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Minutes of the Board of Governors of the Federal Reserve System

on Monday, July 24, 1961. The Board met in the Board Roam at 10:00 a.m.

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

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

Mr. Sherman, Secretary
Mr. Molony, Assistant to the Board
Mr. Fauver, Assistant to the Board
Mr. Hackley, General Counsel
Mr. Farrell, Director, Division of Bank Operations

Mr. Hexter, Assistant General Counsel
Mr. Hooff, Assistant General Counsel
Mr. Holland, Adviser, Division of Research and

Statistics
Mr. Koch, Adviser, Division of Research and

Statistics
Mr. Daniels, Assistant Director, Division of

Bank Operations
Mr. Hostrup, Assistant Director, Division of

Examinations
Mr. Leavitt, Assistant Director, Division of

Examinations
Mrs. Semia, Technical Assistant, Office of the

Secretary
Mr. Potter, Assistant Counsel
Mr. Smith, Legal Assistant
Mr. Veret, Legal Assistant
Mr. Eckert, Chief, Banking Section, Division

of Research and Statistics
Mr. Thompson, Supervisory Review Examiner,

Division of Examinations

Mr. Lyon, Review Examiner, Division of Examinations

Report on competitive factors (Ashtabula-Conneaut, Ohio). There

been distributed a draft of report to the Comptroller of the Currency

Or
the competitive factors involved in the proposed consolidation of The

llers National Bank and Trust Company of Ashtabula, Ashtabula, Ohio,

'411The Citizens Banking and Savings Company, Conneaut, Ohio. The

°Iielusion in the report read as follows:
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The proposed consolidation of The Farmers National Bank

and Trust Company of Ashtabula, Ashtabula, Ohio, and The

Citizens Banking and Savings Company, Conneaut, Ohio, would

eliminate the moderate competition between the two insti-

tutions, principally in the Kingsville and North Kingsville

area. More significantly, it would substantially increase
the dominant position of the largest bank in Ashtabula County.

There being no objection, the report was approved unanimously

for transmission to the Comptroller of the Currency.

Payments under Old Series Currency Adjustment Act (Item No. 1). 

A (Iraft of letter to all Federal Reserve Banks had been distributed with

Nand. to a letter received from the Secretary of the Treasury relating

to Payments to be made by the Federal Reserve Banks to the Treasury

11-1'8laant to section I. of the Old Series Currency Adjustment Act, approved

by the President on June 30, 1961.

After a brief discussion the letter was approved unanimously.

A coPY is attached as Item No. 1.

Mr. Daniels withdrew from the meeting at this point.

Reconsideration of merger proposal (Item No. 2). A memorandum

*°111 the Division of Examinations dated July 13, 1961, had been distributed

14 c°nnection with the request for reconsideration of the application

t°r the Board's consent to merge First National Bank and Trust Company

or 
Ithaca, Ithaca, New York, into Marine Midland Trust Company of Southern

17e14 York, Elmira, New York. The Board had denied the application on

likIt'rch 27, 1961, and on June 27, 1961, an oral presentation was made to

the Board by representatives of the two banks.
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The memorandum reviewed the arguments presented by the repre-

sentatives of the banks And expressed the opinion that no new facts were

sUbtaitted at the oral presentation that would warrant a reversal of the

Board's original denial of the proposed merger.

Governors Mills, Robertson, and Shepardson stated that they

',/ould favor reaffirming the Board's original decision, after which

there was a discussion of Governor King's participation in the earlier

eQnsideration of the case. Governor King had been present and had taken

a Position. favoring denial during the discussion of the case on March 8,

1961/ after which the New York Reserve Bank had been asked if it wished

t° sUbmit any additional information and did submit an additional memo-

'1411dum. When the action to deny was taken on March 27, 1961, Governor

RIllg was not present. At this meeting Governor King indicated that he

e°4tinued to hold the view he had expressed on March 8, namely, that

the application should be denied.

Governor Balderston commented that this case should be considered

its setting, and that setting was far from clear at the moment. An

4131314cation had now been received which contemplated that Morgan Guaranty

14/4st Company, New York, New York, would join in a holding company

84'tallgement with several other banks throughout the State. If that

trlillaaction should be consummated, the resulting holding company would

Ettrc)lx1 stern competition to Marine Midland Corporation, which had had

earl-Y start and up to now had enjoyed a favorable position free from
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competition from other holding companies. The Morgan Guaranty case

140U1d require careful study, and he was concerned that the Board's

decision on the relatively small Elmira-Ithaca proposal be thought out

carefully so that the Board

were implied that the Board

Of its over-all size in the

that it would be impossible

h°1ding company of the size

would not get itself into a box. If it

had ruled against Marine Midland because

State, the public might jump to the conclusion

for the Board to approve the formation of a

of the one contemplated by Morgan Guaranty.

