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Minutes of the Board of Governors of the Federal Reserve System

on Thursday, March 3, 1960. The Board met in the Board Room at 10:00

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Mills
Mr. Robertson
Mr. Shepardson
Mr. King

Mr. Kenyon, Assistant Secretary

Mr. Solomon, Director, Division of

Ex:minations
Mr. Chase, Assistant General Counsel

Mr. Landry, Assistant to the Secretary

a.m.

Meeting with Mr. Friedman. Pursuant to an understanding reached

at the Board meeting on January 29, 1960, the Board met with Mr. Sidney

Friedman of New York City and his attorney, Mr. Edward L. Levine, regard-

ing the formers service as a director of The Meadow Brook National Bank

Of Nassau County, West Hempstead, New York, and Commercial Bank of North

America, New York City, a nonmember bank. In a letter dated January 12,

1960) the Board advised the Federal Reserve Bank of New York that, inas-

much as the Board had decided to make no Change in its Regulation L,

I
nterlocking Bank Directorates under the Clayton Act, or the rulings of

the Board regarding the effect of the words "contiguous or adjacent"

When applied to interlocking directorates in a metropolitan area, the

dual service of Mr. Friedman was within the prohibitions of the statute.

Mr. Friedman then requested an opportunity to appear before the Board.

In introductory comments, Mr. Levine pointed out that section 8

Of the Clayton Act provides that a director, officer, or employee of a
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member bank shall not be at the same time a director, officer, or

employee of any other bank, with certain exceptions, one of the excep-

tions relating to a bank not located in the same city, town, or village

as that in which the member bank is located, or in any city, town, or

Village "contiguous or adjacent" thereto (subsection (5)). In large

metropolitan areas, he noted, the statute and Regulation L sometimes

have the effect of prohibiting interlocking relationships between two

banks whose head offices are many miles apart and are separated by

intervening communities. Mr. Levine commented that the Commercial Bank

Of North America has its offices in Manhattan, the Bronx, Brooklyn,

and Queens, while The Meadow Brook National Bank has all of its offices

in Nassau County. He recalled that Mr. Friedman had submitted a memoran-

dum on this question about a year ago. It had been decided not to sub-

mit a brief at this time, he said, but Mr. Friedman would like permission

to bring the earlier memorandum up to date following this meeting with

the Board, endeavoring to answer any questions that might arise during

the discussion.

Mr. Friedman stated that the reasons for his request for a

hearing on this matter were (1) to indicate that a substantial question

1ms involved, not just a matter of whim or personal prestige; and (2)

to indicate that an adverse decision would do more harm than good. He

then 
proceeded to describe the nature of his relationships with each

Of the subject banks.

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



8.5

3/3/60 -3-

With respect to his directorship in The Meadow Brook National

Bank, Mr. Friedman stated, in summary, that his association with the

institution went back about 25 years and that in the course of his

legal work for the bank he had cooperated closely with its former

President and current Chairman of the Board, Mr. A. B. Weller. During

this period, he had been closely engaged in the bankts financial

affairs, including mergers, as distinguished from daily operating activ-

ities, and he was elected a director about three years ago. Mr. Weller

vaa now talking of retiring as chief executive officer, or at least

from active participation in the day-to-day affairs, with the intention

Of making Mr. Walter E. Van der Waag, currently President, the chief

executive officer. Since, in Mr. Friedmants judgment, Mr. Van der Waag

vaa not well informed about matters of financial policy, having been

concerned primarily with daily operations, he (Mr. Friedman) was con-

cerned about remaining as a director to aid in general policy formulation.

It was his opinion that he would be doing a disservice to the bank and

to Mr. Van der Waag should he step out as director, particularly in view

Of the fact that certain New York banking interests had indicated that

they vould like to acquire control of Meadow Brook National, contrary

to the desire of the present management.

With respect to his association with the Commercial Bank of

North America, Mr. Friedman described how, he had represented certain
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Parties 'who who obtained control of a predecessor bank about five years

ago and how the organization had been built up through mergers until

today it had assets of about $180 million. As a representative of

these parties, he was looked to for leadership in the hanks management

as a director and as Chairman of the Executive Committee. On behalf

of this group, he vas involved in carrying forward a policy of expansion

in New York City, and another merger was being negotiatedet present.

Thus, Mr. Friedman said, he would be faced with a dilemma shou
ld

he be forced to withdraw from the board of directors of either of the

banks. He concluded his statement with the observation that t
he two

banks were entirely separate and independent.

Mr. Levine noted that the legal question involved was 
whether,

for the purposes of subsection (5) of section 8 of the Clayton Act, New

York City vas "contiguous or adjacent" to certain parts of Nassau

C°1111tY where Meadow Brook National Bank maintained branches. 
In this

connection, he noted that of the twelve offices maintained by
 Commercial

Bank of North America, only two were in the Borough of Queens. 
He then

displayed a map of Queens and indicated where these branches were 
located.

