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Minutes of the Board of Governors of the Federal Reserve System

O1 Friday, December 9) 1960. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman

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

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Thomas, Adviser to the Board

Mr. Young, Adviser to the Board

Mr. Shay, Legislative Counsel

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Noyes, Director, Division of Research

and Statistics
Mr. Koch, Adviser, Division of Research and

Statistics
Mr. Dembitz, Associate Adviser, Division of

Research and Statistics

Mr. Knipe, Consultant to the Chairman

Mr. Eckert, Chief, Banking Section, Division of

Research and Statistics

Mr. Keir, Chief, Government Finance Section)

Division of Research and Statistics

Money market review. Messrs. Keir and Eckert reported on the

Government securities market, bank reserves, and related matters, following

/thich they withdrew from the meeting along with Mt. Koch. The following

tembers of the staff joined the meeting at this point:

Mr. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of Examinations

Mr. Hexter, Assistant General Counsel

Mr. Hooff, Assistant General Counsel

Mr. Sammons, Associate Adviser, Division of

International Finance
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Mr. Conkling, Assistant Director, Division of

Bank Operations
Mr. Nelson, Assistant Director, Division of

Examinations
Mr. Young, Assistant Counsel

Mr. Collier, Chief, Current Series Section,

Division of Bank Operations

Mr. Leavitt, Supervisory Review Examiner,

Division of Examinations
Mr. Troup, Supervisory Review Examiner, Division

of Examinations

Discount rates. The establishment without change by the Federal

Reserve Banks of New York, Cleveland, Richmond, Atlanta, Chicago, St.

Louis, Minneapolis, Kansas City, Dallas, and San Francisco on December 8,

1960, of the rates on discounts and advances in their existing schedules

Ifas approved unanimously, with the understanding that appropriate advice

vould be sent to those Banks.

Items circulated or distributed to the Board. The following

items, which had been circulated or distributed to the Board and copies

Of which are attached to these minutes under the respective item numbers

indicated, were approved unanimously:

branch in Karachi, Pakistan.

tter to The Commercial National Bank of Beeville,
4eeville, Texas, approving its application for
riduciari powers.

Letter to Security State Bank, Fredericksburg, Texas,
aPProving the establishment of a branch and an invest-
Illent in bank premises.

etter to The First National Bank of Boston, Boston,
14ssachusetts, approving the establishment of a branch
4 Campinas, Brazil.

Letter to The First National City Bank of New York,
treW I 11.ork City, approving the establishment of a

Item No.

1

2

3
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Report on competitive factors (Winston-Salem and Charlotte, 

North Carolina). There had been distributed to the Board copies of a

draft of report to the Comptroller of the Currency on the competitive

factors involved in a proposed merger of The First National Bank of

Winston-Salem, Winston-Salem, North Carolina, with and into North

Carolina National Bank, Charlotte, North Carolina.

In discussion of the matter, Governor Mills suggested certain

changes in the conclusion of the report and the paragraph immediately

preceding. Agreement being expressed with these suggestions, it was

understood that the changes would be made and unanimous approval was

given to transmittal of the report in a form containing the following

conclusion:

The proposed merger would constitute a furtherance of the
trend toward concentration of a substantial portion of com-
mercial banking resources in the State of North Carolina in a
few large banks. Inasmuch as the competition between the two
banks is very limited, the establishment of offices of the
second largest bank in the State in Winston-Salem in direct
area competition with Wachovia Bank and Trust Company, the
largest bank in the State, would appear to intensify competition
in that community, but to the possible disadvantage of the much
smaller independent bank remaining and the small banks located
in surrounding localities.

Mr. Sammons then withdrew from the meeting.

Litigation involving First Bank Stock Corporation (Item No. 5). 