A minor point that worried him, Governor Balderston said, was

the use of the phrase "would eliminate existing and potential competition

between the two banks" in the letter that had transmitted the Board's

ginal denial of Marine's application. In his view, there was little,

if
anY, existing competition between these two banks, separated by some

thirtY miles of bad terrain, a point that he believed had been well

slAPPorted at the oral presentation. The reference to potential compe-

tition,
however, was possibly more realistic.

In concluding his remarks, Governor Balderston stated that,

"Icaigh he had wanted to point out that the Marine Midland case did

tict stand alone, he would reaffirm his vote for denial.

Chairman Martin having also indicated that he would reaffirm

his
Previous vote for denial, the reconsideration of the application of

Ilarirle Midland Trust Company of Southern New York resulted in a

Illicttlinious decision that the Board would not be warranted in changing
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the position stated in its letter of March 27, 1961. A copy of the

letter sent to Marine Midland Trust Company is attached as Item No. 2.

Mr. Veret then left the meeting.

Application of Northwest Bancorporation. Memoranda from the

ni/rision of Examinations dated May 1, 1961, and from the Legal Division

dated July 11, 1961, had been distributed in connection with the

4PP1ication of Northwest Bancorporation, Minneapolis, Minnesota, for

P/lor approval, pursuant to section 3(a)(2) of the Bank Holding Company

Act of 1956, of the acquisition of 950 of the 1,000 shares of the

Pl'oPosed Roseville Northwestern National Bank, St. Paul, Minnesota.

The bank was to be located in the Village of Roseville, a suburb lying

between Minneapolis and St. Paul. The Comptroller of the Currency had

LIIIIted preliminary approval to the organization of the bank and, in

l'esPonse to the Board's request for his views and recommendations, had

l'eceftended that the Board approve Northwest's application for acquisition

Of the bank's stock.

On April 27, 1960, one week after the application to organize the

1lEttiorial bank was filed with the Comptroller of the Currency, Mr. Daniel K.

er and other organizers filed an application with the Department of

CON,-
-44ierce of the State of Minnesota for the establishment of Roseville

State Bank, to be located at the same site as Northwest's proposed bank.

Subsequent to receipt of Northwest's application, the Board

l'eceived letters from several State banks and from the Secretary of the

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



1),V-41YCZ

7/24/61 -6-

Independent Bankers Association opposing the proposed acquisition by

Northwest and urging that the Board conduct a public hearing on the

aPPlication. Opposition was also registered by Mr. Tyler, the principal

°rganizer of the proposed Roseville State Bank. Although the Board was

11°t so required by section 3(b) of the Bank Holding Company Act, on

August 10, 1960, it ordered a hearing relative to Northwest's application,

to he held at the Federal Reserve Bank of Minneapolis. The hearing, to

Ighleh Mr. Herman Tocker was assigned to act as the Board's Hearing Officer,

1.74 held October 17-26, 1960. During the hearing testimony was introduced

°II behalf of the applicant, the opposing banks, the group desiring to

°rganize Roseville State Bank, and the Independent Bankers Association.

Neither the Comptroller of the Currency nor the Department of Justice

14843 rePresented at the hearing. However, the latter filed a statement

14 n-PPosition to Northwest's application on the grounds that its approval

'f(m-sa be inconsistent with the preservation of competition in the field

°f eommercial banking.

In his report, filed on February 21, 1961, the Hearing Officer

Mmended that the application be approved. His conclusions were that

(1) the financial history and condition of Northwest Bancorporation

ler'le satisfactory; (2) the prospects of successful operation and growth

or he proposed bank were good; (3) the character of the management of

'''nwest Bancorporation and the prospective management of the proposed

batik
was competent; (4) the proposed bank and acquisition of its stock
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by 
Northwest would serve the convenience, needs, and welfare of the

ecaninnity and area to be served and would not be contrary to the public

interest; and (5) the proposed acquisition would not expand the size

O r extent of Northwest Bancorporation's system beyond limits consistent

/tab adequate and sound banking, the public interest, and the preservation

• competition in the field of banking.