Each of them was 8 to 10 miles from the Nassau County line and about the

same distance from the nearest branch of Meadow Brook Nationa
l Bank. As

he Bev it, the branches of Meadow Brook and those of Com
mercial Bank in

Queens County were in separate economic units; and he said, i
n answer
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to a question from Governor Balderston, that he believed section 8

Of the Clayton Act should be interpreted in terms of economic subdivi-

sions rather than political subdivisions since the question at issue was

basically economic, relating to avoidance of interlocking directorates

Where banks are in substantial competition. In his view, for the Board

to interpret section 8 in terms of "pin-point touching" of two geographi-

cal areas of metropolitan New York would place a strained interpretation

O n the statute not required by the purposes of the Act. He then referred

to the Agnew-Fayerweether case as indicating that the Board was mindful

that 'where the language of a statute is susceptible of several meanings,

it should be interpreted so as to conform to the intent of Congress and

not to lead to "absurd consequences." He felt that this was the crux

Of his argument. Since section 8 of the Clayton Act had been designed to

prevent incipient monopoly, and since there was no element of monopoly in

the situation with respect to the two banks in question, both of -which

'were relatively smAll so far as the New York City area was concerned,

it would be proper for the Board to interpret the statute so as to per-

mit Mr. Friedman to continue as a director of both banks.

Mr. Levine went on to say that section 8 had been construed by

the Board (1935 Federal Reserve Bulletin, p. 834) as intended to prevent

a conflict of competitive interests. Such a conflict was not present

in this case, since the two banks were in completely different economic
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areas. The business of Meadow Brook Bank was almost exclusively re-

stricted to Nassau County, with only a small percentage of its deposits

coming from outside the County, whereas Commercial Bank had grown up as,

and continued to be, a New York City institution. To provide further

contrast between the two banks, he drew attention to the fact that over

55 per cent of Meadow Brook's deposits were in the time category, whereas

less than 25 per cent of Commercial Bank's were in that classification.

About half of Meadow Brookss loans were represented by real estate and

consumer paper, whereas Commercial Bank does not engage in that kind

Of business to any extent.

With reference to the definition of "contiguous or adjacent",

Mr. Levine said that legal authorities regarded them as broad terms.

He cited the definition found in Corpus Juris Secundum of "contiguous"

as a relative term "depending on the nature of the subject", and he said

further definitions along the same line could be found in decisions of

the Courts. As to "adjacent", it had been said that the word has no

arbitrary definition and that the exact meaning must be determined by

the context in which the word is used. He believed both words should be

construed in a way that would carry out the intent of the Congress in

enacting the statute. He contended that in "practical effect" the areas

involved in this case were notHadjacent or contiguous" for the pu
rpose

c°ntemplated by the statute. Furthermore, since the Board had indicated
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in interpreting section 8 that where doubt existed, consideration

should be given to whether a substantial conflict of competitive inter-

ests was involved, he thought it pertinent to point out that in the

instant case there was no such conflict. Should the Board follow too

rigid an interpretation, Mr. Levine said, it would penalize banks and

stockholders without compensating benefits to the public, and that

'would be true in Mr. Friedman's case. In further comments, he cited

several instances in Nassau County where dual directorships that were

regarded as legal because the banks were not in "contiguous" or

"adjacent" areas were held by certain individuals even though substantial

competition existed between the areas concerned.

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

expressed the view that mere proximity of branches of two banks would 
not

make a difference in his reasoning. What would be more significant

would be a concentration of operations near the boundary line between

two areas.

Governor King asked whether it was Mr. Levinets contention
 that,

under a strict interpretation of section 8, examples of conflict 
with

the law would appear in Nassau County, and Mr. Levine said he had 
not

Intended to convey that impression.

After further discussion, during which an understanding 
was

reached that Mr. Friedman would be permitted to submit an ad
ditional
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memorandum to the Board, Messrs. Friedman, Levine, and Chase withdrew

from the meeting. Messrs. Young, Adviser to the Board; Molony and

Fauver, Assistants to the Board; Hackley, General Counsel; Noyes, 
Direc-

tor, and Koch, Adviser, Division of Research and Statistics; John Farrell,

Director, and Conkling, Assistant Director, Division of Bank Operations;

and Donald Farrell and Miss Hart, Assistant Counsel, entered the room.

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

been circulated to the Board and copies of which are attached to these

minutes under the respective item numbers indicated, were approved unani-

mously:

Item No.

Letter to the American State Bank, Milwaukee, 1
Wisconsin, granting permission to maintain

reduced reserves.

Letters to The National Security Bank of Chicago 2 and 3
and the Uptown National Bank of Chicago, Chicago,

2eirlt:: granting permission to maintain reduced

Letters to the Federal Reserve Bank of Chicago and 4 and 5
The Michigan Bank, Detroit, Michigan, advising that
the member bank's application to establish a branch

in Dearborn Township will be held in abeyance until
a current examination of the bank is made.

Final tax certification with respect to the Borgerding 6
Investment Company, Belgrade, Minnesota.

Letter to Senator Byrd (Item No. 7). There had been distributed

under date of March 2, 1960, a redraft of letter to Senator Byrd,
 Chair-

illan of the Senate Finance Committee, replying to his request
 for comments
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on S. 2813, "to provide for more effective management of the public

debt by removing the remaining interest rate restrictions on public

issues of Government securities . . ."

Following a brief discussion during which Governors Mills and

Balderston indicated that they had sent Mr. Noyes certain suggestions,

unanimous approval was given to a letter in the form attached as Item

Amendment to Regulation U. There had been distributed a memoran-

dum from the Legal Division dated February 24, 1960, with respect to a

Proposed amendment to the definition of "carrying" in section 221.3(b)(1)

Of Regulation U, Loans by Banks for the Purpose of Purchasing or Carry-

ing Registered Stocks. Accompanying this memorandum were copies of com-

ments from banks and others regarding the proposal, including several

requests for a hearing before the Board before such an amendment was

adopted.