Q11 October 12, 1960, the Board wrote to First Bank Stock Corporation,

Minneapolis Minnesota, expressing the opinion that neither Bank Stock's

Iletention of stock of the Valley State Bank, Billings, Montana, nor the
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Proposed opening of that bank for business would violate the Bank Holding

Company Act. This opinion was expressed in response to an inquiry from

Bank Stock in connection with litigation in which certain banks in Billings

were seeking to prevent the opening of Valley State Bank. A letter dated

November 30, 1960, from Washington counsel for the objecting Billings

banks requested the Board to "qualify its ruling" in specified ways. A

memorandum from the Legal Division dated December 8, 1960, which had been

distributed to the Board, pointed out that there might be some question

as to the appropriateness of having expressed, to one of the parties in

Pending litigation, an opinion regarding legal questions that were now

before the court. Accordingly, it was deemed advisable to comply, as far

48 practicable, with the request for clarification contained in the

November 30 letter. A draft of letter to Washington counsel for the

8111ings banks was submitted with the memorandum.

Following comments by Messrs. Hackley and Hexter, the proposed

letter was approved unanimously. A copy is attached as Item No. 5.

Report on S. 3796 (Item No. 6). At its meeting on November 3,

19601 the Board considered a request from the Senate Committee on Banking

44d Currency for its views regarding S. 3796, a bill to authorize Federal

1414441 savings banks, but after discussion it was understood that a reply

Ifolad be deferred pending further developments. The staff of the Committee

811bsequently advised that a report was desired, and alternative draft

lielaies had been distributed to the Board with a memorandum from the
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Legal Division dated November 30, 1960. The first alternative draft was

in the same form as one of the proposed replies previously considered by

the Board, except that certain portions had been deleted in view of

comments made at that time. The second alternative draft was similar to

the first, but was in somewhat condensed form. It included a paragraph

mentioning the possibility of a revised bill being introduced and stating

that until such time the Board felt it was not in a position to express

its views.

After Mr. Hackley had commented on the differences between the

two draft replies, certain suggestions were made for changes in the

second of the alternative drafts. Governor Mills, who expressed a

Preference for the first alternative draft but stated that he had no

strong feeling, presented several suggestions which could be incorporated

-4 either of the two drafts, and agreement was expressed with them.

Question was raised whether the Board should take a more positive

PcIsition on the bill than would be indicated in either of the alternative

1.11afts. However, it was the consensus, after discussion, that there was

sonlething to be said for maintaining sufficient flexibility to permit

taking a stronger position at a later date, particularly since the subject

Isles controversial and it seemed almost certain that another bill would be

introduced.

Governor King, who in the earlier discussion of the bill had

slIggested taking a more definite position, stated that he would not object

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



12/9/6o -6-

to the approach now under consideration. Previously, he recalled, his

Principal reservation had been that if the Board limited itself to

technical comments, correction of the points commented upon might be

regarded as estopping the Board from expressing an adverse view at a

later date on the advisability of the proposed legislation.

It was then agreed that the suggestions of Governor Mills and

Others would be incorporated in the second of the two alternative draft

replies and that a letter in such form would be sent to the Senate

Banking and Currency Committee. A copy of the letter sent pursuant to

tills action is attached as Item No. 6.

Applications of Deposit Guaranty Bank & Trust Company. It was

to defer for consideration at another meeting memoranda from the

Staff that had been distributed to the Board with respect to applications

°11 Deposit Guaranty Bank & Trust Company, Jackson, Mississippi, for

consent to merge with banks in Hazlehurst and Brandon, Mississippi.

Messrs. Shay, Hexter, Hooff, Nelson, Leavitt, and Troup then

'w
ithdrew.

Classification of cities for reserve purposes. In accordance

%fith the understanding at the meeting on December 7, 1960, and in

reflection of the tentative views expressed at that meeting, there had

been distributed to the Board under date of December 8 a memorandum from

141'' Hackley submitting a draft of proposed amendments to Regulation D,

Re8erves of Member Banks, relating to the classification of cities for
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reserve purposes and permission for certain member banks in reserve cities

to carry reduced reserves. According to these proposed amendments, New

York and Chicago would be classified as central reserve cities until

JalY 28, 1962, after which they would become reserve cities, and cities

falling within the following categories would be classified as reserve

cities effective March 1, 1961, except that the classification of any

aew reserve city would be deferred at least one year from date of

designation.

(A) Every city in which there is situated a Federal

Reserve Bank or a branch of a Federal Reserve Bank.