On March 6, 1961, the Department of Commerce of the State of

14illnesota approved the application to organize the Roseville State Bank

lrovided that the Board of Governors denied the application of Northwest

13411corporation relating to the proposed Roseville Northwestern National

Bank.

In their memoranda reviewing the application, both the Division

• Examinations and the Legal Division expressed the view that nothing

cletrizental to the application of Northwest Bancorporation appeared

Inth respect to the first three statutory factors--financial history and

cndition, prospects, and management. Plans for the establishment of the

44tional bank indicated that it would be adequately capitalized and

"134% managed.

With respect to the fourth statutory factor, the Division of

"'s)te'lllinations stated that while it was believed that the establishment

t the national bank as a subsidiary of Northwest would serve the

• enience, needs, and welfare of the community and area concerned,

414th 1zere the prospects also if Northwest's application was denied, since
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the same needs and convenience would then be served by the proposed

Roseville State Bank. Therefore, in the opinion of the Division, the

r°1-11th factor did not furnish strong support for approval.

With respect to the fifth statutory factor, the Division of

Examinations considered that approval of Northwest's application would

flat be inconsistent with adequate and sound banking. However, in regard

to the elements involving competition and the public interest, the

Division felt that denial of the application was favored by the fact

that Northwest's banks had nearly 35 per cent of the deposits of

iriclividuals, partnerships, and corporations in all commercial banks in

RalliseY and Hennepin Counties (and, if legally appropriate for consideration,

bankS controlled by Northwest and First Bank Stock Corporation had 79

cent of such deposits). Denial was favored also by the prospect

that an independent bank would be established that would compete with

413- b anks, including Northwest's, that derived business from the Roseville

a.t.eet• The Division believed that its conclusion was supported by the

legislative history of the Bank Holding Company Act. Since factor four,

Q°4venience and needs of the community, did not lend strong support for

e4)131ic'val, it was felt that the unfavorable circumstances relating to

the fifth factor outweighed any favorable elements present in the first

roh,
factors. Therefore, the Division recommended that the application

be denied.
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The Legal Division's memorandum reviewed evidence that had been

offered in the application and at the hearing to show that there was

4eed for a bank in Roseville. The principal differing opinion on that

Point had been offered at the hearing by representatives of the opposing

hanks, who considered that both the national and State bank applications

liere premature. However, it was observed that the establishment of the

17roPosed State bank would also accomplish the purpose of the fourth

factor.

With regard to the fifth factor, the Legal Division concurred with

the Division of Examination's conclusion that establishment of the national

ballk would be consistent with adequate and sound banking. With respect to

the elements of competition and the public interest, the Legal Division

l'eviewed the circumstances of banking concentration at some length and

ccIncluded that the Board could, on the record as a whole, reasonably take

either the favorable view of the Hearing Officer or the unfavorable view of

the Division of Examinations. The Legal Division expressed the opinion

that the State bank proposal should be given consideration by the Board

44 Part of the factual situation presented by the Northwest proposal.

licIfelrer, since the Board could form only a qualified judgment of the

t°113aer, the balance of considerations under the fourth factor would

Still seem to favor Northwest to some degree. The considerations under

the fifth factor appeared to be closely balanced. The memorandum
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cc:included by expressing the opinion of the Legal Division that either

sPProval or denial of Northwest's application would be sustained by a

l'evieving court as a reasonable exercise of the Board's discretion,

notwithstanding the Hearing Officer's recommendation.

Mr. Thompson opened the discussion by commenting on the Division

Of Examunationis memorandum, especially the evaluation of the five

statutory factors.

Mr. Potter then discussed the place of the State bank appli-

e4tilan. It was the Legal Division's view, he said, that the proposal

to establish this bank--in whatever stage and even, as in the present

eEtsey when the proposal was not before the Board--was one of the facts

t14t should be considered. The same would be true if a bank were about

to close its doors. Some question had been raised as to what weight

shcruld be given to the difference in time of filing of the two appli-

caticms—the State bank application having been made one week later than

the national bank application. In the Legal Division's opinion, the

1114blic interest was the over-riding consideration, and the time of filing

811°111d be only incidental or secondary. In this case the two groups

81,
',own approximately contemporaneous interest in establishing a bank

illthe Roseville area. As far as the information before the Board

1141cated, there was little to show that the State bank application was

not sa ripe as that of Northwest. As to the question whether the Board

el:41 Judge the merits of the State bank proposal as fully as it could
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Northwest's proposal, the answer seemed to be that, although different

Procedures were involved, it was undoubtedly true that the Board had

a more substantial amount of information available in regard to

Northwest's application. However, the fact that the Minnesota Depart-

ment of Commerce had approved the State bank proposal, contingent upon

the denial of Northwest's application, should enable the Board more

freely to take the State bank proposal into account as an alternative.