As noted in the memorandum, and explained by Miss Hart at this

meeting, before June 15, 1959, as now, Regulation U covered all stock-

secured bank loans which were for the purpose of "purchasing" registered

stock. However, stock-secured loans were deemed to be for the purpose

Of "carrying" registered stock and were regulated only if the proceeds

'were used to reduce or retire indebtedness incurred to purchase regis-

tered stock. This created a loophole for circumventing the Regulation,
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and provided a possibility for substantial amounts of unregulated

credit to flow into the stock market. Consequently, in an attempt

to close this loophole in the Regulation, the Board in March 1959

Proposed to adopt a broader provision on "carrying", which would

define this term on the basis of the ultimate purpose of the loan.

As a result of objections by banks, and the New York Clearing House in

particular, following publication of the proposed amendment in the Federal

Register, the Board adopted instead, effective June 15, 1959, a provision

which said that where a borrower had owned any registered stock that he

had not owned free of lien for as much as one year, a loan to the borrower

nevertheless need not be treated as a "carrying" loan if made (1) to meet

Unexpected emergency expenses, or (2) to meet needs which the borrower

customarily met by temporary borrowing. Loans to reduce or retire in-

debtedness incurred to purchase registered stocks were still "carrying"

loans. Since repeated inquiries throughout the summer of 1959 indicated

that banks were having difficulty in understanding the new section on

'arrYing", and were also having administrative difficulty in applying

it) the Board instructed the staff to prepare a comprehensive interpreta-

tion which was circulated to the Reserve Banks for comment and came into

the hands of the New York Clearing House, which had meanwhile been working

°n an interpretation of its own. Since the interpretation of the Clear-

ing House differed on a number of essential points from that prepared by

the Boards staff, the Clearing House was granted a hearing in September.
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111 the light of comments received from the Clearing House and t
he

Reserve Banks, the Board then proposed to amend the sect
ion again in

such a vay as to clarify language which had proved
 difficult to under-

stand, and, in this connection, decided to eliminate from 
the scope

Of the June 15 amendments loans made before that date. This proposed

amendment was published on December 7, 1959, for comment. In consider-

ation of the nature of these comments, the staff now recomm
ended that

the Board adopt an amendment to Regulation U limiting the 
scope of

ft

carrying" to stock securing the purpose loan, and retainin
g the one-

Year holding period. As an alternative, the staff would sugges
t adopt-

ing the same limitation with a nine-month holding period. 
The staff

recommended that such an amendment be published in the 
Federal Register,

'without a hearing or further period for receipt of comme
nts, and that

it be made effective as of the date of publication.

Mr. Hackley commented that the amendment now-pro
posed by the

staff resulted from weighing the theoretical sound
ness of what was pro-

Posed last December against the practical administrativ
e difficulties

that it was claimed would result from such an amendment.
 On balance,

the considerable retreat from the earlier propos
al was believed to be

Justified in the light of these practical problems. It was not felt that

the current proposal would impose a great burden on th
e banks, and it

v°uld appear to meet the principal objections that h
ad been raised. The
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recommendation for publication of the amendment in the Federal Register

without granting hearings or a further period for receipt of comments

took into account the apparent assumption of banks and others that

the Board planned to go through with its previously proposed amendment.

Should the currently proposed amendment be adopted, it was difficult

to see that any useful purpose would be served by inviting further com-

ments or holding hearings.

Chairman Martin then commented that he 'would be willing to ac-

cept the recommendation of the staff although if he were doing it on

his ovn, he would restore the language of Regulation U that was in ef-

fect prior to June 15, 1959. He felt that the Board had lost stature

in the financial community through the developments associated with

this matter. In his opinion, the simplest way for the Board to retreat

°II this question, if it was going to retreat, would be to go back to

the situation prevailing before June 15, 1959. He did not think that

the 
Possibilities for circumvention of the Regulation were sufficen

t

to warrant criticism of the Board's competence, and such criticism ha
d

developed in responsible quarters. The Board had been getting along

fairly well under the provisions in effect prior to June 15, and he 
did

not think any substantial progress had been made on the matter.

Governor Mills agreed with the view that it would be 
inadvisable

for the Board to accept the recommendation of the staff on this question.
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He would much prefer to go back to a rule of reasonableness that would

allow discretion to the administering banks, such as was afforded under

the old definition of "carrying". He compared the current proposal

to the Volstead Act, in that it aimed at frailties of human nature

that cannot be corrected by regulation. It could provoke deviations

and violations that otherwise would not occur. In his opinion, the

Objections contained in the numerous comments received on the amend-

ment proposed in December were not answered by the currently proposed

amendment, which still provided an arbitrary holding period, either

One year or nine months, and still involved the necessity for a bank

to inquire into the origins of stock ownership, which would present an

almost impossible burden for banks.

There followed comments by Miss Hart, in response to questions

raised by Governor Mills, as to the extent to which the proposed amend-

ment would relieve banks from making proportionate allocations of col-

lateral.

Governor Robertson said that the amendment now proposed repre-

sented a substantial retreat from the earlier proposal that he thought

'Was Justified on the basis of practical problems. He added that he

*would consider it desirable to adopt this proposal without any further

hearings. The matter had been reviewed fully, and many comments had

been 
received. A retreat to the extent recommended seemed justified,
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and the the current proposal appeared to take care of the principal objec-

tions that had been raised, although there would always be some

difficulties. In his opinion, the Board was obliged to cover the

field of "carrying" as well as possible in order to maintain a degree

°f fairness and equity among those subject to the Regulation. Therefore,

he would adopt the proposed amendment. He would favor the one-year

holding period alternative, although he would not object to nine months.