(B) Every city in which the aggregate average daily

amount of the total demand deposits (including such deposits

at out-of-town offices) of all member banks of the Federal

Reserve System which have their principal office, as

designated by the Board of Governors, in such city and do

not have any office in a city in which there is situated a

Federal Reserve Bank or a branch of a Federal Reserve Bank

was equal, during the year ended June 30, 1960, to one-third
of one per cent or more of the aggregate average daily amount
of demand deposits held by all member banks of the Federal

Reserve System.

(C) Every city in which the aggregate average daily

amount of the demand deposits owing to banks (including

such deposits at out-of-town offices) of all member banks

of the Federal Reserve System which have their principal

Office, as designated by the Board of Governors, in such

City and do not have an office in a city in which there is

situated a Federal Reserve Bank or a branch of a Federal

Reserve Bank was equal, during the year ended June 30,
1960, to one-third of one per cent or more of the aggregate

average daily amount of demand deposits awing to banks held
by all member banks of the Federal Reserve System.

(D) Any city classified as a reserve city prior to

March 1, 1961, but not falling within the scope of (B) or
(C) above, if a written request for the continuance of such
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city as a reserve city (together with a certified copy of

a resolution of the board of directors of such member bank

duly authorizing such request) is received on or before

February 15, 1961, by the Federal Reserve Bank of the

district in which the city is located from at least one

member bank which has its head office or a branch office

in such city and which has not been granted permission by

the Board of Governors to maintain reduced reserves pur-

suant to subparagraph (2) of paragraph (a) of section

204.2 of this Part, and if such request is granted by the

Board of Governors.

The amendments would also provide for triennial review of reserve

City designations, and the effective date of the classification of any

Ilew reserve city following such review would be postponed for at least

°lie year from the date of designation. As pointed out in Mr. Hackley's

memorandum, in classifying a particular city the Board would consider

°Illy the deposits of each member bank having its "principal office" in

that city, and it would be necessary for the Board to designate each

member bank's principal office for this purpose. However, even though

member bank had its principal office in the city, its deposits would

be excluded if the bank also had an office in a Federal Reserve Bank or

branch city.

Following comments by Mr. Hackley on the provisions of the

Proposed amendments and on certain problems connected therewith that the

B°8-ra might wish to consider further, Governor Robertson raised a

cillestion regarding the power of the Board to designate the principal

ce of a member bank and suggested that such a provision might create

Problems for years to come and possibly result in litigation. After
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referring to certain situations where difficulty might be involved in

reaching a determination, he indicated that he was not sure whether the

Proposed amendments reflected a desirable basis of procedure and that

Perhaps the Board should revert to a formula for classification of

reserve cities based on the one or two largest banks. If possible, he

felt that the Board should avoid the necessity for designating the

Principal office of a bank or of allocating a bank's deposits among

offices. Governor Robertson then made certain suggestions for revising

the draft amendments to Regulation D in the light of the comments that

he had made and for various other reasons that he mentioned.

There followed a lengthy discussion of the problem posed by

multiple-office banking, during which Mr. Thomas referred to several

actual situations in illustration of problems that might arise under a

classification formula different from that reflected in the proposed

amendments.

Chairman Martin then inquired of Mr. Hackley regarding the latter's

views on the outcome if the question of the right of the Board to designate

111 bank's principal office should go to litigation.

Mr. Hackley replied that if the basis for classification was

reasonable, and if the provision for designation of a bank's principal

c'ffice was intended only as a means of preventing evasions of the kind

that obviously would be possible, the Board's authority would in his

illdgment probably be sustained. On the other hand, it would seem

1)1'eferable to avoid the question if that could be done.
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Mr. Thomas suggested that placing the standard for classifi-

cation of cities on a one-bank basis would throw the Board from one

dilemma into another. If the dividing line was low, the formula would

bring into the reserve city classification a number of cities not now

in that classification along with a number of smaller banks that would

have to be classified as reserve city banks or exempted. These banks

might be large enough so that the Board would not want to exempt them,

but not large enough to justify the classification of a city as a

reserve city.

There ensued discussion of this point and the magnitude of the

Problem in terms of practical effect, after which Governor Shepardson

said it seemed to him in principle that the simplest way to proceed would

be on the basis of a one-bank formula, thus assuring that if there was

a bank of such size as to belong in the reserve city category it would

he brought into that category.

