
The attached minutes of the meeting of the

Board of Governors of the Federal Reserve System on

August 311 1960, which you have previously initialed,

have been amended at the request of Governor King to

modify the last full sentence on page 10.

If you approve these minutes as amended, please

initial below.

Chairman Martin

Governor Szymczak

Governor Mills

Governor Robertson

Governor Balderston

Governor Shepardson
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Minutes for August 311 1960

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the

Board of Governors of the Federal Reserve System on

the above date.

It is not proposed to include a statement

with respect to any of the entries in this set of

minutes in the record of policy actions required to

be maintained pursuant to section 10 of the Federal

Reserve Act.

Should you have any question with regard to

the minutes, it will be appreciated if you will advise

the Secretary's Office. Otherwise, please initial below.

If you were present at the meeting, your initials will

indicate approval of the minutes. If you were not present,

your initials will indicate only that you have seen the

minutes.

Chin. Martin

Gov. Szymczak

Gov. Mills

Gov. Robertson

Gov. Balderston (

Gov. Shepardson

Gov. King
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Minutes of the Board of Governors of the Federal Reserve System

on Wednesday, August 31, 1960. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman

Mr. Szymczak

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

Mr. Kenyon, Assistant Secretary

Mr. Young, Adviser to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Noyes, Director, Division of Research and

Statistics

Mr. Solomon, Director, Division of Examinations

Mr. Harris, Coordinator, Office of Defense
Planning

Mr. Hexter, Assistant General Counsel

Mr. Rudy, Special Assistant, Legal Division

Mr. Sammons, Associate Adviser, Division of

International Finance

Mr. Daniels, Assistant Director, Division of

Bank Operations
Mr. Hostrup, Assistant Director, Division of

Examinations
Mr. Landry, Assistant to the Secretary

Miss Hart, Assistant Counsel

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

unanimously:

Letter to the Union Bank and Trust Company,

Kokomo, Indiana, approving an extension of

time to establish a branch at 502 North Main

Street.

Letter to the Southern Arizona Bank and

Trust Company, Tucson, Arizona, approving the

establishment of an in-town branch.

Item No.

1

2
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Report to Joint Committee on Defense Production (Item No. 3). 

Under date of August 26, 1960, there had been distributed copies of a

draft of reply to a letter dated July 7, 1960, from Chairman Brown of

the Congressional Joint Committee on Defense Production requesting a

summary of the Board's mobilization activities during the past year for

inclusion in the Tenth Annual Report of the Joint Committee. The proposed

report summarized the program for continuity of essential functions of

the Federal Reserve System in a war emergency, the commercial bank

Preparedness program, and the V-loan program.

After a brief statement by Mr. Harris relating to the scope of

the proposed report, there followed discussion, at the instance of

Governor Mills, concerning the basis for comments in one portion of the

report indicating that general agreement existed within the Government

as to the policies needed to make all emergency planning in the monetary

and bank credit fields consistent. Comments by Governor Robertson and

Mr. Harris were to the effect that basic policies, as set forth in the

report, had been agreed upon by a high-level interagency committee

aPpointed by the President and had been cleared at the Presidential and

Cabinet levels. Accordingly, it seemed accurate to say that as of this

date there was general agreement on fundamental principles, although the

Preparation of plans to implement those principles had not been completed

and differing opinions might exist in various agencies on the details of

their implementation.
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In further discussion of the report, certain minor changes in

language were suggested, following which the report was approved unani-

mously for transmittal to the Joint Committee. Copies of the letter

and accompanying report sent pursuant to this action are attached as

Item No. 3.

Mr. Harris then withdrew from the meeting.

Federal Advisory Council topics (Item No. 4). Pursuant to the

understanding at the meeting on August 26, 1960, copies had been distributed

of a revised draft of letter to the Secretary of the Federal Advisory

Council suggesting topics for discussion at the forthcoming meeting of

the council and at the Council's meeting with the Board on September 15,

1960.

During discussion of the topics, two changes in wording suggested

by Governor Mills were agreed upon.

Governor Mills also raised for consideration the question whether

the Board should advise the Council of the fact that the possibility of

a change from two to three days in the maximum deferment time under the

Reserve Bank check collection schedules was again under discussion. He

noted, among other things, that the Council had previously expressed

itself adversely on the matter, that there was pending before the Board

a revised draft of reply to a question from the Hardy Subcommittee on

this subject, and that at some point the Board's reply to the Subcommittee

Probably would be made public. Governor Mills further pointed out that,
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although a decision to change the maximum deferment would not involve an

amendment to the Board's regulations, and therefore advance publication

in the Federal Register for comment presumably would not be required,

nevertheless a change in operating procedures would be involved that was

of much interest to the commercial banking system and was of a contro-

versial nature.

Discussion of this point focussed on the feasibility of taking

the matter up with the Council at this particular juncture. It was

brought out that the reply to the Hardy Subcommittee should be considered

in conjunction with the Board's further study of actions that might be

taken in the way of additional release of vault cash, changes in reserve

requirements, and classification of reserve cities, that meaningful

discussion with the Council of the possible change in the deferment

schedule would almost require making available to the Council factual

Information such as contained in the revised draft of reply to the Hardy

Subcommittee, and that a complete picture still would not be presented to

the Council unless reference also was made to a change in the deferment

schedule as one part of a package of actions affecting reserves that the

Board had under consideration.

This led to various suggestions as to how the matter might best

be handled, including the possibility of deferring discussion with the

Council and also the possibility of distributing to the Council a portion

Of the material prepared in draft form for the Hardy Subcommittee with a
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statement that the Board would be glad to have the comments of members

of the Council after they had had an opportunity to study the material.

During this discussion it was pointed out that the return of

Chairman Martin would enable the full Board to consider the question of

Procedure. Accordingly, it was agreed to defer a decision on the matter

Pending further consideration upon the Chairman's return, with the

understanding that in the meantime the staff would prepare excerpts from

the revised draft of reply to the Hardy Subcommittee in order that they

might be available if the Board should decide to make distribution of

such material to the members of the Council.

