighed the factors favoring approval of the application. Mr. Hostrup

observed that for this reason the Division of Examinations recommended

denial of the application by BancOhio, even though favorable recommen-

dations had been made by both the Cleveland Reserve Bank and the First

Deputy Superintendent of Banks for the State of Ohio.

Mr. Thomas withdrew from the meeting at this point.

Mr. Hackley stated that the Legal Division found this to be a

very close case. After viewing the opposing considerations, the Division

would start with the fifth factor and, on the assumption that there

would be some reduction in competition, would feel that approval of the

application would have to be supported by a finding of distinct benefits

to the public under the first four statutory factors that must be

considered by the Board in reaching its decision. There were arguments

which indicated that the acquisition would result in benefits to the
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bank, to the public, and to the community, Mr. Hackley said: the bank

had failed in several major respects to grow with the communities within

its service area, and there was a management succession problem which

would argue that the prospects of the bank were not entirely satisfactory.

It could be argued that if the bank were bought by the holding company

the improvement in prospects for the bank, the strengthening of the

management, and the more adequate provision for the needs and convenience

of the community would offset whatever lessening of competition such

acquisition might have. For these reasons, even though approval of the

application would result in the elimination of competition of the nature

and to the extent described in the memorandum from the Division of

Examinations, it was the judgment of the Legal Division that this would

not constitute a substantial lessening of competition as prohibited

under section 7 of the Clayton Act. Mr. Hackley stated that on the

basis of the entire record, it appeared that the Board's decision on

BancOhio's application must ultimately involve an exercise of judgment

by the Board as to whether the evidence of the present character of

The Hilliard Bank's management, and of the degree to which approval

would contribute to the convenience, needs, and welfare of the communi-

ties involved, would be outweighed by evidence showing that approval

would be inconsistent with the public interest and the preservation of

competition, both actual and potential.

In response to Chairman Martin's inquiry, Mr. O'Connell said

that he concurred in the statement made by Mr. Hackley.
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Chairman Martin then called upon the members of the Board for

discussion of this application.

Governor Mills said that, looking exclusively at the facts

presented, he would concur with the judgment of the Division of Exami-

nations that the application should be denied. However, he had

reservations as to whether the Board could confine itself exclusively

to the Hilliards case, where a small bank was dying on the vine and a

community with prospects of growth was not 'being served with the up-to-

date and modern banking facilities that could be provided by the holding

company seeking to acquire this bank. He was increasingly of the

conclusion, he said, that commercial banking is a service business and

that the Board's focus should rest, within a margin, on the convenience

of the community, if the proposed expansion would not do violence by

giving undesirable dominance in the community to another banking insti-

tution. The trend of BancOhio's development is in the direction of

undesirable dominance that should be checked, Governor Mills said, and

this would be in part done by accepting the recommendation of the

Division of Examinations. On the other hand, the unresolved factor

that suggested further analysis, particularly further consultation

with the Comptroller of the Currency and with the Ohio Superintendent

of Banks, was that referred to on pages 17 and 18 of the factual

memorandum from the Division of Examinations reporting that BancOhio

subsidiaries now had applications before both the Comptroller of the
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Currency and the State Banking Department for additional branches in

the area east of Columbus. In Governor Mills' judgment, if these

additional branches in the area just east of Columbus, Ohio, were to

be approved for subsidiaries of BancOhio, the holding company would

be given a clear dominance in the area. The fact that the competing

banks were slow to compete and were neglecting their opportunities in

the Columbus area was not the problem of the Board, Governor Mills said,

and that fact did not relieve the Board of its responsibility for

Preventing an undesirable BancOhio expansion. In summary, his feeling

would be that the Comptroller of the Currency and the State Superin-

tendent of Banks in Ohio should be further consulted and, if they were

Prepared to prohibit the establishment of these additional branches

that in his opinion would clearly give BancOhio dominance in this area

east of Columbus, he would be willing to approve BancOhio's application

for acquisition of The Hilliard Bank on the grounds of convenience to

the Hilliards community. If the Comptroller of the Currency or the

Ohio Banking Department were inclined to permit the expansion of branches

of BancOhio subsidiaries to which he had referred, Governor Mills said

that he would deny the present application. Also, if the Board should

decide not to consult further with the Comptroller of the Currency or

the supervisory authorities in Ohio, he would deny the present application.