In this connection, Mr. Hackley pointed out that the classifi-

cation of cities is at best an awkward device to accomplish the objective

requiring banks that should carry reserve city requirements to be

sllbject to them. He suggested that, since it was necessary to classify

cities, the underlying purpose would appear to be accomplished best by

designating every city having a bank that should carry reserve city

l'eTairements as a reserve city and then permitting the declassification

(It individual banks in the city if such action was warranted. The
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obvious objection to such a procedure was that it would seem as though

the Board was classifying banks rather than cities. It might seem more

in keeping with the statute to classify cities on somewhat the same

basis as had been done since 1947, but the logical approach toward

accomplishing the overriding objective would be to devise a classifi-

cation procedure that would bring in any city in which there was even

one bank that should be a reserve city bank.

After additional comments, Governor Mills said that he continued

to be impressed by the simplicity of the approach embodied in the draft

41endments. If the Board was confident that the basic arithmetic was

correct, and if the amendments could be reworded to avoid some of the

Problems that had been mentioned today, he felt that the approach would

be suitable from the standpoint of its understandability to member banks,

and it would have the virtue of classifying cities rather than banks.

If the Board classified a city as a reserve city simply because it had

°Ils large bank, this would leave the impression that the Board was

al-raj-11g at particular banks that it wished to discipline by requiring them

to carry higher reserves. At least, that could be the reaction of the

bankiag profession and the public.

Governor Shepardson said he did not follow that logic. Where

there was a bank that fell in the reserve city category, he felt that it

811°111d be reached by the Board's formula. This would require classifying

aa a reserve city any city that had a bank of such description. He did
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not see why a combination of banks needed to be used in establishing

the formula when this might result in classifying cities in which not

a single bank approached the reserve city standard. The one-bank

formula, he felt, would provide a formula more simple than the one

under consideration, and there would appear to be no way for evasion.

Also, there would seem to be no need for the Board to determine the

Principal office of a bank.

Governor Balderston said that, like Governor Mills, he favored

the proposed approach in the draft amendments from the standpoint of its

understandability to the banking profession. He inquired, however,

vhether this approach could not be married to the single-bank approach,

Perhaps by saying that every city in which total demand deposits were

a certain proportion of the national total would be classified as a

reserve city and that every city in which a single bank had total

aemand deposits in excess of a certain figure also would be classified

" a reserve city.

After discussion regarding such a possibility, Governor King said

that he liked the basic simplicity of the approach under consideration

but that he recognized the problem involved in determining the location

c't a bank's principal office for classification purposes. He then

8ed. a question regarding the possibility of applying reserve require-

to the deposits of a bank according to the location of its offices,

anki
c°mments were made in response concerning the practical difficulties

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



A r:

12/9/60 -13-

involved in allocating deposits, along with the lack of indication in

the law that a bank's deposits would be broken down according to

offices in establishing reserve requirements.

Governor Shepardson then made a further statement in which he

said that if there was any reason for establishing different levels

of reserve requirements that reason would seem to run to the individual

bank. Therefore, it would seem logical that any city having a bank of

such size as the Board might determine should be classified as a reserve

City. From the standpoint of simplicity, this seemed to him as simple

a standard as could be devised. From the standpoint of banks operating

b anches, he suggested that the Board was concerned with the pool of

funds available to the particular bank.

The point mentioned last by Governor Shepardson was commented

upon, after which Mr. Farrell recalled that several Reserve Banks had

c)Ile on record, in their comments to the Board, in favor of doing nothing

at this 
time to change the existing formula and instead working for

legislation to provide uniform reserve requirements. He noted that there

l'i°111c1 not be complete support for any proposal that had yet been made.

Therefore, one possibility would be to leave the standards for the

lassification of cities unchanged and merely establish standards for

the declassification of individual banks in reserve cities.

The suggestion then was made that the proposed amendments to

eglaation D might be recast on a one-bank basis for the Board's
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Consideration, with with an accompanying statement showing the practical

effect in terms of cities and banks affected one way or the other. A

further suggestion was that similar material be made available both on

a one-bank basis and on a basis such as suggested earlier by Governor

Balderston.