Unanimous approval then was given to a letter to the Secretary of

the Federal Advisory Council in a form reflecting the two suggestions

made by Governor Mills. A copy of the letter sent pursuant to this action

is attached as Item No. 4.

Messrs. Young, Noyes, and Sammons then withdrew from the meeting.

Advertising space in Reserve Bank building. Pursuant to the

Understanding at yesterday's meeting, Mr. Daniels reported the results of

the inquiry that he had made of General Services Administration as to its

Practices with regard to advertising the availability of space in Federal

buildings. It was understood that there had been few cases of this type

in recent years. In general, however, when space is declared excess, the

Administration first prepares posters for display on the building and in

Other Federal buildings. In the event the use of posters proves to be
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unsuccessful, newspaper advertising may be used, and as a last resort the

Administration might utilize the services of brokers.

In this connection Mr. Daniels commented that it might be suggested

to the Federal Reserve Bank of Chicago that, if the Bank had not already

done so, it might want to get in touch with the regional office of General

Services Administration in that city for information as to what Government

agencies were in need of space.

In the light of Mr. Daniels' report, there ensued discussion of

the draft of advertising brochure that had been prepared by the Chicago

Bank's agent with a view to locating tenants for available space in the

head office building. It was noted that the brochure had been submitted

to the Board by the Bank on an informal basis for the purpose of obtaining

any suggestions that the Board might wish to offer.

It was the consensus that fundamentally the "bridge had already

been crossed" earlier when the Board permitted the use of an agent by the

Chicago Reserve Bank. An agent having been retained, it was felt that

the agent must be given latitude to work out with the Reserve Bank such

arrangements as seemed appropriate in finding tenants for the available

Space in the Bank building. It was understood that the agent had in

mind restricting his contacts to parties of a type who might be considered

suitable tenants, and it was assumed that in leasing space the Reserve

Bank would be guided by the expressions concerning types of tenants set

forth in the Board's letter to all Federal Reserve Banks dated June 12,

1953 (F.R.L.S. #3188.1).
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Accordingly, it was agreed that Mr. Daniels would transmit

Informally to the Federal Reserve Bank of Chicago the views expressed

at this meeting.

Mr. Daniels then withdrew from the meeting.

Application of Northwest Bancorporation. In accordance with the

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

memoranda from the Division of Examinations dated August 30, 1960. One

memorandum presented summary information on the offices and deposits of

subsidiary banks of Northwest Bancorporation and First Bank Stock Corpo-

ration, in relation to the offices and deposits of all commercial banks,

for various areas within the State of Minnesota, including the primary

and secondary service areas of The First National Bank of Pipestone, which

Northwest had applied to acquire. The second memorandum presented certain

data taken from the Division's memorandum of December 8, 1958, with

respect to the application of Northwest to acquire The First National Bank

at Eveleth, Eveleth, Minnesota, which application was approved by the

Board on January 20, 1959.

Governor Mills stated that following review of this additional

information he found no reason to change the comments on the case that he

Made at yesterday's meeting. He continued to believe that the application

should be disapproved.

Governor Robertson said he agreed that the application should be

disapproved notwithstanding the decision in the Eveleth case, where the
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facts were in some respects quite comparable to those involved in the

Pipestone application. In the Evaleth case, however, it was his recol-

lection that the Board gave weight to the possibility of liquidation of

the bank and to management factors. In this case, he felt that the Board

could not rely upon such factors. While, as stated in one of the memoranda

from the Division of Examinations, the Minneapolis Reserve Bank had

suggested certain possible actions on the part of the present ownership

of the Pipestone bank if the application should be denied, it appeared

from the memorandum that the Division of Examinations was inclined to

discount such possibilities, and he (Governor Robertson) also was inclined

to discount them. As he saw it, this was a case where a large bank holding

company controlling about 26 per cent of all bank deposits in the State of

Minnesota was seeking to acquire a well-run institution which was providing

good competition for the subsidiary bank of First Bank Stock Corporation

located in the same community. Approval of the application would permit

the expansion of an already large holding company and would diminish

further, although enimittedly in only a small way, the competition of

independent institutions with the holding company banks. The acquisition

vould represent a small additional accretion of power in the hands of the

two principal holding companies operating in the general area, which he

thought was not in the public interest in the absence of good reasons for

aPproval.
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In reply to a question by Governor Shepardson, Mr. Hostrup said

the Division of Examinations did not consider it likely that the Pipestone

bank would be liquidated if the current application should be denied.

Apparently the Feldman family stock would accrue eventually to a son, a

Professional man residing in New York State, and the present junior

management might be continued by the son. Also, there was the possibility

that, even if the bank were liquidated, another bank would be organized

by other parties.

Governor Shepardson then stated that he had been concerned about

the philosophy in certain other cases that an adverse decision was not

warranted if the factors seemed about neutral. Even after studying again

the views of Counsel on this subject, he found it difficult to accept

such a philosophy. In this case, as Governor Robertson had pointed out,

the acquisition would represent another addition to the concentration of

Power in the hands of the two large holding companies.

Governor Shepardson then inquired of Governor Mills whether the

latter, in his comments yesterday, had not taken the position that the

aggregate holdings of the companies was not the most significant factor

aad whether the latter's reasoning did not go more to the circumstances

surrounding the particular location involved in the application.

Governor Mills replied that this was correct. He had made the

statement, he said, that the dominant position of the two holding companies

in the State of Minnesota should be investigated as a factor relevant to
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making a decision, in an individual case, but that this should not be

the decisive factor. To him the decisive factor was found in the

circumstances surrounding the Pipestone area, which in his opinion

balanced out adversely. However, when there was added the overriding

circumstance relating to the position of the two holding companies, his

opinion that the application should be disapproved was strengthened.

Governor Shepardson then expressed the view that this particular

case was similar to some others that had come before the Board, from the

standpoint of local circumstances, in that the factors seemed to him to

be about neutral. There did not appear to be any strong advantages

flowing from approval, nor did it appear that approval would have any

strongly adverse effect on local competition. However, the total power

of the two large bank holding companies would be increased further, with

no apparent advantages from the local standpoint. For that reason, he

would favor disapproval of the application, even though the addition

to the holdings of the applicant, percentagewise, would be minor.