Governor Robertson said that he would deny BancOhio's application.

He agreed with a good deal that Governor Mills had said, but he did
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not think the Board could look to the Comptroller of the Currency or

the Ohio Banking Department to control the expansion of the holding

company. The case before the Board was one in which a large control

by a dominant institution already existed in the area. To approve the

Present application would provide an incentive for the management of

banks such as The Hilliard Bank not to get better management for their

institutions. To approve this application would suggest that when a

small bank had failed to provide for satisfactory management succession

or for aggressive management, it could solve an estate problem of aging

management by selling out to a dominant institution that could provide

better management. In Governor Robertson's opinion, the Board should

be making decisions that would help to build up these smaller institutions

rather than to encourage them to break down to the point where they

were ready to be taken over by a large holding company. His procedure

would be somewhat the reverse of that suggested by Governor Mills in

that he would tentatively deny the present application, inform the

Cleveland Reserve Bank of that tentative decision, and then take up

With the Comptroller of the Currency the question of expansion of

BancOhio's subsidiaries through branches. He cautioned that the latter

move should not be made in a way that would seem to intrude into the

functions of the Office of the Comptroller of the Currency. However,

he hoped that action by the Board in denying BancOhio's application

might provide an indication to the Comptroller's Office as to the Board's
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thinking in connection with additional applications for expansion

through branches of subsidiaries of BancOhio.

Governor Shepardson said that he concurred with the recommen-

dation of the Division of Examinations. His view was that if the Board

allowed absorptions of small banks such as that in Hilliards, even

though the bank admittedly was not performing for the community as well

as might be desired, the Board would be further foreclosing the

possibility of developing more aggressive management in the existing

bank or of another competing bank coming into the community.

Governor King said that in his view the underlying principle

of importance in this case was whether the Board would encourage the

smaller independent banks to die on the vine or whether it should take

an action that would encourage them to improve their management and

their operations. If a small bank in a small community could, in effect,

have a monopoly as long as its present management wanted by giving

fair service to the community, and if it could then at its option sell

out to the biggest bidder because the management was getting old and

there might be estate or other problems, there would be little incentive

for these smeller banks to develop progressive management and to serve

their communities in the way the larger banks could do. He understood

that additional applications involving these same problems would be

coming up to the Board for consideration and he hoped the Board by its

decisions would make it obvious that the Board would not encourage this
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type of an acquisition. For these reasons he concurred in the recommen-

dation of the Division of Examinations.

Mr. Hackley commented that each case must, of course, be decided

on the basis of the particular facts of that case. The Board's decision

in the Hilliards case would not necessarily commit it in any future

case. The Board might, however, wish to bear in mind that it now had

before it the application of First Bank Stock Corporation of Minneapolis

to acquire Eastern Heights State Bank, and it should be noted that in

that case the favorable factors for approving the acquisition were not

as convincing as they would be in the case of The Hilliard Bank.

Chairman Martin then suggested that, in accordance with the

usual procedure when the Board was considering taking an action contrary

to the recommendation of the Reserve Bank, this matter now be discussed

With the Federal Reserve Bank of Cleveland in order that that Bank

might furnish any additional comments it might wish to submit.

Governor Mills inquired whether this would include taking steps

to ascertain the attitude of the other bank supervisory authorities as

he had suggested earlier in the discussion. His feeling was that this

was something of a test case and that it would be helpful to the Board

in reaching its final decision to know the thinking of the other agencies.

Governor Robertson suggested that this might be accomplished by

having Mr. Solomon discuss the Board's thinking on the present application

with Chief National Bank Exeminer Haggard, since he (Governor Robertson)
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questioned whether it would be appropriate to take the matter up

directly with the Comptroller of the Currency.

Mr. Hackley inquired whether the Board would wish at this time

to ask the Legal Division to prepare and submit a draft of statement

that would deny the application.

Chairman Martin responded that this should not be done until

after the matter had been discussed with the Federal Reserve Bank of

Cleveland and until after Mr. Solomon had had an opportunity to explore

With the Chief National Bank Examiner the thinking of that office as

suggested by Governor Mills. It was then understood that this procedure

would be followed and that Mr. Solomon would report back to the Board

the results of his further discussion of the matter before the Legal

Division prepared a draft of tentative decision.