After further discussion of various alternative possibilities

for the classification of cities for reserve purposes, the meeting

adjourned with the understanding that the subject would be considered

further when additional material had been prepared by the staff.

Secretary's Note: Pursuant to recommendations
contained in memoranda from appropriate indi-
viduals concerned, Governor Shepardson today
approved on behalf of the Board the following
items relating to the Board's staff:

2alarY increases, effective December 25, 1960 

1-1L142121.11.11.1 Division From To

Board Members' Offices

„Madeleine E. Benton, Secretary to Mr. Mills

rlrothy S. Mooney, Secretary to Mr. Robertson
R ie M. Westman, Secretary to Mr. Shepardson
me4-en B. Wolcott, Secretary to Mr. Balderston
-e-rgaret N. Muehlhaus, Secretary to the
Chairman

Research and Statistics

Stephen Axilrod, Economist
gtelohen P. Taylor, Economist
-rville K. Thompson, Economist

Basic annual salary

8,340
8,34o
8,34o
8,34o
8,600

8,600
8,600
8,600
8,6ao
8,860

11,14-15 12,210
11,415 12,210
10,635 10,895
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Salary increases, effective December 25, 1960 (continued)

Name and title

Basic annual salary
Division From To

Bank Operations

E. Ralph Massey, Chief, Reserve Bank Operations 41,415 . 11,675

Section

Examinations 

Joseph E. Dougherty, Assistant Federal Reserve

Examiner
Travis J. Johnson, Federal Reserve Examiner
Elmer W. Lyster, Federal Reserve Examiner

Administrative Services

4,83o

9,215
8,955

}teary L. Edmonds, Cafeteria Laborer 3,710
Carlton C. Poling, Chauffeur 3,500

Acoeptance of resignation

Carolyn B. Hammond, Statistical Clerk, Division of Research and
Statistics, effective December 6, 1960.

4,995

9,475
9,215

3,815
3,815
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

The First National City Bank of New York,
55 Wall Street,
New York, New York.

Gentlemen:

Item No. 1
12/9/60

AOORCIIII orrictm.. COARCEPONOCNCIE
TO THE •OARO

December 9, 1960

The Board of Governors of the Federal lieserve System
authorizes The First National City Bank of New York, New York,
!Iew York, pursuant to the provisions of Section 25 of the Federal
tleserve Act, to establish a branch in Karachi, Pakistan; and to
°Parate and maintain such branch subject to the provisions of such
ection. It is understood that the branch will be temporarily

;!;ocated in suitable quarters until permanent quarters are available.
.11e location of the branch may not be changed, after establishment

permanent quarters, without the prior approval of the Board of
klovernors.

Unless the branch is actually established and opened forbtisi
4leee on or before December 1, 1961, all rights granted hereby

'all be deemed to have been abandoned and the authority hereby
granted will automatically terminate on that date.

the p Please advise the Board of Governors, in writing, through
eueral Reserve Bank of New York, when the branch is opened for

2einess in temnorary quarters and when it is removed to permanent
;!uarters, furnishing information as to the exact locations of thevranch.

Very truly yours,

(Signed) Kenneth A. Kenyon

heaneth A. Kenyon,
Assistant Secretary.

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



451

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
The Commercial National Bank
of Beeville,

Beeville, Texas.

Gentlemen:

Item No. 2
12/9/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

December 9, 1960

The Board of Governors of the Federal Reserve

System has given consideration to your application for fidu-

ciary powers and grants The Commercial National Bank of

Beeville authority to act, when not in contravention of

State or local law, as trustee, executor, administrator,

registrar of stocks and bonds, guardian of estates, assignee,

receiver, committee of estates of lunatics, or in any other

fiduciary capacity in which State banks, trust companies, or

other corporations which come into competition with national
banks are permitted to act under the laws of the State of

Texas. The exercise of such rights shall be subject to the

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

Regulation F of the Board of Governors of the Federal Reserve

System.

A formal certificate indicating the fiduciary

Powers that your bank is now authorized to exercise will
be forwarded in due course.

Very truly yours,

(signed) Elizabeth L. Carmichael

Mizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Security State Bank,
Fredericksburg, Texas.