Governor King said he had always been concerned about undue

concentration, whether in banking or any other field. However, the data

Provided by the Division of Examinations included a long list of small

banks, almost all with deposits of $1 or $2 million, within a fifty-mile

radius of the town of Pipestone. As he saw it, the mere fact that these

small independent banks were in existence did not necessarily indicate

that they were contributing substantially to the public interest. Turning
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to an examination of the current application in the light of the fifth

factor required to be considered pursuant to the Bank Holding Company

Act, he felt that the acquisition of the Pipestone bank would not give

the applicant bank holding company system an undue concentration of

deposits in the Pipestone area and that the proposed acquisition would

be consistent with adequate and sound banking. As to the public interest,

which was the factor that he would have to emphasize if he were to vote

to deny the application, he could not see enough evidence that the

acquisition would not be in the public interest to warrant taking such

a position.

Reverting to the banking situation in the area surrounding

Pipestone, Governor King again expressed the view that the existence of

the relatively large number of $1 and $2 million banks was not preserving

much in the way of competition. As he saw it, the only answer, if more

competition was wanted, would be for parties to build more institutions

capable of competing with the two large holding company groups. In the

light of all the circumstances, he had come to the conclusion that the

application of Northwest Bancorporation should be approved. In saying

this he had some doubts, for he did not like to see the gradual process

of concentration of power in the hands of a few parties. Nevertheless, in

his own mind he could not find enough evidence in this case to warrant

taking the position that approval of the application would be against the

public interest.
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Governor Szymczak indicated that he would favor disapproval of

the application, although he realized fully that this case, like so many

that had come before the Board, was a close one. Some of these cases

might go to the courts; the more that went to court, the easier would be

the problem for the Board, although the courts would be faced with

problems of the same kind as those confronting the Board.

Governor Balderston said that his concern in this matter was

twofold. As he understood it, in the past the Board had looked upon the

Bank Holding Company Act as possessing the fundamental distinction, when

compared with the bank merger statute, that the Board might approve an

application if it did not find positive evidence of an injurious effect

on competition. If the Board denied the current application, and he

thought it probably should, it seemed to him that the decision would

represent a departure from the philosophy the Board had followed in cases

under the Bank Holding Company Act up to this point. His second point

Of concern was the court decision in the Transamerica case several years

ago, where the locality was made the focal point of analysis. In the

Pipestone case, as he looked at the community alone, it appeared that

banking accommodations might be better if the application were approved

than if it were disapproved. His own position, favoring disapproval, was

based on the broader consideration having to do with the whole Northwest

area and the dominance in it of two bank holding companies whose growth

by accretion would make the organization of new banks more difficult as
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time went on. Consequently, disapproval of the current application

would indicate that the Board was looking at the broad situation in

the area and not what might provide the best or most convenient banking

services for the Pipestone community. In indicating that he would favor

disapproval, therefore, he did so with some concern about the turn in

the road that the Board was taking this morning.

Thereupon, on the basis of the views indicated by the majority

of the Board, the staff was requested to prepare for the Board's consider-

ation drafts of a Notice of Tentative Decision and a Tentative Statement

denying the application of Northwest Bancorporation for prior consent to

acquire shares of The First National Bank of Pipestone.

Mr. Hackley then presented certain questions with respect to the

formulation of the tentative statement. He judged it would be desirable

that the statement be consistent with the pattern of past decisions and

not indicate a change in basic philosophy on the part of the Board. The

situation could possibly be reconciled, he suggested, by taking the

Position that although the Board had approved certain previous applications

Where the factors involved were more or less neutral, in this case the

size of the applicant and the aggregate size of the two bank holding

companies operating in the general area were also relevant to the decision.

He would not want to suggest that it was improper for the Board to consider

those two facts as they bore upon the fifth factor required to be

considered in a case of this kind, when that factor might be regarded as
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referring to the effect of a proposed transaction on future as well as

existing competition. The decision might be based on the ground that

in the Board's judgment the size of the applicant company and the size of

the two holding companies combined were relevant factors in reaching a

decision; and the legislative history clearly indicated that any decision

under the statute was to be left to the Board's judgment after it had

considered all of the factors referred to in the statute.

Reference was made to the fact that in the Congressional hearings

and, debate preceding enactment of the Bank Holding Company Act the two

large bank holding companies (Northwest Bancorporation and First Bank

Stock Corporation) had been cited as "giants" in the area in which they

Operate. However, this was not taken to mean that their operations

Should be frozen, and the suggestion was made that in the Board's state-

ment in this case nothing be said to indicate that the Bank Holding

Company Act was regarded as freeze legislation. In this connection, it

was noted that certain previous applications, including the Eveleth

application, had been approved, which suggested that the Board would look

at the circumstances involved in each particular case.

In further discussion of the matter, Mr. Solomon noted that,

depending on how the Board's statement was worded, certain problems of

differentiation might be presented for the future. If emphasis were

Placed on the over-all position of the two bank holding companies, or

even that of Northwest, it might be rather difficult to avoid the decision
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in this case being regarded as a precedent, at least as far as the

acquisition of a going bank was concerned.

After a comment by Governor Robertson that the Board would have

to consider each individual case on its merits, Mr. Solomon added to his

previous comments by saying that the holdings of Northwest and First

Bank Stock are fairly well spread out through the State of Minnesota,

With no unusually heavy concentration outside the area of the Twin Cities.

It was his impression that the situation around Pipestone was not

Significantly different from that in other areas of the State, outside

the Twin Cities, from the standpoint of the holdings of the two companies.

Question then was raised whether, in view of the favorable

recommendation of the Federal Reserve Bank of Minneapolis, it was the

Board's desire to ascertain whether the Reserve Bank wished to submit

any further views or information.