Messrs. Thomas and Molony withdrew from the meeting during the

preceding discussion, and Messrs. Hackley, Solomon, and Hostrup withdrew

at its conclusion.

Prospective vacancies in Class C and branch directorships. There

had been distributed a memorandum dated January 28, 1960, from Mr. Fauver

listing the names of individlIals who, under the Board's policy of rotation

in service as Reserve Bank directors, would clearly be ineligible for

reappointment as Reserve Bank or branch directors at the conclusion of

their current terms on December 31, 1960. The list also included the

names of four persons who technically would be eligible for reappointment
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at the end of 1960 but whom the Board might wish to consider as

ineligible within the spirit of the rotation policy because of their

having served virtually six full years as directors. These four

directors were Mr. Welk, Class C director at San Francisco, and Messrs.

Reynolds, Flanagan, and Thomas, directors respectively of the Denver,

Houston, and San Antonio branches. Each of these four had taken office

sometime after January 1, 1955 with the result that they would have

had less than a full six years tenure as a director as of December 31,

1960.

Chairman Martin commented that he would think that the Board

ordinarily would wish to take the position that a director who had

served virtually the full period permissible under the rotation policy

Should not be reappointed for an additional term, in order that the

objective of getting as many persons to serve as Reserve Bank directors

as possible might be carried out more effectively.

There was agreement with Chairman Martin's comment, and it was

understood that Messrs. Welk, Reynolds, Flanagan, and Thomas would be

considered as ineligible for reappointment after completion of their

current terms at the end of 1960.

Mr. Thomas re-entered the room at this point and Messrs. Fauver

and Landry withdrew.

Exchange of System securities. At Chairman Martin's request,

Mr. Thomas reviewed the current Treasury financing operation and the
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procedure for exchanging Federal Reserve System holdings of securities

for new Treasury issues. A memorandum regarding this discussion has

been placed in the files of the Federal Open Market Committee.

Consulting Services on Reserve Bank Depreciation Account. 

Governor Shepardson referred to the discussion at the meetings of the

Board on December 17 and 18, 1959, regarding depreciation allowances

in the accounts of the Federal Reserve Banks and to the understanding

that Mr. Herz of Price Waterhouse & Co. would furnish a statement

summarizing the views he expressed at the meeting on December 17. He

recalled that Mr. Farrell also was authorized to proceed to study the

question of depreciation and to develop, in consultation with Mr. Herz,

a rationale for an acceptable depreciation accounting procedure for

the Federal Reserve Banks which would be as simple as possible.

Governor Shepardson went on to say that Mt. Farrell had reported

to him that Mt. Herz had indicated that if Price Waterhouse

to assist in developing a depreciation accounting procedure

be applied by all Federal Reserve Banks, such work would be

& Co. were

that could

in addition

to that done in the firm's study of the contingency reserves, the

Presentation of his report at the meeting on December 17, and the

preparation of a memorandum covering that report. If an additional

study of depreciation were made, there would be some additional expense,

Governor Shepardson said, and the question had arisen as to whether the

Board's request of Mr. Farrell contemplated his incurring additional
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expense for consulting services of Price Waterhouse & Co. Governor

Shepardson said that it was difficult to get any estimate of what time

would be required or what the expense for such services would be, but

the question was of immediate importance inasmuch as a subcommittee

of the Committee on Accounting of the Conference of Presidents was

Planning to meet in Washington next week for the purpose of studying

depreciation accounting, and the subcommittee had indicated to Mr.

Farrell that it would like to have the benefit of comments of Mr. Herz

or some other representative of Price Waterhouse & Co. in connection

with that meeting.

Governor Mills stated that he was enthusiastic about asking

for the assistance of Price Waterhouse & Co. If additiorml expense

was involved, he felt the Board would wish to express its approval of

such an expenditure.

Governor Shepardson said that this was the particular question

that had arisen and that if the Board agreed, Mr. Farrell would proceed

to obtain the advice of Mr. Herz or other Price Waterhouse & Co.

representatives on depreciation accounting.

Governor King stated that he was limier the impression that Mr.

Herz himself would draw up a plan for depreciation accounting, and he

stated reasons why he believed it would be preferable to have such a

plan prepared by a single individual rather than by a System Committee.