In fact, if the State approval had not been given,the suitability of

the State bank proposal as an alternative would be a largely conjectural

arid doubtful ground upon which to base denial of the Northwest application,

14 denial should be the Board's inclination.

Continuing, Mr. Potter referred to a question that had been

l'81sed as to whether concentration of banking offices should be studied

in te rms of Northwest's banks alone or in terms of offices controlled

the three holding companies operating in Minnesota. The view of the

Le al. Division was that the study should be concerned with where the

cerleentration of resources lay regardless of whether the banks were

holcling company banks. For example, if the largest aggregation of

l'e8°11rces was held by one bank holding system and one large unit bank

their combined percentage of total resources in the area would be the

1311°Per framework for study. In the present case Northwest and First

414.
Stock Corporation appeared to be the giants, and therefore it

"ed. appropriate to examine the degree of concentration they represented.
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Northwest had objected to this view on the ground that it ignored the

c0nPetition that existed between bolding companies themselves. In

considering this objection the Legal Division had arrived at the opinion

that two competing bank holding companies would be inclined to try to

ItIlitch each other: when one acquired another banking office the other

liclding company would try to do the same, thus extending the degree of

ecaosntration in the area. Northwest had contended that the two

1414°J-Pa1 holding companies in Minnesota had not grown at the same rate

as the independent banks in the area under consideration. Nevertheless,

there had been holding company growth.

Evidence had been presented to show that holding company banks

/rel's largely in downtown locations, whereas independent banks were more

1)1'ev8.lent in suburban areas. If that was a valid point, the application

l'ePresented an extension of holding company control, since a holding

CObrr%
—v4nY was seeking to establish a bank in a rapidly-growing suburban

41'ea--an over-all relative expansion that might be regarded as adverse

141der the statute. If an independent bank went into the Roseville area,

ilciwever, the over-all degree of holding company concentration in

Milltlesota might be somewhat reduced. The question whether approval of

110)..41_-.uwest's application would constitute an expansion relative to other

g companies was conjectural. It should be noted also that if a

1)1'cllosed State bank were not established within a reasonable time, the

401,14
--411g company would be able to renew its application.
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Mr. Hackley commented that it seemed clear that a bank was

Ileeded in the Roseville area and that the need would be filled whether

°r not the Board approved Northwest's application. However, he pointed

out that some question haA been raised as to whether the proposed State

bank would be a truly independent bank; there haA been assertions that

it would in effect be a satellite of First Bank Stock Corporation.

Whether or not the State bank application was a bona fide effort by

111 Tendent interests was a matter that obviously would be difficult to

Prove factually, but it would also be difficult to sustain in the record

the view that the proposed State bank would be a First Bank Stock satellite.

Information presented at the hearing suggested that the application was

irldeed an effort by independent interests, notably Mr. Tyler, to provide

4 correspondent in Roseville for The First National Bank of St. Paul.

There was no indication that the application was an attempt by First

Stock Corporation to oppose or deter Northwest's application.

Governor Shepardson inquired what inhibition there had been on

the State authorities against granting outright approval of the State

641k application, to which response was made that there was an agreement

bet
Igeen the State authorities and the Comptroller of the Currency that

the first application received by either authority would be disposed of

at• Comment also was made that the State authorities might have

there was room for one bank in Roseville but not two. Rather than

1P1)1.°ve the State application outright and then risk having the Federal
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authorities be of the view that the community could also support a

llati011a1 bank, the State authorities had conditioned approval of the

State bank application upon denial of Northwest's application.

Chairman Martin asked if there was any valid reason why Roseville,

Ilith a population that had grown from 6,400 in 1950 to 24,000 in 1960,

c°11.141 not support two banks. It was noted in response that the general

tenor of the testimony at the hearing had been strongly in the direction

Or having only one bank in Roseville. The opposers had contended that

it lols misleading to regard Roseville as a separate community of 24,000

1De°131e, since particular settled areas of the Village were oriented to

b4s1ness centers within the limits of Minneapolis and St. Paul. The

13°int had been made that the banks in those areas would be harmed if

than one bank were established in Roseville.