It was the consensus that this need not be done, and that the

Reserve Bank should simply be informed of the Board's tentative decision

When such decision had been approved by the Board and was about to be

released. The principal reason given was that a Reserve Bank, having

submitted its analysis and recommendation, should not be placed in a

Position of being asked, in effect, whether it would wish to change its

Position, for the Reserve Bank presumably had already given the matter

careful study. The view was expressed that, for this reason, the

Procedure decided upon by the Board in a recent case under the bank merger

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



8/31/60 -16-

legislation (a procedure of advising the Reserve Bank concerned of the

Board's decision) would also be appropriate as a rule of general practice

in cases coming before the Board under the bank holding company legislation.

It was indicated, however, that the staff should feel free to raise the

question in any case where it believed the circumstances to be such that

the possibility of going back to the Reserve Bank should be given

consideration.

In this connection, Governor Szymczak requested that the record

show that although in this case he had gone along with the other members

of the Board in the matter of procedure, he felt that in bank holding

company cases involving the tentative decision procedure the Board

should follow the general practice of checking with the Reserve Bank

concerned if the Bank's recommendation was different from the action

proposed to be taken by the Board.

The meeting then adjourned.

Secretary's Notes: Governor Shepardson today
approved on behalf of the Board the following

items:

Memorandum dated August 26, 1960, from Robert F. Emery, Economist
in the Division of International Finance, requesting permission to teach
a course in money and banking at Southeastern University, Washington,
D. C.

Telegram to the Federal Reserve Bank of San Francisco (attached
Item No. 5) approving the appointment of Morris A. Johnson as assistant
examiner.
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Letter to the Presidents of all Federal Reserve Banks transmitting
forms for the use of State member banks and their affiliates in submitting
reports as of the next call date, it being understood that the letter
would be sent when the forms were printed.

Governor Shepardson today noted on behalf of the
Board that an application for disability retire-
ment, effective September 1, 1960, had been filed
by Dorothy L. Duvall, Statistical Clerk, Division
of Bank Operations.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Union Bank and Trust Company,
Kokomo, Indiana,

Gentlemen:

Item No. 1
8/31/60

AD Retie orrictAL CORRESPONDENCE
TO THE BOARD

August 31 1960

Pursuant to your request, the Board of
Governors of the Federal Reserve System extends the
time within which Union Bank and Trust Company may
establish a branch at 502 North Main Street, Kokomo,

Indiana, to February 27, 1961, under the authorization

contained in the Board's letter dated February 25, 19600

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,
Southern Arizona Bank and

Trust Company,
Tucson, Arizona.

Gentlemen:

Item No. 2
8/31/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 311 1960

Pursuant to your request submitted through the

Federal Reserve Bank of Dallas, the Board 
of Governors

of the Federal Reserve System approves the estab
lishment

by Southern Arizona Bank and Trust Company, Tuc
son,

Arizona, of a branch near the intersection of We
st Prince

Road and Flowing Wells Road in Tucson, Arizona, prov
ided

the branch is established within twelve months
 from the

date of this letter.

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

The Honorable Paul Brown, Chairman,
Joint Committee on Defense Production,

House of Representatives,
Washington 25, D. C.

Dear Mr. Brown:

Item No. 3
8/31/60

OFFICE OF THE VICE CHAIRMAN

August 31, 1960.

Attention Mr. Harold J. Warren,
Clerk & Counsel,
Room 459,
Old Senate Office Building,
Washington 25, D. C.

In response to your letter of July 7, 1960, attached
is a factual summary covering mobilization activities of the
Board of Governors for the past year.

The summary covers three programs--the program for
the continuity of the essential functions of the Federal Reserve
System in the event of an attack on the United States, the com-
mercial bank preparedness program, and the V-loan program.

Sincerely yours,

(Signed) C. Canby Balderston

C. Canby Balderston,
Vice Chairman.

Attachment.
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SUMMARY OF THE MOBILIZATION ACTIVITIES OF

THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Introduction

This report summarizes the mobilization activities of the
Board of Governors of the Federal Reserve System for the past year.
It is divided into three parts, each of which deals with a major
mobilization program in accordance with the outline suggested by the
Joint Committee on Defense Production. Part I relates to the develop-
ment of plans and preparedness measures for the continuity of the
essential functions of the Federal Reserve System in a war emergency.
Part II relates to the development of plans and preparedness measures
for the continuity of commercial banking operations in a war emergency.
Part III describes Regulation V-loan activities and plans for the con-
duct of such activities in a war emergency.

Part I

Continuity of the Essential Functions of
The Federal Reserve System

1. Program. The Board of Governors is responsible for the develop-
ment—at-glans and preparedness measures to assure the continuity of
the essential functions of the Federal Reserve System in the event of
an attack on the United States, and for participating in the develop-
ment of policies and preparedness measures in the monetary and bank
credit fields to deal with the potential economic consequences of an
attack.

2. Authority. The authority to develop plans and preparedness
measures for the continuity of the essential functions of the Federal
Reserve System and to deal with the potential economic consequences
of an attack derives from the National Security Act of 1947, as amended,
the Defense Production Act of 1950, as amended, the Federal Civil De-
fense Act of 1950, as amended, Executive Order 10346, Defense Mobiliza-
tion Order I-20, and The National Plan for Civil and Defense Mobilization.

3. Activities. Beginning shortly after the enactment of the National
Security Act in 1947, the Board of Governors of the Federal Reserve
System initiated the development of plans for an attack situation.
Over the past 12 years, these plans have been subject to continuing re-
view and improvement.

Originally, the Board's plans were based on the assumption
(1) that the money and credit system must and cm be maintained, (2)
that banking operations must be continued wherever physical conditions
Permit, and (3) that all the means to assure the continuance of bank-
ing operations in the national interest, including liquidity, credit,
currency, and equitable sharing of war losses will be provided.

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



- 2 -

During the past year, general agreement has been reached
among all the Federal financial agencies on basic policies needed
tonake all emergency planning in the monetary and bank credit fields
consistent. These policies are:

a. The money, credit, and financial system can and must
be maintained. This is essential in order (1) to
maximize the mobilization of all economic forces,
(2) achieve the maximum utilization of surviving
resources, both human and material, (3) provide the
immediate military needs and requirements for human
survival, and (4) be ready at the first opportunity
to reactivate the economy in areas temporarily
immobilized by fallout.

b. Banking operations vital to the maintenance of the
financial system must be continued, and provision
must be made for liquidity and credit. The Federal
Government will offer assurance that those dealing
with financial institutions may do so without risk
of the insolvency of such institutions by reason of
war losses.