He hoped that Mr. Herz would develop an approach and a plan that could
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be used in the Federal Reserve System, rather than to furnish only

a brief statement of general philosophy on depreciation accounting.

Governor Robertson said that his impression was that Mr. Herz

was to present an over-all plan regarding depreciation accounting. He

doubted, however, that Mr. Herz could be expected to provide the details

for complete accounting at each of the Federal Reserve Banks. It was

Governor Robertson's view that if Price Waterhouse representatives

could give an over-a)1 plan, that plan could then be applied through

System personnel in the manner that the Board contemplated.

Governor Shepardson said that his understanding was that the

Board desired Price Waterhouse & Co. to develop a statement of a

suitable accounting approach on depreciation for Federal Reserve Bank

buildings and equipment, and he mierstood Mr. Herz was prepared to do

this if the Board wished to have his firm go ahead.

Chairman Martin suggested that in line with the discussion at

this meeting, it be understood that the Board was approving the use of

Price Waterhouse & Co. in connection with developing an accounting

approach and system for depreciation procedures at the Federal Reserve

Banks, and it was authorizing such expenditure of funds as might be

involved in securing this service.

There was unanimous agreement with Chairman Martin's statement.

Thereupon the meeting adjourned.
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Secretary's Note: Pursuant to the recom-
mendation contained in a memorandum from
Mr. Bass, Assistant Controller, Governor
Shepardson today approved on behalf of the
Board a leave-without-pay period for Jean
Barber, Payroll Clerk in the Office of the
Controller, for approximately six weeks
beginning January 25, 1960, in lieu of the
maternity leave previously approved to begin
that day.

49

C.-4.,,,_

Seere
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Er. R. H. Craft, Vice Chairman,
Chase International Investment Corporation,
18 Pine Street,
New York 5, New. York.

Dear Mr. Craft:

Item No. 1
2/1/6o

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

February 1, 1960

Reference is made to your letter of January 18,
1960, transmitted through the Federal Reserve Bank of New
York, regarding the Board's letters of February 21, 1957,
February 19, 1958, and February 2, 1959, which authorized
your corporation, subject to various conditions, to make fur—
ther investment in Arcturus Investment & Development, Ltd.,
Montreal, Canada, (in form of stock or obligations) up to an
amount which, with the existing investment, mould not exceed
US$7 25oo,000.

In accordance with your request and on the basis of
the information furnished in your letter, the Board extends
to February 1, 1961, the time within which such investment may
be made.

Very truly yours,

(Signed) Kenneth A. Kenyon

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

FEDERAL RESERVE SYSTEM
WASH INOTON

The Honorable Brent Spence,
Chairman,
Committee on Banking and Currency,
House of Representatives,
Washington 25, D. C.

Dear Mr. Chairman:

Item No.
2/1A0

OFFICE OF THE CHAIRMAN

February 1, 1960.

I am enclosing a copy of comments upon a press state—
ment issued by Mr. Patman on June 22, 1959 (Congressional Record,
June 26, 1959, p. A.5552), concerning the 1957 examination
reports of the Federal Reserve Banks. With the exception of

introductory remarks of a general nature, Mr. Patman's statement
has been reproduced in its entirety on the left side of the
various pages of the enclosure; the System's comments are on
the right side.

Copies of this letter and of the enclosure are being
sent to Nr. Patman; and I am transmitting to you 35 copies of
this letter and its enclosure.

As the members of your committee will recall, the
1957 examination reports used by Mr. Patman had been furnished
by the Board of Governors to your committee. These reports,
in themselves, are examples of the minute detail with which
the Board's examiners review the operations of the Federal
Reserve Banks and their branches.

Enclosure.

Sincerely yours,

((Signed) Thu. Met:.

Wm, McC, Martin, Jr.
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Dear Sir:

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 3
2/1/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

February 1, 1960.