The members of the Board then stated their positions on North-

vest'S application, beginning with Governor Mills, who concurred with

recommendation that the application be denied. His reasons for
the

talo
that position, however, differed somewhat from those that had

111'°11111ted the Division of Examinations to recommend denial. In explanation

or h.
18 Position, Governor Mills read the following statement:

The application should be denied, but not entirely for
the reasons advanced by the Division of Examinations. Sub-

Vision 4 in section 3(c) of the Bank Holding Company Act
°f 1956 is the ruling factor on which a decision in this case

Should be reached. With respect to the "convenience, needs,
?ald welfare of the communities and the area concerned," there
ls conclusive evidence that the Roseville community is of a
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size and character that can both justify and support a banking

facility. The question is, therefore, what financial organi-

zation should be permitted to furnish banking services to this

community.

Whereas the proposed Roseville Northwestern National Bank

would be a subsidiary of the Northwest Bancorporation of

Minneapolis, Minnesota, and whereas the proposed Roseville

State Bank would be an independent banking institution, the

factors arguing for rejecting the application of the Northwest

Bancorporation and, in so doing, opening the way for the Rose

ville State Bank to enter the field are persuasive. This is

especially true in view of the fact that the applications to

organize both banks were filed at approximately the same time

and, consequently, it cannot be argued that the Roseville

Northwestern National Bank application enjoys a precedence

that should be honored.

Considering the relative adjacency of alternative banking

services in the area immediately surrounding the community of

Roseville, as well as the larger banking facilities available

in nearby St. Paul and Minneapolis, the fact that the proposed

Roseville State Bank, in starting from scratch, might not

Immediately be in a position to supply the full range of

services that could be expected from the Roseville Northwestern

National Bank as a subsidiary of the Northwest Bancorporation
is not a matter of great consequence, in that the basic services

that it could immediately provide should be appropriate for the

character of the community to be served. Acknowledging, there-

fore, the presumed capacity of the proposed Roseville State Bank

adequately to serve the community of Roseville, a decision

denying the application of the Northwest Bancorporation to

establish the Roseville Northwestern National Bank is tantamount

to favoring the application of the former on the grounds involving

the fifth factor under section 3(c) of the Bank Holding Company

Act of 1956.

In appraising the effect of the Northwest Bancorporation's

Proposal to organize and establish the Roseville Northwestern

National Bank as to whether the parent holding company system

would be expanded beyond limits consistent with adequate and

sound banking and the preservation of competition in the field

of banking, it is first necessary to scrutinize the geographical

area concerned and the concentration of commercial banking

resources therein. In so doing, it is apparent that approval

of the application would add minimally to that segment of the
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concentration of banking resources in the metropolitan St.

Paul-Minneapolis area that is represented by the subsidiary

commercial banking holdings of the Northwest Bancorporation,

and which concentration is accented when the subsidiary

commercial bank holdings of the First Bank Stock Corporation

are taken into account. If, however, the specific area of

Roseville is set apart from the metropolitan St. Paul-Minne-

apolis area, it is evident that the establishment of banking

facilities, as has been mentioned, would be to the advantage

and convenience of the community.

Ordinarily, in the situation where a metropolitan area

is concerned and the establishment of a banking facility

merely connotes the provision of what might be termed a

service station" facility, there are persuasive grounds for

Permitting a bank holding company, or for permitting a large

branch banking organization, to fill the gap by supplying the

needed banking services even though an expansion of either

such organization would result. In the present instance, the

fact that the proposed Roseville State Bank, as an independent

institution, would provide similar services is a conclusive

reason for denying the application of the Northwest Bancorpo-

ration to organize and establish the Roseville Northwestern

National Bank.

Contrary to the position of the Legal Division, which

recommends disapproval of the application largely on the

grounds that the rationalization of factor 5 of section 3(c)
of the Bank Holding Company Act of 1956 finds against the

Proposal as expanding the size and extent of the Northwest

Bancorporation in a manner adverse to the public interest and

the preservation of competition in the banking field, disapproval
Of the application, in the writer's judgment,must be made under

the fourth factor of section 3(c), and for the reasons that have

been cited. Rejection of the application must necessarily be

based on the line of reasoning followed in emphasizing the

fourth factor under section 3(c) of the Bank Holding Company

Act of 1956 for the further reason that to do otherwise would

be inconsistent with the rationalization that has been followed

in other decisions handed down by the Board of Governors in

both bank holding company and bank merger cases, in which adverse

decisions have taken the position that an application to provide

banking facilities in a section of a metropolitan area already

served by the applying financial organization is of itself evil

in that an undue expansion of the proponent would result and
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would not be in the public interest. In the instant appli-

cation, the Legal Division has tergiversated by reversing its

Previous rationalization in having based an adverse recom-

mendation on the grounds that its effect would be to expand

the over-all size of the applying bank holding company, and

not on the grounds previously held that an extension of services

Within a metropolitan area already served was inimical to the

public interest.