C. The Federal Government will assure the equitable
sharing of war losses throughout the economy to the
extent possible. This policy did not grow out of any
consideration as to whether the Government should
compensate individuals for war losses, or should lat
such losses lie where they fall. Rather, it was in
recognition of the interrelationship of all parts of
our economy and the need to find the most practical
means for maintaining a "going concern" concept for
that part of our economy which survives an attack.
Only "going concerns" can distribute surviving re-
sources, generate more resources, and reconstruct
the econonor in the national interest.

d. Bank deposits and currency will be made available in
proportion to the needs of postattack economic activity,
with due regard to local conditions in severely damaged,
marginal, and undamaged areas, and subject to controls
prescribed by national authority.

e. New bank credit will be made available for essential
purposes such as the support of military, emergency
relief, and salvage operations and national reconstruc-
tion.

f. The Federal Government will guarantee private financing
for essential purposes to the extent that it is not
otherwise available on reasonable terms.
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g. Provision will be made for the clearance of checks,
including those drawn on destroyed banks, subject to
such limitations and controls as may be necessary to
assure the maintenance of the monetary and credit system.

h. Supplies of currency will be decentralized to the extent
possible in order to provide for local needs, and will be
made available in accordance with the needs of postattack
economic activity.

i. There will be no general moratorium on the payment
of preattack debts, but limited moratoria may be
authorized for hardship cases.

j. The issuance and use of scrip as a substitute for
currency will be avoided except as it may be neces-
sary due to the unavailability of currency.

The Board has provided for the continuity of its essential
functions. The principal measures for this purpose are:

a. The Board has established and maintains a relocation
office in constant readiness. The relocation office
has a fair degree of protection against radioactive
fallout. It is supplied with emergency food and med-
ical stocks, and is equipped with adequate communica-
tion facilities. Provision has been made for the
billeting of personnel in the relocation office should
radioactive fallout conditions make this necessary.
Operating records are maintained at the relocation
office and kept current daily. The relocation office
is staffed with personnel trained in Federal Reserve
operations and trained in radiation detection and
communications.

b. The Board has provided for a line of succession, in-
cluding a provision for an "interim Board" to be
drawn from officers of the Federal Reserve Banks in
the event that the entire Board should be incapacitated,
and has provided for the automatic delegation of all 
necessary authority to surviving members of the Board
and to the interim Board.

c. The Board has provided the Federal Reserve Banks with
emergency policy guidelines, and has provided for the
automatic delegation of authority to any Federal Re-
serve Bank to take such action as may be necessary
on matters which would otherwise require Board approval,
in the event any such Bank should be unable to communi-
cate with the Board or the interim Board.
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The Federal Open Market Committee, whose membership consists

of each member of the Board of Governors and five representatives of

the Reserve Banks, has adopted comparable plans for its emergency op-

erations. The plans provide for a line of succession, authorization

to Reserve Banks to take action in the event they are out of communica-

tion with the Committee, and guidance to Reserve Banks in reconstructing

open market accounts and in providing special financing for the Treasury

in an emergency.

The Federal Reserve Banks have taken actions similar to those
of the Board of Governors.

a. They all maintain relocation offices with current

records and emergency operating manuals.

b. They have provided for a line of succession among
their officers and made delegations of authority
to be effective in an emergency. They have provided
for the appointment of acting Federal Reserve agents,
and for the continuity of fiscal agency and foreign
operations.

C. They have built up an emergency supply of Federal
Reserve notes, and have made some progress in the
decentralized safe storage of currency.

d. They are providing for the decentralization of check
collection and currency distribution operations by
the selection of check agents and cash agents to
carry on these functions in all areas; particularly
in those areas which might be temporarily isolated
and where human activity might be permissible im-
mediately following an attack. Most of the Federal
Reserve Banks have completed the development of
emergency operating instructions for carrying out
check collection and currency distribution operations.
In some instances, they have already distributed
these emergency instructions to commercial banks in
their districts.

4. Effectiveness. The effectiveness of the program has been tested
during six aniTIEr Operations Alert against a variety of possible
attack patterns. These tests have demonstrated the validity of emer-
gency plans which provide for flexibility in their application to
areas of great damage, marginal areas, and relatively undamaged areas,
41101 which provide for delegation of authority and decentralization of
Operations to overcome the effects of loss of banking facilities and
disruptions in communications and transportation. For example, Under
the attack pattern assumed for Operation Alert 1960, the capabilities
Of designated Check Agents and Cash Agents to continue operations
Postattack were three times greater than the commercial bankiag in-

as a whole.
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5. Current Need. The program will be needed as long as any poten-
tial enemy has the capability of launching a massive nuclear attack
upon the United States. The program contributes to the overall de-
fense posture of the nation, to the effectiveness of the family of
deterrents to attack, and to the nation's preparedness to maintain
the money and credit system if attacked.

6. Small Business. The program relates to the entire economy, to
small-ETESess as well as large. Since it is assumed that the large
cities, the industrial-population concentrations, and financial
centers might be the natural objects of attack with weapons of mass
destruction, emphasis has been placed on the utilization and prepara-
tion of small banking institutions outside of the more vulnerable
target areas to serve the smaller business enterprises upon which
reliance must be placed to support military, civil defense, and re-
construction operations.

7. Major Problems. The major problems in improving the effectiveness
of this program are (1) the need to provide additional fallout protee-
tion'at the regular and relocation offices of the Board, the Federal
Reserve Banks, and their branches, (2) the need to complete emergency
Planning documents and to provide commercial banks with sufficient in-
formation on emergency planning policies to permit them to complete
their awn preparations, and (3) the need for a greater number of com-
mercial banks to undertake and improve their preparedness.