Governor Shepardson remarked that he regarded the currently

Proposed amendment as a distinct improvement over the amendment proposed

in December. However, his preference, like that of the Chairman, was to

go back to the provisions that were in effect before June 15, 1959. It

seemed to him that the Board was attempting to set up a net that might

catch a lot of minnows but did not take into account the possibility of

gross evasion through the granting of unsecured loans. A person with

a good credit rating can borrow all he wants on his signature. Therefore,

the Board was spending a lot of effort trying to mend a crack in the dike

when there vas a washout down the line. As he had stated when the sub-

ject Was discussed on previous occasions, he thought it would be best

to revert to the previous provisions of the Regulation. While he could

see how something would be lost by following such a course, neverth
eless

it seemed preferable. He would favor making such an amendment effective

es Of the date of publication.
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Governor King noted that at the meeting on December 1, 1959,

he had stated that he would have no objection to a complete retreat.

As of today, he would favor such a retreat.

Governor Szymczak expressed approval of the suggested amendment.

He recognized that it is not possible to achieve perfection in the es-

tablishment and interpretation of regulations. However, Congress had

imposed a responsibility on the Board to regulate loans for "carrying"

registered stocks, and heretofore the Board had approached the problem

cIllY in a general way. Then it tried a specific approach, and received

Objections, some of which were justified. The essence of any regula-

tiOn is explanation, and the task of making such explanations in this

field falls to the bank examiner who ought to be informed properly in

order to be able to explain the Regulation to the banks and explain

difficalties arising thereunder to the Board. As he saw it, the Board

was under obligation to do the best possible in the circumstances, in

the light of the provisions of the law, and in his opinion the Board

had not met that obligation over the years. He did not know how to

meet the point Governor Shepardson had raised about unsecured loans.

However, the staff had tried to meet the problem as well as possible,

and its recommendation seemed sound.

Governor Balderston said he would not favor additional hearings

or Publishing other proposed amendments in the Federal Register. The
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thing that that had concerned him over a year ago was that the statute places

an obligation on the Board to prevent the excessive use of credit in

the stock market. He had felt that Regulation T was being enforced rea-

sonably well, but he had the feeling that Regulation U was being evaded.

He had a great deal of sympathy with the efforts made to tighten up the

tt

carrying" provisions of the Regulation, but he had come reluctantly t
o

the conclusion that the Board had exhausted its efforts to find a solu-

tion that could be understood and administered sympathetically. He did

not look upon the time and effort that had been expended as a complete

loss, because the Board did succeed in causing the bankers around the

country to think about the respective responsibilities of the Board 
and

the banks in this matter. All things considered, however, he would be

to restore the provisions of Regulation U relating to "carrying"

to the form in which they stood prior to June 151 1959.

Chairman Martin reiterated that this would be his preferenc
e,

although he would be willing to accept the staff proposal if that was

he majority view. Therefore, while he had no particularly strong feel-

ing, he thought it would be the sounder course to go back to the language

that was in effect prior to June 15, 1959. Admittedly, there had been

"me violations, and the Board might have to start over again) b
ut in

his Opinion it would be in a better strategic position.

Question was raised by Governor Szymczak whether it would be

advisable to report to the Congress on the difficulties encountered 
in
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endeavoring to administer the provisions of the law relating to

"carrying", and Governor Shepardson stated reasons why he thought

that vould be desirable. Chairman Martin indicated that he would

have no objection.

Chairman Martin then commented that the staff had worked hard

on this matter and that his earlier remarks were not intended as any

reflection on the work of the staff. Hovever, many people outside the

System in whom he had confidence did not think that the Board had made

a dent in meeting the problem.

It was then agreed with Governors Szymczak and Robertson dis-

senting, to amend section 221.3(b)(1) of Regulation U to restore the

langUage that was contained in the comparable section of the Regulation

prior to June 15, 1959, the amendment to be effective when published

in the Federal Register. The staff vas requested to proceed with the

Preparation of such an amendment.

Governors Szymczak and Robertson later submitted statements for

inclusion in the minutes in support of their negative votes. The state-

ments were as follows:

Statement of Governor Szymczak

Governor Szymczakts negative vote was based on the

assumption that every effort should be made to clarify

the meaning of "carrying In the law in order that the

Purpose of the law would, be accomplished. Hearings and

correspondence provide the Board with information on the

basis of which some amended and clarifying language could
be adopted so as to improve the operation of the June 15,
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1959, amendment. With further experience under the

amended language, additional steps could eventually

be taken to make "carrying" purposeful and practical

of administration.

Statement of Governor Robertson

The June 15, 1959, amendment to the section on
carrying" was adopted in the effort to plug one of

several loopholes in the Regulation which had given

the Board serious concern, a loophole through which

excessive bank credit was flowing into the stock

market. The amendment was admittedly experimental,

it was crude in some respects, and it needed to be

refined in the light of experience. Better means

could be devised - in my opinion, they already have

been devised - to close this gap in the Regulation.