Mr. Hackley stated that, although the Legal Division did not

f°110w the practice of making definite recommendations in holding company

eases,he believed it would be inconsistent with the law for the Board

t° deny an application on the basis of consideration of any one of the

st
atutory factors alone. Instead, in his opinion, the law intended

the.t the Board consider all of the factors together. The principle the

13°ara had followed had been that adverse considerations under any of

the factors would suggest denial unless there were offsetting consider-

under other factors to support approval. In this case, if the

113ard should decide to deny the application, he believed that the ensuing

statement should emphasize that all of the statutory factors had been

eoasidered.

Governor Robertson stated that although he found the case a

clIfficult one, on balance he had arrived at a vote for denial.

Governor Shepardson remarked that he also had found the case

clifficult. It presented a situation in which a community was in need

°Thanking services and there had been efforts for some time to bring

a. b
into the area. The applicant apparently had sought to establish

batik at the urging of local interests, and from the standpoint of
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competition the setting up of a new bank differed from taking over an

existing bank. While it was true that an application for an independent

bank was in the picture, it was not an existing institution. Also, it

should be recognized that the Bank Holding Company Act was not intended

to be a complete freeze on growth.

In regard to growth, Governor Shepardson commented that reference

had 'been made to the expectation that the proposed national bank would

attain deposits of $5 million, with an assumption that that amount

'I ottld be added to Northwest's total deposits. That assumption was

erroneous in his opinion. Of the $1.5 million of deposits now obtained

*an Roseville by other banks, some, but not all, would presumably

tlow to the proposed national bank in the immediate future, but of

the total deposits of $5 million expected in the future, some would

11111oubted1y be transferred from other banks in the Northwest system.

The history of comparative growth was not one of an aggressive

crganization. Northwest had not increased the number of its banks in

the Twin Cities area materially over a long period of time. In the

lieriod from the end of 1935 to June 15, 1960, it acquired one bank in

1954 and organized another in 1953 in Hennepin County, and did not

increase its number of banks in any other portion of the metropolitan

41'e4* He recognized the significance of the total size of Northwest

64a the First Bank Stock Corporation. However, in the present situation

4 Ilelf bank was sought to provide needed services, and the application
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hs41 priority over the State bank application. Although the point had

been made that the two groups had expressed interest in the location

elmost simultaneously, if consideration was to be given to priority

a't all he did not see how lines could be drawn as to the extent of

Priority. For these reasons, and especially because a new bank was

involved rather than an absorption,

the application should be approved.

Governor King commented that all of the members of the Board

lere interested in seeing new independent banks thrive;

Governor Shepardson believed that

however, in

the present case he believed it was important to take note of the

history of the organizers of the proposed State bank. According to

his understanding, Mr. Tyler would own 50 per cent of the stock, which

1()111d. represent control by one man rather than by a varied group that

Illight better reflect the public interest. While he did not consider

°Ile-man control evil in itself, it was a slight minus factor in his

view.
He also observed that Mr. Tyler had been president of another

he.tik but had sold out,

negative circumstance.

which to Governor King was also a somewhat

Although he saw the advantages that might be

hoped for from a new independent bank, he did not think there was

icient guarantee of obtaining them to justify rejecting Northwest's

1313lication, and therefore he would vote to approve it.

Governor Balderston expressed the view that Governor Shepar
dson's

clIstinction between starting a new bank and absorption of an existing
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One by a holding company was pertinent to most of the Board's deliber-

ations in holding company cases. In the present case, he would rely

°n the assurances that had been given to the effect that the proposed

State bank would in effect be merely a correspondent of The First

ilational Bank of St. Paul and not a satellite of First Bank Stock

CorPoration. Therefore, in his view the Board was faced with a choice

between favoring an "independent bank," the application for which had

advanced to the stage of approval by the State authority, and. a holding

e°171PanY unit. Faced with that choice, he favored the so-called

independent bank and therefore would vote to deny Northwest's appli-

c
ation.

Chairman Martin stated that he found this a difficult situation.

Sympathies were with Northwest in terms of equity and fairness.