Progress has been made in providing additional fallout pro-
tection in existing facilities and including fallout protection in
new construction projects. Fallout protection involving major expen-
ditures not related to new construction projects has been deferred
Pending Congressional approval of this kind of preparedness with re-
spect to other Government agencies.

During the past year, drafts of emergency planning docu-
ments have been prepared or revised. It is possible that current
drafts may become agreed upon as standby documents before the end
of the calendar year.

The progress of commercial banks in undertaking and impror-
ing their preparedness is dealt with in Part II.

8. Program  Changes. No program changes are contemplated at this time,
howeWiTiOme change of emphasis may be needed to meet possible changes
ln enemy capabilities. In anticipation of the time when the delivery
of missiles might prevent successful relocation, study is now being
given not only to improving shelter areas in all existing Federal Re-
serve facilities but also to the designation and training of organiza-
tional units within the System to become automatic successors to in-
capacitated units and to have the capability of continuing operations
"in place."
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9. Standby Programs. One of the basic requirements for the maintenance
of the money and credit system and for the postattack financial and
economic rehabilitation, is to provide some means for the indemnifica-
tion or the equitable sharing of war losses. In 1957, a Federal Reserve
staff committee prepared a memorandum on the subject, "Preattack Planning
for Postattack Financial and Economic Rehabilitation," which dealt ex-
tensively with possible means for the equalization of war losses.
During 1959, the staff committee prepared a revised report dealing
with techniques and methods for maintaining the monetary and credit
system, expediting financial and economic rehabilitation, and provid-
ing for the equitable sharing of war losses. A standby program for
the indemnification or equalization of war losses, which can be put
into effect immediately follouing an attack, is to be developed by the
Federal financial agencies acting under the chairmanship of Office of
Civil and Defense Mobilization. During the past year, the Federal Re-
serve has participated in this program.

10. Organizational  Changes. There have been no organizational
changes for- adninistel'ing this program daring the past year. Hereto-
fore, the Board designated one of its mald)ers to be primarily respon-
sible for defense planning activities. The Board established as a
separate unit an Office of Defense Planning which is responsible for
the coordination of defense planning and mobilization activities among
all staff units of the Board and between the Board and the Federal Re-
serve Banks. The Office of Defense Planning is supported by a staff
commi ttee composed of the heads of the principal offices and divisions
of the Board. The Board also has a Liaison Office at the Relocation
Site of the Office of Civil and Defense Nobilization which is staffed
by a permanent Liaison Officer and a representative on temporary duty
from a Federal Reserve Bank.

The Conference of Presidents of the Federal Reserve Banks
has established a permanent Committee on Emergency Operations. This
Committee is supported by Subcommittees on Emergency Cash Operations,
Famergency Check Operations, Emergency Treasury Operations, and the
Subcommittee of Counsel on Emergency Operations. Each Federal Reserve
Bank has designated a senior officer to be responsible for its emergency
Planning program.

11. Future Objectives. This program is a continuing program, there-
f°rs, our future ob.jectives are to keep our preparedness measures
current and to constantly improve our readiness. On the basis of
foreseeable needs to cope with increasing missile capabilities and
'ecreasing warning time, emphasis will be placed on: (a) improving
fallout protection in existing facilities; (b) completing and pre-
Positioning standby documents; (c) developing standby plans for the
equitable sharing of war losses; (d) continuing the decentralization
Of currency to Federal Reserve Banks, Cash Agent banks, and selected
1114erground depositories; and (e) developing plans for the continuityct,4 the essential functions of the Federal Reserve System in the event
here should be insufficient warning of attack to permit successful
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12. Availability of Funds. Funds are made available as needed to
carry on the preparedness responsibilities of the Board and the Federal
Reserve Banks. Since the operating funds for the Board and the Banks
are not derived from Congressional appropriations, the Board has sought
to limit expenditures to those kinds of needs which Congress has ap-
proved in making appropriations to other Government agencies.

Part II

Commercial Bank Preparedness

1. Program. The Board is responsible for the development of plans,
in coofieration with the Department of the Treasury, including the
Comptroller of the Currency, and the Federal Deposit Insurance Corpora-
tion, to encourage preparedness measures by the commercial banking
System designed to assure continuity of operations of the banking

System in the event of enemy attack, including the preservation of
essential records.

2. Authority. The authority for the conduct of this program is de-
rived from Defense Mobilization Order 1-20, February 15, 1956.

3. Activities. This program seeks to accomplish its purposes (1) by
acquainting commercial banks with the importance of making plans for
Preservation of essential records and continuation of operations in
the event of attack, and (2) by providing guidance as to how this
might be done.

Two committees of bankers are working on the program--an
Advisory Committee on Commercial Bank Preparedness and a Banking Com-
mittee on Emergency Operations, the latter a committee composed of
8enior operating officers.

As reported last year, the committees have prepared and
distributed to all commercial banks five Booklets on preattack pre-
paredness measures. During 1959 and 1960, the committees havo been
working on additional Booklets concerning operations following a
destructive attack. A draft of Booklet No. 6, "Collection of Cash
Items and Noncash Items," which includes guidance on the collection
of checks, was distributed to the Supervisory Authorities for clear-
ance in June 1959. Clearance was obtained in August 1960 and the
committees so advised. A draft of Booklet No. 7, "Emergency Cur-
rency Distribution," was distributed to the Supervisory Authorities
for clearance in June 1960, and the committees were advised of its
Clearance in August 1960. With the publication of Booklets Nos. 6
and 7, the general guidance to all commercial banks will have been
completed. The general guidance is being supplemented with more de-
tailed instructions in the form of emergency circulars or letters
issued by the Federal Reserve Banks to all commercial banks in their
l'espective districts.
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In addition to the Advisory Committee on Commercial Bank

Preparedness, the Banking Committee on Emergency Operations, and

both Federal and State Advisory Authorities, the commercial bank

preparedness program is being promoted by the American Bankers

Association, State Bankers Associations, the National Association

of Supervisors of State Banks, National Association of Bank Auditors

and Comptrollers, and others. In April 1959, the State Association

Section of the American Bankers Association appointed a special

national committee of State Association Secretaries to work on the

preparedness program for emergency operations in banking. Prac-

tically all State Bankers Associations have appointed similar emer-

gency preparedness committees to promote the program.