However, the Board has chosen not to adopt any revised

course, but rather to revert to the pre-June 151 1959,
status. The Board should not thus abdicate its re-

sponsibility to perform this part of its task on the

ground that its first attempts were unpalatable, or

that other gaps remained unplugged. A return to the

situation prevailing before June 15, 1959, will mean
that the Regulation restricting the use of bank credit

to carry registered stock can again be readily circum-

vented. Borrowers with sufficent ready assets can

once more purchase registered stock for cash and then

replenish their funds by borrowing on the security of

that stock without regard to the limitations of Regula-

tion U.

Question was raised whether it would be desirable to have a

statement of explanation that would accompany the Board's announcement

Of the amendment to Regulation U, and views were expressed in that

regard.

During this discussion Mr. Hackley inquired whether adoption

Of the amendment was understood to mean that no action would be taken
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on loans made since June 151 1959, that, under the present language

of Regulation Li in respect to "carrying", would appear to be viola-

ti°ns, and no comments were made to the contrary.

Mr. Hackley also stated that the restoration of the language

in effect prior to June 15 might be taken by banks to mean that they

were free to go ahead, without violating the Regulation, with types of

transactions that the amendment proposed in December would have pro-

hibited. He added that inquiries on that point were likely to be

received.

Governor Mills said that the difficulty of defining every type

Of transaction that might be suspect was beyond the limitations of what

a regulation could contain. However, bank examiners would continue to

be asked to raise questions about any loans that seemingly came within

the 
province of the criticisms that activitated the study that had taken

Place over the past year. The examiners were still within their authority

in raising a finger of caution or a question about loans that did not

in their Judgment seem to conform with the spirit of the law and Regula-

tion U. It was his feeling that when such questions were raised before,

there was almost always acceptance on the part of the banks with the

reasonableness of the examinerts position, and necessary steps were

taken to correct the criticism. The Board had gone a long way in ac-

quainting the banks and the examiners with the problem, and the banks

'were 
likely to be attentive when an examiner presented a question to them.
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Governor Shepardson commented that this would seem to afford a

reason for a statement, in connection with announcement of the amend-

ment, that would indicate the Boardts continuing concern with the

problem.

Governor Robertson commented that the examiners had raised

glleations before. Then the problem came before the Board, and the

Board attempted to act on the problem. Now, if the Board reverted to

the earlier language,

the absence

hesitate to

the examiners would find themselves confused in

of more specific direction from the Board and probably would

ask questions. There might well be no questions raised,

aimPly because the examiners would not raise them. The only alternative

he could see would be for the supervisory agencies, under whatever leader-

ship the Board might provide, to issue instructions to the examiners

telling them what to look for and what loans to pick up.

Mr. Hackley then noted that in connection with publication of

a notice of an amendment to any agency's regulations in the Federal Regis-

ter it is usually desirable that the amendment be preceded by a brief

statement of reasons. He then suggested the type of prefatory statement

that might be appropriate in this case.

There was agreement with such a procedure, and the staff was

l'equested to prepare for the Board's consideration a draft of statement

fc)r use in connection with publishing the amendment to Regulation U.

During the foregoing discussion Mr. Koch withdrew from the meeting

and Mr. Reynolds, Economist, Division of International Finance, entered
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the room. At its conclusion all of the members of the staff except

Messrs. Noyes and Reynolds withdrew.

Conference of Central Bank Technicians. Following the meeting,

the Secretary's Office was informed that during the executive session

the Board approved a letter accepting the invitation of the President

Of the Bank of Guatemala for the Federal Reserve to have representation

at the Conference of Central Bank Technicians of the American Continent

to be held in Guatemela from November 14 through 25, 1960 and designa-

ting Messrs. Marget, Director of International Finance, Sammons, Associ-

ate Adviser of that Division, and Weiner, Chief of the National Income,

Labor Force, and Trade Section of the Division of Research and Statistics,

as Board representatives. The Board also authorized ascertaining whether

the Federal Reserve Bank of Boston would like to send Vice President

Ellis as a System representative, with the understanding that the Federal

Reserve Bank of New York -would also have appropriate representation.

In the event Mr. Ellis was unavailable, it was understood that the ques-

tion of approaching another Federal Reserve Bank would be brought back

to the Board.

The meeting then adjourned.

Secretaryts Note: Governor Shepardson today

approved on behalf of the Board the following

Items:

Memoranda from appropriate individuals concerned recommending the
tolloving actions affecting the Boardts staff:
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Appointment

Lloyd G. Luna, as Guard, Division of Administrative Services, with

basic annual salary at the rate of $3,255, effective March 7, 1960.

Salary increase

. Susie T. Oros, from $5,880 to $6,070 per annum, with a change in

title from Supervisory Accounting Technician to Senior Accounting Tech-

nician, Office of the Controller, effective March 6, 1960.

Acceptance of resignations

Bettie P. Tuttle, Secretary, Division of Research and Statistics,

effective March 18, 1960.

Betty Ballinger Taylor, Secretary, Division of International Finance,

effective March 5, 1960.

Harry W. Huning, Review Examiner, Division of Examinations, effec-

tive March 31, 1960.

. Walter Henderson, Operator, Tabulation Equipment, Division of Ad-
ministrative Services, effective March 18, 1960.

Letters to the Federal Reserve Bank of Cleveland (attached Items 
8 and 9) approving the appointment of Avery Allen as assistant examiner
and the designation of Richard Joseph Ginnane as special examiner. re-
spectively.

Assistan cretary,,,
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, O. C.

Board of Directors,
American State Bank,
Milwaukee, Wisconsin.