Unless the objective was to freeze holding company growth, he viewed

the Present application as one in which Northwest had a legitimate right

t° the opportunity presented in the Roseville area, without being

4rfected by the fifth statutory factor to any important extent. However,

141th his vote being for approval, that put the Board's action on a

three to-three basis, which was an unfortunate situation.

This even division, Mr. Hackley pointed out, had the effect of

railing to give the approval required by the statute in order for

N°rthwest to proceed with its proposed acquisition of shares.
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Accordingly, the application of Northwest Bancorporation failed

Of approval on a three-to-three vote. It was understood that the

Legal Division would draft an order and appropriate statements for

consideration by the Board.

During the foregoing discussion Mr. Sammons, Adviser, Division

Of International Finance, entered the room and at its conclusion Mr.

LY°/1 withdrew from the meeting.

Regulation Q. In a memorandum dated July 14, 1961, which had

been distributed, Governor Robertson proposed certain amendments to

Regulation Q, Payment of Interest on Deposits, that constituted a

nic(lification of his proposals earlier this year for increased maximum

Illtes of interest payable on savings and time deposits. His present

1/1‘()Posal was for a 5 per cent ceiling applicable to that portion of

eavings deposits that had been inactive for at least 12 months and to

till*, deposits having a maturity date of 12 months or more after the

cle*te of deposit, or payable upon written notice of 12 months or more.

lie also suggested a 4 per cent ceiling to be applicable to that portion

°Is savings deposits that had been inactive for at least 6 months but

leee than 12 months, and on time deposits having a maturity date of

6
-"chs or more--but less than 12 months--after the date of deposit.

,resent 3 per cent ceiling would continue to be applicable to

t44t Portion of savings deposits that had been deposited within 6 months

1)zieceding the date of interest calculation, and that rate (rather than

the Present 2-1/2 per cent rate) also would be made applicable to
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time deposits with maturities of less than 6 months and more than 90

daYs. The present 1 per cent ceiling would continue to apply to time

deposits having a maturity date of less than 90 days after the date of

cle°13it. In determining the "inactive" portion of savings accounts to

'which the ceiling rate of 5 per cent or I. per cent was applicable,

'neither banks would be required to apply the rule of "last in-first out".

Governor Robertson's reasons for recommending such action were

set forth in his memorandum of January 17, 1961; since those reasons

Irel'e still believed to be applicable, they were restated in an attach-

tent to his July 14 memorandum.

In opening the discussion, Governor Robertson stated that in his

°1/inion the Board was rapidly coming to the time when it must act on

the maximum rates of interest. His present proposal, he felt, had

esIbtain merits that were not found in previous ones. One such merit

If" that a premium was placed on maturity. Allowing higher interest

l'Ettes on savings deposits held for a year or more, or from 6 to 12 months,

141t those deposits on a basis similar to time deposits. This would

Mace the Board in the position of not distinguishing between the two

t4ea of deposits, while banks would be free to do so. From a super-

Standpoint the proposal would present no difficulty; the last

14-4..i1'st out principle operated in the same manner as a min
imum balance

44d thus there was no problem from the standpoint of arithmeti
c. In his

the proposal would accomplish a great deal in freeing banks to
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compete for savings, the plan was permissible within the terms of the

B°ard's discretionary power under the statute, and it also had the

erit of providing ceilings that could be reduced if they worked in

the wrong direction.

Governor Robertson noted that the majority of the banks in

the country would probably oppose the plan because they would have to

take upon themselves the burden of defending the rates they paid to

their customers, whereas they could now say that they were precluded

bY the Board's regulations from paying more than 3 per cent. This

Objection he considered to have no merit. He also noted that Congressional

Iztearings had been scheduled on bills to tax cooperative savings insti-

tIltions on more nearly the same basis as banks. It was possible that

It the interest rate ceilings he had proposed were adopted and promulgated

etthiS time, that fact would be used by those who were attempting to

cletest the tax proposal as evidence that banks could compete interest-

Iris's with mutual savings institutions under the new ceilings. Although

he telt that the adoption of the proposal would not have that effect,

txight have, and such a development would not be desirable in his

le
Therefore, if the Board should adopt his proposal it would seem

Ise to delay its announcement until the tax measure had been settled.

l'he hearings were set for early August; if Congress acted, it might

4° so within the next month.
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Governor Mills Mills stated that in his view the Board should not

change the ceiling rates at the present time, and he would emphasize

the two adverse considerations that Governor Robertson had cited.