4. Effectiveness. In April 1958, the three Federal supervisory

agencies and a number of State banking. departments added to their

bank examination reports a questionnaire regarding actions taken
on recommended preparedness measures. The answers are tabulated

from time to time so that all concerned may be kept aware of the

status of commercial bank preparedness. The first tabulation, based
on an examination of 5,109 banks prior to October 31, 1958, indicated

118 banks had taken some action. The second tabulation, based on an

examination of 9,000 banks prior to April 10, 1959, indicated 538

banks had taken some action. The third tabulation, based on an ex-

amination of 12,208 banks prior to April 30, 1959, indicated that
641 banks had taken some action. The fourth tabulation, based on an

examination of 13,095 banks prior to December 31, 1959, indicated

that 735 banks had taken some action. The fifth and latest tabula-

tion, based on an examination of 13,464 banks prior to June 30, 1960,

Indicates that 826 banks have taken some action. Practically all
commercial banks are represented in the last two tabulations. While
the total number of banks having taken some action leaves much to be

desired, the rate of increase as reflected by the last two tabulations
is approximately 20 per cent. All but two banks with deposits of $1

billion or more have a program.

5. Current Need. An effectively functioning banking system would be

esseiTEETto t1 nation in time of war. Adequate preparedness measures

are needed to assure the continued functioning of bank operations in

the event of nuclear attack.

6, Small Business. The program relates to the entire economy, to
amall business as well as large.

7. Major Problems. The major problems in carrying out the program

are TI) ladk of realization on the part of many banks of the need for

Preparedness measures, and (2) a general belief that an adequate pre-

Paredness program will cost too much.

The need for preparedness measures is being brought to
the attention of all banks through various banking associations, Fed-

,!'ral and State supervisory agencies, and publications. Responses
'Y Commercial banks to survey letters sent out by the Advisory
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Committee on Commercial Bank Preparedness and some State Bankers
Associations indicate far greater interest in the program than is
indicated by the tabulation of examiners' reports on what has
actually been accomplished. Cost sLudies have been completed by
the New York State Bankers Association, the Connecticut Bankers
Association, and the Pennsylvania Bankers Association, which indi-
cate that the cost of an adequate preparedness program is not ex-
cessive. A prototype plan for a small bank developed by the
Pennsylvania Bankers Association has attracted wide interest through-

out this country and abroad.

It is hoped that the dissemination of information as to
the need for and the cost of an adequate preparedness program, to-
gether with the publication of Booklets Nos. 6 and 7 on postattack
banking operations, will help to overcome the major problems.

8. Emgram Changes. No program changes are contemplated at this
time.

9. Standby Programs. The entire program is a standby program. It
IS directed toward preparedness for any future emergency.

10. Organizational  Changes. There have been no organizational changes
during the past year.

11. Future Objectives. The future objectives are to continue the
ProMar6E7OTIETTFOTram, largely by overcoming the major problems
set forth above.

12. Availability of Funds. There has been no lack of funds for the
Promotion of this program.

Part III

Guaranteed Loan Program

1. Program. The Federal Reserve Banks, under regulations of the Board
ct Governors, act as fiscal agents of the United States in connection
With the V-loan program for Government guarantees of defense produc-
tion loans. The Board of Governors, after consultation with the
euaranteeing agencies, prescribes fees, rates, and procedures to be
Utilized in connection with such guarantees.

2. Authority. The present V-loan program was inaugurated under
TIthi7a17-517-the provisions of section 301 of the Defense Production
; 
'

tc_t of 1950, approved September 8, 1950, and the President's Executive
Order 10161, dated September 9, 1950. The original Executive Order
was superseded by Executive Order 10480, dated August 14, 1953, and
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Executive Order 10819, dated May 81 1959. Under the law, as amended

by the Defense Production Act Amendments of 1960, authority for the

program, unless further extended, will terminate on June 30, 1962.

3. Activities. Pursuant to the law and Executive. Orders of the Presi-

dent, certain designated procurement agencies of the Government are

authorized to guarantee loans made by private financing institutions

to finance contractors, subcontractors, and others engaged in the

performance of Government defense contracts for the purpose of expedit-

ing production and deliveries or services for the national defense.

By an amendment made by the Defense Production Act Amendments of 1953,
guarantees may also be issued with respect to loans made to finance

contractors and subcontractors or other persons in connection with
or in contemplation of the termination of their defense contracts.

At the outset of the program the designated guaranteeing

agencies were the Departments of the Army, Navy, Air Force, Commerce,

Interior, and Agriculture, and the General Services Administration.
In 1951 the Atomic Energy Commission and Defense Materials Procurement
Agency were also designated as guaranteeing agencies. By Executive

Order lo48o of August 14, 1953, the Defense Materials Procurement

Agency was abolished and its functions transferred to the General

Services Administration. By Executive Order 10819, dated May 81 1959,
the National Aeronautics and Space Administration was designated as
a guaranteeing agency.

On June 30, 1960, credit available under guarantee agree-
ments outstanding totaled $378,528,000. Of this amount, approximately
71 per cent on the average was guaranteed by the Government. On
June 30, loans outstanding amounted to $303,14410001 and there was
available to borrowers an additional $75,384l000. Available credit
under the guarantee agreements outstanding by the various agencies
was as follows:

Department of the Army $24,0791000
Department of the Navy 117,021,000

Department of the Air Force 202,0701000

General Services Administration 3513581000

From the beginning of the program to June 30, 1960, net
income of the guaranteeing agencies from guarantee and commitment
!tee3 and interest on purchased loans, after deducting established

-Losses and expenses of the Federal Reserve Banks as fiscal agents,

wa2 as follows:

Department of the Army $5,342,000
Department of the Navy 9,797,000
Department of the Air Force 121853,000
General Services Administration 51992,000
Atomic Energy Commission 509,000
Department of Commerce  6,000

Total net income $34,499,0°0
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The Department of the Army estimates that of the loans it
has purchased approximately $2,251,000 is uncollectible. The Depart-
ment of the Navy estimates that of the loans it has purchased
approximately $14,000 is uncollectible. Assuming these estimated
losses are realized, the net income to the Government at this time on
the guaranteed loan program is over $32 million. The relatively small
net incomes of Atomic Energy Commission and Department of Commerce,
neither of which has any guarantee agreements now outstanding, reflect
smaller activity in the program rather than unsatisfactory experience.