Gentlemen:

Item No. 1
3/3/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 3, 1960

Pursuant to your request submitted through the Federal

Reserve Bank of Chicago, the Board of Governors, acting under
the provisions of Section 19 of the Federal Reserve Act, grants

permission to the American State Bank to maintain the same

reserves against deposits as are required to be maintained by

banks located outside of central reserve and reserve cities,

effective with the first biweekly reserve computation period
beginn ing after the date of this letter.

Your attention is called to the fact that such per-

mission is subject to revocation by the Board of Governors.

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 National Security Bank of Chicago,

Chicago, Illinois.

Gentlemen:

Item No. 2

3/3/60

ADDRESS OFFICIAL CORRESPONDENC
E

TO THE BOARD

March 3, 1960

Pursuant to your request submitted through the Federal

Reserve Bank of Chicago, the Board of Governors, acting under

the provisions of Section 19 of the Federal Reserve Act, 
grants

permission to The National Security Bank of Chicago to maint
ain

the same reserves against deposits as are required to be main-

tained by banks located outside of central reserve and reserve

cities, effective with the first biweekly reserve compu
tation

Period beginning after the date of this letter.

Your attention is called to the fact that such per-

is subject to revocation by the Board of Governors.

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,
Uptown National Bank of Chicago,
Chicago, Illinois.

Gentlemen:

Item No. 3
3/3/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 3, 1960

Pursuant to your request submitted through the Federal

Reserve Bank of Chicago, the Board of Governors, acting under
the provisions of Section 19 of the Federal Reserve Act, grants

permission to the Uptown National Bank of Chicago to maintain
the same reserves against deposits as are required to be main-

tained by banks located outside of central reserve and reserve

cities, effective with the first biweekly reserve computation

period beginning after the date of this letter.

Your attention is called to the fact that such per-

is subject to revocation by the Board of Governors.

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.

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

ni Illinois.

Dear Mr. Diercks:

Item No. 4
3/3/60

ALIOUEPU OVVICIAL CONUILIIPONIIENOC

TO THE 11111AF40

March 3, 1960

Reference is made to your letter of January 25, 1960,
mi_:_iTalttng the application of The Michigan Bank, Detroit,

;113-gan 
i
for permission to establish a branch in the immediate

C1flwalne 

iy01:1,f77,ord Road and Telegraph Road, Dearborn Township,
Michigan.

that
On the basis of the information available, it appears

tlbe le business of the bank continues to expand and there may
a8,'Ome question as to the adequacy of its capital structure. In-

as it has been more than a year since the bank was examined,
s believed desirable to obtain more information on the con-

of the bank through another examination before taking formal
thel°11 on the application. In the circumstances, the Board will hold
TneraPPlication in abeyance until another examination can be made.
banke is enclosed herewith a letter to the board of directors of the
fo,,14 regarding the application and it is sucf.gested that you date and
acivi:red4i.te 

Board 
an examination of the bank has been started. Please
as to the date the letter is transmitted.

Very truly yours,

Kenneth A. Kenyon,
Assistant Secretary.

Erielosures

,
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
The Michigan Bank,
Detroit, Michigan.

Gentlemen:

Item No. 5
3/3/60

ADDRESS arricIAL CORRESPONDENCE
TO THE •OARD

Reference is made to your application for permission to
?stablish a branch in the vicinity of Ford Road and Telegraph Road

'111 Dearborn Township, Wayne County, Michigan, which was submitted
throu gh the Federal Reserve Bank of Chicago.

According to the information available, the resources
and liabilities of the bank have continued to expand since the
tltrie of the last examination which was made more than one year
ago. One of the factors to be taken into consideration in con-
irection with the establishment of branches is the adequacy of a
ank's capital and the Board feels that more current information

Ipuld be desirable on the various aspects of this factor. There-
rcre, your application will be held in abeyance until a current
examination can be made of 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

FINAL CERTIFICATION

Item No. 6
3/3/60

Pursuant to section 1101(e)(2) of the Internal

Revenue Code of 1954, the Board of Governors of the Federal

Reserve System hereby certifies, to the best of its knowledge

and belief, that Borgerding Investment Company, Belgrade,

Minnesota, which formerly was a bank holding company as

defined in section 2(a) of the Bank Holding Company Act of

1956, has ceased to be a bank holding company before the

expiration of the period specified in subparagraph (3) of

section 1101(e)(2) of the Internal Revenue Code of 1954.

Executed in Washington D. C., pursuant to

direction of the Board of Governors of the Federal Reserve

SYstem.

Date: March 3, 1960

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WAS

The Honorable Harry F. Byrd,
Chairman,
Corrnittee on Finance,
United States Senate,
W
ashington 25, D. C.

Dear Mr. Chairman:

Item No. 7
3/3/60

OFFICE OF THE CHAIRMAN

March 3, 1960

This letter is written in reply to your request for comment

4°.11 Senate Bill S. 2813--"To provide for more effective management of

'he public debt by removing the remaining interest rate restrictions

tw
enty-ri

°11 public issues of Government securities . . .” As you suggested,

ve copies of the letter are enclosed.