Gentlemen:

Item No. 3
12/9/60

ADORES!" orriciAL CORRESPONDENCE
TO THE BOARD

December 9, 1960

Pursuant to your request submitted through the
Federal Reserve Bank of Dallas, the Board of Governors of
the Federal Reserve System approves the establishment by
Security State Bank, Fredericksburg, Texas, of a branch
across the street from its present banking quarters in
Fredericksburg, Texas. The Board of Governors of the
Federal Reserve System also approves, under the provisions
of Section 24A of the Federal Reserve Act, an investment
in bank premises by Security State Bank, Fredericksburg,
Texas, of 6.5,300 comprised of :15,000 cost of land on
which the branch is situated, 26,000 for drive-in
construction, ,0.5,800 for the acquisition of other land
adjacent to present banking quarters which is to be used
as parking space at present and i8,500 for improvement of
parking space, other incidental costs, and as an allowance
for error in estimates.

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, 0, C.

The First National Bank of Boston,
Boston 6, Massachusetts.

Gentlemen:

Item No. 4
12/9/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

Decar3ber ),

The Board of Governors of the Federal Reserve System
authorizes The First National Bank of Boston, Boston, Massachusetts,
Pursuant to, the provisions of Section 25 of the Federal Reserve
Act, to establish a branch in the City of Campinas, Province of
Sao Paulo, Brazil, to be located at Avenida Francisco Glicerio
42781 Campinas; and to operate and maintain such branch subject
to the provisions of such Section. The location of the branch
'nay not be changed, after establishment, without the prior ap-
Proval of the Board of Governors.

Unless the branch is actually established and opened
for business on or before December 1, 19610 all rights granted
hereby shall be deemed to have been abandoned and the authority
hereby granted will automatically terminate on that date.

Please advise the Board of Governors, in writing, through
the Federal Reserve Bank of Boston, when the branch is opened for
business.

In your letter of November 29, 1960, the statement is
Inade that your branch would be the first in the City of Campinas
fc3r a United States bank. For your information, on July 21, 1960,
/le Board of Governors authorized The First National City Bank of
'W York to establish a branch in Campinas.

Very truly yours,

(Gicned) Kenneth .- Kenyon

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Kirkland, Ellis, Hodson, Chaffetz & Masters,
,World Center Building,
16th and K Streets, N. W.,
Washington 6, D. C.

Gentlemen:

Item No. 5
12/9/60

ADDRESS OFFICIAL CORRESPONOCNCE
TO THE BOARD

December 9, 1960

Attention: Perry S. Patterson, Esq.

This is in reply to your letter of November 30, 1960,
relating to the letter dated October 12, 1960, from the Board of

Governors to Joseph H. Colman, President, First Bank Stock Corpo-
ration, Minneapolis, Minnesota, in response to Mr. Colman's letter
to the Board dated September 30, 1960.

The Board understands that your clients, which are three
banks located in Billings, Montana, have instituted in the United
States District Court in Billings an action against First Bank
Stock Corporation, and others, for (1) a declaratory judgment that
the defendants are in violation of the Bank Holding Company Act of
1956 and the Montana Branch Bank Law, and (2) an injunction to
Prevent the defendants from opening a new bank, Valley State Bank,
In Billings. At a hearing before the District Court on the

Plaintiffs Motion for a Preliminary Injunction, the defendants
offered as exhibits the exchange of correspondence referred to above.

In your letter you request the Board to make explicit
certain circumstances that you consider significant with respect to

the position taken in the Board's October 12 letter. The purpose
Your request is "to place the ruling here involved [that is, the

Position taken in the letter of October 121 in proper perspective
so far as its appropriate weight and persuasive significance are
co,icerned."

The Board of Governors confirms your view that the Bank
}biding Company Act of 1956 preccribes no procedure, available to

Plaintiffs in the pending action, in the nature of an adminis-
i'rative remedy before the Board. The Board also confirms that its
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letter of October 12, 1960, was not intended to usurp the power
and authority of any court of law, but simply embodied. an interpre-
tation of the Bank Holding Company Act, which is administered by
the Board of Governors as provided by section 5 thereof (12 U.S.C.
1844). In its administration of said Act, the Board of Governors

frequently has occasion to interpret its provisions as they apply
to specific situations, and a number of such interpretations have
been made in response to requests by registered bank holding
companies. In the instant case, the interpretation was made in
the light of the facts presented to the Board by First Bank Stock

Corporation.