There has existed since the inauguration of the V-loan
program complete cooperation and understanding between the guaranteeing
agencies, the staff of the Board of Governors, and the Federal Reserve
Banks. Any differences that have arisen have been promptly settled
and the primary purpose in the minds of all connected with the program
has been to facilitate the financing of defense contractors as provided
in section 301 of the Defense Production Act of 1950 as amended, and
the implementing Executive Orders.

4. Effectiveness. The guaranteed loan program was successful and ful-
filled a usefurTurpose during World War II and during the Korean con-
flict. It has continued to be useful in support of defense production,
but on a more limited scale. It provides a mechanism whereby defense
contractors and subcontractors, particularly small business concerns,
can arrange to borrow the funds necessary to finance their defense
Production through their local banks by means of Government guaranteed
loans rather than through the advance of Government funds or direct
Government loans.

Since the enactment of the Defense Production Act of 1950
through June 30, 1960, 1,568 loans totaling $3,272,284,000 were
authorized by the procurement agencies which guarantee such loans.

S. Current Need. The current need for this program may be drawn from
its current activity and the desirability of being ready to support
an expanded procurement program when needed.

The following tabulation shows the number and amount of
RUaranteed loans authorized at the end of each month in the period
JulY 1959 through June 1960.
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1959 Number
June 30 1,557
July 31 1,557
August 31 1,558
September 30 1,560
October 31 1,561
November 30 1,562
December 31 1,563

1960

January 31 1,565
February 29 1,565
March 31 1,565
April 30 1,565
May 31 1,568
June 30 1,568

Guaranteed loans
authorized to date 

Amount
(In thousands
of dollars)
3,169,911
3,169,911
3,174,076
3,174,426
3)178,876
3,179,029
3,189,214

3,192,434
31195,1114

3,201,894
3,215,894
3,272,264
3,272,284

On June 30) 1960, credit available to borrowers under
guarantee agreements outstanding totaled 378,528,000 compared
With $4531538,000 at the end of June 1959, indicating that during
the year new guarantees authorized about equaled the amount of
those terminated. In the year ended June 30, 1960, disbursements
on V-loans, most of which are revolving credits, amounted to
$824,1456,000, compared with disbursements of $1,057,375,000
during the prccoding twelve months, showing a somewhat lesser
activity in the use of funds provided by the program.

6. Small Business. Classifications of guaranteed loans by size of
borrower have been discontinued because of the relative inactivity
of the program. It is believed that the summary figures in the state-
ment as of the end of 1959 enclosed with the January 20, 1960, letter
(report for last quarter of 1959) have not significantly changed.

7. Major Problems. There are no major problems confronting the
Boarratal:eTeTanieserve Banks in c arrying out this program.

8. Program Chances. The Federal Reserve Banks have plans to conduct
the essential operations of the banks from relocation offices in the
event of an emergency. The Reserve Banks plan to continue to perform
Such fiscal agency functions under the V-loan program as the situation
then prevailing permits.

During the year, discussions were held between representatives
or the Board of Governors and the guaranteeing agencies on the plans
'pf the agencies for decentralization of authority to certify loans in
a national emergency.

9. StandbLIE2frrams. Plans contemplate that the Federal Reserve Banks
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and the Board will be prepared to participate in an expanded program
suitable to any future emergency needs.

10. Organizational Changes. There have been no organizational changes
in the conduct of this program during the past year.

11. Future Objectives. As stated in section 301 of the Defense Pro-
duction Act, th3 objective of the guaranteed loan program continues
to be "to expedite production and deliveries or services under Govern-
ment contracts."

126 Availability of Funds. The guaranteeing agencies are authorized
to use"—FITY monies approprrated to them for defense purposes to meet
any costs and expenses in connection with the V-loan program. The
availability of funds is adequate°
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. Herbert V. Prochnow, Secretary,

Federal Advisory Council,
c/o The First National Bank of Chicago,

Chicago 90, Illinois.

Dear Mr. Prochnow:

Item No. 4
8/31/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1960.

The Board suggests the following topics for inclusion on

the agenda for the meeting of the Federal Advisory Council to be

held on September 14, 1960, and for discussion at the joint meeting

Of the Council and the Board on September 15:

1. What are the views of the Council regarding the

current economic situation and prospects for business

activity during the next six months? The Council's

impressions as to expectations of the business community

and the general public and the impact thereof on capital

expenditures, inventory policies, and consumer expendi-

tures would be appreciated.

2. With respect to the demand for credit: (a) How

does the current situation compare with the situation at

this season of other recent years? (b) Are there indica-

tions that the demand for bank loans and other credit will

strengthen over the remainder of this year? (c) How have

borrowers responded to the recent change in the prime

rate? (d) Have the demands for consumer credit and mort-

gage credit improved?

3. In recent weeks there have been large differences

between short-term interest rates in the United States and

those in other countries. There has also been some in-

crease in the outflow of gold from this country. The Board

would be glad to have any views the members of the Council

might care to express on this subject, particularly with

regard to the relationship between the international situa-

tion and current monetary policy.

4. The Board would be glad to have the views of the

Council regarding the appropriateness of recent monetary

and credit policy.
Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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TELEGRAM
LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

MANGELS - SAN FRANCISCO

3371

Item No. 5
8/31/60

August 31, 1960

Reurlet August 24, 1960, Board approves appointment of

Morris A. Johnson as assistant examiner for Federal

Reserve Bank of San Francisco. Please advise date

appointment is made effective.

(Signed) Kenneth A. Kenyon

KENYON
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