The Board of Governors favors removal of the 4-1/4 per cent
interest rate ceiling on United States Government bonds, which this
hill would do, because we believe that such action is needed to

I]revide the Treasury with the discretionary flexibility it requ
ires

lor effective debt management.

bo
During the past year the 4-1/4 per cent rate ceiling on

rids has operated to limit Treasury debt management discretion. As

Ycields on outstanding Government securities approached and then ex,-

wnied 4-1/4 per cent, the Treasury option of financing in bonds wa
s

foreclosed, and all borrowing had to be confined to debt is
sues

1",th original maturities of five years or less on which there is no

j
J.atut

e 
ory rate limit. If the Treasury is forced by the limitations of

interest rate ceiling to continue to finance in debt with maturi-

4es of five years or less during the period ahead, the volume of

°rt-term Treasury issues requiring regular refinancing is likely to
4:z.ircw rapidly and may lead to complications not only for effective
ebt management but for effective monetary management as well.

o311°Pt ni  f Debt Structure

°Pe
Over the past decade the magnitude of annual Treasury debt

rations has grown substantially. This growth has reflected both

:III, increase in the volume of marketable debt outstanding and a

(::?rtening of its structure as the effect of the passage of time 
on

uutstanding securities has more than offset the efforts of the Treas-

1*Y t° sell new securities of longer maturity. As a result of these
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trends, the marketable Federal debt currently outstanding totals $188

billion, and the volume of issues maturing within five years has grown

t° $140 billion, or 75 per cent of the total. Securities due to
rrature within one year amount to $79 billion.

With such a substantial part of the existing marketable debt
?encentrated in issues that mature currently or within a few years, it
iS clear that unless the Treasury succeeds in refinancing a part of the
securities currently coming due into new debt of longer maturity, or
unlesS extensive retirement of maturing debt can be accomplished out of
future budget surpluses, the volume of issues requiring annual
!Tefinancing will continue to grow. Although some debt extension has
!?een accomplished within the interest rate ceiling during the past year

rough the issuance of new notes of three—to—five—year maturity, these
new offerings have been insufficient to offset further growth in the
vcolume of shorter term debt. Moreover, should the interest rate

eiling continue to force the Treasury to confine its debt extension
er forts wholly to long note offerings, the market for such issues could
!Mickly become over supplied and force interest rates to a level that

ruld seriously complicate debt extension. As long as the interest rate

filing continues to block the offering of new Treasury bonds, effective
L-ealization of needed debt extension, therefore, appears likely to bethwarted.

Pre 1ems for Monetary Manaument 

Failure to offset the trend toward rapid shortening of the
Fed eral debt will hinder the task of monetary management.

For example, continuation of the trend toward debt shortening
will lead to an increase in the size and probably the frequency of
teT-nual Treasury refunding operations. Since the Federal Reserve at
rfles of Treasury financing has sought to avoid monetary actions which

ght upset the Government securities market, an increase in the volume

frequency of annual refunding operations could reduce the number

duration of the time periods during which the Federal Reserve would

iel free to make policy changes. This limitation might seriouslye
reumscribe the flexibility of monetary actions.

A greater risk to effective monetary management is the

1c),:sibility that in critical periods, financing difficulties facing the

1:„ ”ury will create severe pressures on the Federal Reserve to supply

4nK reserves in excess of those consistent with the promotion of

ac°11emic growth and stability. Pressures of this type become most

11_"e at times of high economic activity when large Treasury financing

'eds coincide with intense demands for loan funds from other borrowers
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and monetary restraint is necessary. If, under these circumstances,
the outstanding short—term Federal debt is very large, the Treasury
faces the double problem of refinancing large blocks of maturing debt
at a time when investors in short—term Treasury securities generally are

attempting to liquidate their holdings in volume. (Short—term Treasury
securities are typically used as liquidity reserves, and in periods of
buoyant economic activity when money costs are high, holders seek to
draw on these reserves to meet spending requirements.)

If, in such a period of general pressure on short—term Gov—
ernment securities, the Federal budget were in deficit and the Treasury
were forced to become a net cash borrower as well as a large refunder
c?f maturing debt--as was the case in 1959--the impact on short—term

i_nterest rates would become heavy and Treasury borrowing costs might be
ro?-ced to levels that would cause concern in financial circles about the
ability of the Government to follow restraining fiscal and debt manage—

Policies. Should such doubts materialize, the pace of interest
rate advances would accelerate as lenders made adjustments to allow for

:xpected future price increases, and pressures on Treasury debt manage—

:ent Would intensify. History is replete with examples in which

t"t 
lonal treasuries, when confronted with financing crises of this

_?Pe, have urged the central bank to add to the supply of loan funds,
with inflationary consequences.

Fortunately, at the present juncture the immediate prospectis for a Federal budget surplus, not a deficit, and the intense
1(331:essures in the Government securities market characteristic of much

1959 have moderated at least temporarily. Pressures on interest
l'cates may be renewed, however, from the demands of private borrowers in

aredit and capital markets, and the task facing the Treasury of
0!?°mplishing a more appropriate spacing of maturities can be effected

auj Over an extended period of time. Delay in taking debt extension

1°n only increases the risk that monetary policy will at some future
f'.'riod be seriously inhibited by the overriding requirements of Treas—
'41-7 finance.

man In view of the risks thus posed for both monetary and debt

agement by a large and growing short—term Federal debt, there are

ear?elling reasons for removing any limit which prevents effective
`Ion to

4-1/L counter the process of debt shortening. In the past year the

„ Per cent interest rate ceiling on Government bonds has operated
" such a limit.