A copy of this letter is being sent to First Bank Stock

Corporation.

Very truly yours,

(SiL;nod) ljerritt f3herman

Merritt Sherman,
Secretary.
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Item No. 6
12/9/60

OFFICE OF THE CHAIRMAN

December 9, 1960

The Honorable A. Willis Robertson,
Chairman,
Committee on Banking and Currency,
United States Senate,
Washington 25, D. C.

Dear 141... Chairmant

This is in response to your request of July 7, 1260, for
the Board's view on the bill S. 3796 no authorize Federal mutual
savings banks."

The bill provides for the Federal chartering of mutual

Z!vings banks under the supervision of a new Government agency to
known as the Federal Mixtual Savings Dank Commission. Before
ig chartered, 'a proposed bank would be required to qualify as

an insured bank under the FDIC and each bank would be eligible for
11. 171bership in the Federal Home Loan Bank System and the Federal
,,s,s_erve System. A mutual bank chartered under the bill would have
;4-Lhority to establish branches in the State in which its principal

jP-ce is located to the same extent as other financial institutions.
rh the approval of the Commission, a State-chartered mutual savings
aank, a cooperative bank, a homestead association, a mutual savings

h2d loan association, or a mutual building and loan association would
:7 permitted to convert into a Federal mutual bankj and a Federal
Ztual bank likewise could convert into any of these institutions
17100°11 approval of the appropriate supervisory agency. The bill also
eklad permit the merger and consolidation of Federal and State-.
gartered mutual savings banks.

It is, of course, essential to facilitate and encourage

quate flow of sayings, both into financial institutions and
'u direct investment, so that our economy can grow at a maximum

ZI,nainable rate. Nhether legislation of the kind here proposed
'Id actually increase the flow of savings within our economy as
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a whole is a matter which merits careful consideration. Consideration
should also be given to the question whether the establishment of a
sYstem of Federally chartered mutual savings banks, under the super-
vision of still another Federal supervisory agency, would result in
a rearrangement of the present pattern of relationships among savings
and loan associations, existing mutual savings banks and commercial
banks in a manner that would best serve the public interest.
SPecifically, this involves the practices and powers and competitive
rola tionships among savings institutions with respect to both their
liabilities and their assets, including such matters as payment of
interest or dividends, maximum size of deposit or share account,
reserves held, and a whole range of problems with respect to invest- •
raent powers and practices.

Aside from these broad considerations, serious attention
8heuld be given to the desirability of certain provisions in the bill
4s Presently written and to the need for the inclusion of other
12r°visions to provide safeguards sufficient to insure sound financial

;cth 

itices. For example, the investment powers that Federally charteredIa 
Savings banks would have under S. 3796 appear to be more liberal

fl those currently possessed by existing savings and loan associations,
2_111ding and loan associations, State mutual savings banks, and com-

Trcial banks. Thus, a Federal mutual bank would be permitted to
in stocks in an amount equal to 5 per cent of its assets or

Per cent of its reserve funds and undivided profits, whichever
,s0 greater. Also, the wisdom of permitting investment in 30-year

Per cent of appraised value conventional mort,,ages, especially
rt",i/1 no requirement for amortization, is questionable, as is also
v ? inclusion of authority to invest in 75 per cent of appraised
a-lue conventional mortgages on unimproved land.

The merger and consolidation provisions of the bill are
.slbject to none of the standards provided in the recently enacted

a'ueral bank merger bill, which requires the appropriate supervisory
ATIencY, before granting consent to a merger or consolidation, to find
in!t the transaction would be in the public interest, after taking
01,6? account a number of factors, including the convenience and needs

'he community to be served, and the effect of the transaction on'um
petition.

The Board hopes that the foregoing comments may be of
au;s!stanee in connection with any further proposal along the lines

3796 that may be considered by your Committee.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

McC. Martin, Jr.
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