Under authority of the fourth paragraph of Section 16 of the
Federal Reserve Act, the Board has established effective immediatelythe following described rate of interest to be paid monthly by each
Federal Reserve Bank on the daily average amount of its outstanding
Federal Reserve notes that are not covered by gold certificates pledged
With the Federal Reserve Agent as collateral security for such notes:

The interest rate on Federal Reserve notes not covered by gold
certificates pledged with the Federal Reserve Agent as collat-
eral security for such notes shall be the result of the division
of (a) the net earnings of the Federal Reserve Bank after pro-
vision for dividends on its outstanding paid-in capital and
for adjustments necessary to equate the amount of its surplus
With the amount of its subscribed capital, by (b) the daily
average amount of outstanding Federal Reserve notes of the Bank
after deducting the daily average amount of gold certificates
Pledged with the Federal Reserve Agent as collateral security
for such notes.

Payment of interest as above determined shall be made on the12th of each month (or the first business day thereafter) covering the
previous month, except that the payment for the month of December shallbe determined before the closing of the books for that month and made onuthe first business day of January.

The amount payable each month shall be the amount of the cumu-lative net earnings for the year after (a) adjustments (plus or minus) to
Provide for equating surplus with subscribed capital, (b) provision for
dividends paid or accrued, and (c) deduction of interest payments alreadymade for the current year.
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The interest payments shall be credited to the United States
Treasurer's General Account as Miscellaneous Receipts, account symbol
and title n201631 Deposits of Earnings, Federal Reserve System (Collec-
tions under Section 16 of Federal Reserve Act, as amended)."

Please advise the Board by wire the amount of the interest
payment before noon of the business day immediately preceding the dayon which the interest payments will be made for the months Januar3r-
1.1ovember, and for December as soon as possible after the amount of the
Interest payment is determined.

Appropriate revisions are being made in the Accounting Manual.

Very truly yours,

Merritt
Seer

TO THE PRESIDENTS OF ALL FED&RAL RESERVE BANKS

/v.\

an,
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Item No. 4
2/1/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

February 1, 1960

Mr. W. R. Diercks, Vice President,
Federal Reserve Bank of Chicago,
Chicago 90, IllInois.

Dear Mr. Dieraks:

Reference is made to your letter of January 21, 1960, recom-
mewling that 37 member banks in Chicago be permitted to maintain the
same reserves against deposits as are required to be maintained by banks
located outside central reserve and reserve cities.

After consideration of the information submitted, the Board
concurs in the recommendation of the Board of Directors of your Bank'ith respect to 33 of these banks and, pursuant to the provisions of
Section 19 of the Federal Reserve Act, grants permission to the member
banks on the attached list to maintain the same reserves against depositsas are required to be maintained by banks outside of central reserve and
reserve cities, effective with the first biweekly reserve computation
Period. beginning after the date of this letter. Please forward the
enclosed letters addressed to the respective banks; copies are enclosedfor your files.

The Board has decided to defer its decision on the applicationsof the Chicago City Bank and Trust Company, Lake View Trust and SavingsBank, 
Merchandise National Bank, and the Northwest National Bank for the

reasons set forth in its letter of January 25, 1960, with respect to theLake Shore National Bank, another applicant in the $43 million-$70 million
Qemand deposit category. Please explain the delay to these banks.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

Enclosures.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

List of 33 Member Banks in Chicago Granted
Permission to Maintain the Same Reserves Against
Deposits as are Required to be Maintained by Banks

Located Outside of Central Reserve and Reserve Cities

Amalgamated Trust and Savings Bank
Belmont National Bank of Chicago
Commercial National Bank of Chicago
Consumers National Bank of Chicago
The Cosmopolitan National Bank of Chicago

Devon-North Town State Bank
The District National Bank of Chicago
Drexel National Bank
The First Commercial Bank
Gateway National Bank of Chicago

Kaspar-American State Bank
Lawndale National Bank of Chicago
Main State Bank
The Manufacturers National Bank of Chicago

Marquette National Bank

Merchants National Bank in Chicago
Metropolitan State Bank
The Mid-City. National Bank of Chicago
The Mutual National Bank of Chicago

National Bank of Albany Park in Chicago

National Bank of Austin
National Bank of Hyde Park in Chicago
Park National Bank of Chicago
Peoples National Bank of Chicago
The Skala National Bank of Chicago

South Chicago Savings Bank
The South East National Bank of Chicago

The South Shore National Bank of Chicago

South Side Bank & Trust Company
State Bank of Clearing

Union National Bank of Chicago

University National Bank
Upper Avenue National Bank of Chicago
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