The n
te Ceiling and Treasu Borrowing Costs

is Retention of the 4-1/4 per cent interest rate ceiling ontonds
most frequently supported as a means of holding Treasury borrowing
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costs down. However, the history of recent years has demonstrated re-

Peatedly the futility of attempting to control borrowing costs by
Setting a ceiling on interest rates paid by borrowers. In free markets
Where securities are generally substitutable, any borrower who places

ceiling on the rate he will pay is likely to experience a drying up of
rto'n supply if other borrowers begin to pay more attractive rates.
!Ills market phenomenon has been illustrated in the postwar period by
the variable flow of funds to and from FHA and VA insured mortgages, as
rates on conventional mortgages and corporate bonds have fluctuated

relative to fixed FHA and VA rates. In the past year it has also been
illustrated by the inability of the Treasury to sell bonds at the 4-1/4
Per cent rate ceiling.

The enforced concentration of new Treasury security offerings

1.!,.short-dated issues during 1959 accentuated pressures on short-term
l'1116erest rates and contributed to an increase in Treasury borrowing

4ste to levels of 5 per cent or more at times of heaviest Treasury

bonancing--as much as 7/8 of a percentage point above the ceiling on

b_Ilds. Because such a large part of the short-term Treasury debt must

l'a.rolled over at frequent intervals, these high borrowing costs were

tc,11,1eklY reflected in higher interest payments on a significant share of

g
c' 
marketable debt. The rate ceiling on bonds has thus operated in

etice more as a restriction on the maturity of new Treasury debt

'48sues than as a control on Treasury borrowing costs.

were Recognizing the fact that short-term rates in the past year

170!? forced to levels above 4-1/4 per cent--probably higher levels than
„f4J-cl have occurred had the Treasury had the discretion to spread its

Za issue offerings over a broader maturity range--the question has

()fell raised whether this short-run cost has not been justified because

be 1
possibility that Treasury borrowing costs over the longer run may

e lower.

that The longer run trend of interest rates is of course something

no one can forecast with certainty. Nevertheless, the broad

P„„e;r8Pective of history indicates that in periods of sustained economic

exPeansion when strong investment and other demands for funds tend to

thaeed the flow of savings, interest rates can be expected to be higher

in Periods, like the 19301 s, when economic activity is depressed.

ee'o- Postwar years have been such a period of generally sustained ,

pren°rnic growth--often at a pace that has created inflationary

de ssures --and interest rates have therefore advanced steadily from the

thPeressed levels of the 1930's and the artificially sustained levels of

1,1ar and early postwar years when effective control of the money

'13.-LY was sacrificed in support of Government bond prices. Many economic
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observers foresee a continued high and growing level of economic acti-
vity in the decade ahead. Under such conditions retention of the 4-1/4
Per cent interest rate ceiling could continue to be a hindrance to
effective debt management.

At this vantage point--one thing is certain; namely, that the
structure of the marketable Federal debt has been steadily shortening
and Will in the next few years continue to add rapidly to the annual
refinancing problem of the Treasury unless an effective debt extension
Program is undertaken soon. No such action is now possible within the
rate ceiling.

Debt Extension Possibilities 

From the experience of recent years some analysts have con-
fluded that there is rarely a good time for the Treasury to sell long-
term debt. They note that in periods of economic weakness and falling
interest rates when securities markets are receptive to bonds, too

an approach to debt extension runs the risk of discouraging
the:h -L-ow of funds into the private spending programs needed to stimulate
recovery while at times of economic boom when aggressive debt extension
ls consistent with the precepts of countercyclical debt management, large
offerings of long bonds are less feasible.

ten • In fact, this view of the prospect for successful debt ex-
fl is too negative. Successful operations in long-term securities

can be appropriately accomplished on occasion in periods of high level

,e°n°mic activity. Experience has shown, however, that the market
°_nditio ns most propitious to such operations may develop quite suddenly.

-Lor the Treasury is to take full advantage of these conditions as they
2,!ur, it must, therefore,have maximum discretion to set appropriate
"'tie and maturity terms when the opportunity arises.

A particular form of debt extension that appears to give con-
siderable promise of a broader scale approach to needed restructuringOf the marketable debt in the future is the technique of advance
refunding . Unfortunately, at prevailing interest rate levels the 4-1/4_er 
 

cent rate ceiling on bonds appears to preclude any effective useOf 
,this promising technique. To remedy this limitation the ceiling
rate 

should be removed.

Sincerely yours,
f

k •

Wm. McC. Martin, Jr.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTE
WASHINGTON 25, D. C.

Mi. Paul C. Stetzelberger, Vice President,
Federal Reserve Bank of Cleveland,
Cleveland 1 Ohio.

Dear Mr. Stetzelberger:

Item No 8
3/3/60

ADDRESS OFFICtAL. CORRESPONDENCE

TO THE SOARED

March 4, 1960

In accordance with the request contained in your
letter of February 26, 1960, the Board approves the appoint-
ment of Avery Allen as an assistant examiner for the Federal
Reserve Bank of Cleveland. Please advise as to the date on
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 Item No. 9
WASHINGTON 25. D. C. 3/3/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 4, 1960

Mr. Paul C. Stetzelberger, Vice President,
Federal Reserve Bank of Cleveland,
Cleveland 1, Ohio.

Dear Mr. Stetzelberger:

In accordance with the request contained in your
letter of February 25, 1960, the Board approves the desig—
nation of Richard Joseph Ginnane as a special examiner for
the Federal Reserve Bank of Cleveland.

The authorization heretofore given your Bank to
appoint Mr. Ginnane as an examiner is hereby canceled.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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