First, the overwhelming weight of commercial bank opinion was against

higher permissible rate. The Board had factual evidence from studies

made by the research staff that smaller banks, which carry larger

Proportionate totals of time deposits, were in a competitive situation

that might compel them to pay a higher rate of interest than they wished

14 Order to avoid forfeiting deposits to other communities that would

13aY a higher rate. For these banks, paying higher interest would have

cicla.maging effect on their earnings and the quality of their assets.

It was true that banks on the Atlantic seaboard, where the pressure for

gher maximum time deposit rates arose, might have a problem to contend

'41th in trying to retain their foreign deposits. However, gross time

4Posits in New York were only ,$6.6 billion and those in Chicago only
A,
'1)-"9 billion. It was evident, therefore, that the bulk of time deposits

1111s concentrated in banks that opposed a higher ceiling and were less

able 
to carry the cost of a higher rate. If the maximum rate were

ihereased at a time when the Board was under pressure and when an avowed

-v0Se of the banks that sought a higher maximum was to attract foreign

rilticis) he considered that it would be contrary to the best interests of

the System to yield to that pressure. To do so would put the Board at

It disadvantage and also might bring the dollar under attack. He was
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strongly of the opinion that the subject was being discussed from the

Oflg approach--that of the large banks. In his view, their problem

wotad be solved if they were willing to lower the prime rate of interest

and thus compete not for time deposits but for loans that were now being

financed through institutions other than banks. If the large banks

attracted those loans on an interest basis, their deposits would rise

44d the present holders of that paper would find themselves with funds

for which they would have to seek employment. In the process of finding

that employment, a certain portion of the funds would probably move

into the balances of the commercial banks and thus feed the latters'

lerlding ability. In Governor Mills' view, the prime rate was the

°Ipstacle rather than the maximum rate under Regulation Q.

Governor Shepardson commented that he had some sympathy with

the desire of banks to compete for savings and time deposits according

totheir capacity. A point that bothered him about Governor Robertson's

131'°Posal was that it rested on the duration of the deposit, whereas

14 recent times savings deposits were in effect as readily available

4 demand deposits. There was a question in his mind as to the wisdom

discouraging depositors from freely withdrawing their savings. The

ci4est1on of timing that had been mentioned also was an important con-

sideration. Although he recognized Governor Robertson's point about

Ille'klhg a change in the absence of pressure that might intensify if

14terest rates went up generally, he wondered if that development was
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not farther in the future than the present proposal would imply. For

these reasons, and also because of the factors Governor Mills had

illentioned, he felt that this was not the time to change the maximum

rate. If and when the rate was changed, he considered that there was

4 justification for a difference between the rate on time deposits,

ith a definite maturity date, and true savings deposits.

Governor King stated that he did not believe it would necessarily

be better to make a change at a time when there was little pressure. In

his view, the mechanism was intended to, and should be influenced by,

all of the pressures of the moment; it should not be used as an attempt

to cross future bridges. He also felt that the mathematical difficulties

of the proposal would be greater than Governor Robertson expected.

Although he did not think that this was the right time to take action,

he Igas not adamant or inflexible about the possibility of a change at

8°Irle time in the future.

Governor Balderston said he was glad that Governor Robertson

had again called this problem to the Board's attention. His (Governor

Ilalcierston's) concern about the proposal centered on the question of

lni
'ng. He would suppose that if and when the Board took action, even

1r it Vas less drastic than that now proposed, it would be explained to

he Public as an effort to stimulate the saving process. At the moment,

he c°1-11d not convince himself that the saving process was inadequate.

?'el'IlaPs it would take some months before the public would see clearly

a. ri
eed for saving to be stimulated.
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There followed a discussion of studies the staff had under way

an effort to formulate suggestions to the Board in regard to the

niaximum rate of interest on time and savings deposits. Comments were

made regarding the merits of stimulating consumption as against

stimulating savings, the psychological environment that would form the

ba'ekground for any action taken, and the rate of growth in the economy

84d its relation to growth in commercial bank loans.

Chairman Martin then commented that this was a problem the

13(3ard would have to continue to study. He was almost persuaded in his

OW 11 mind that it might be better not to have Regulation Q at all.

Although it was probable that the Board would have to do something about

the maximum rate at some time, the forthcoming hearings on taxation of

coo
perative savings institutions were a factor that appeared to him to

argue for a wait-and-see position at this point.

Messrs. Farrell, Holland, Koch, Sammons, and Eckert then

141thdrew from the meeting.

Morgan Guaranty holding company application. A memorandum from

Mr' Rackley dated July 21, 1961, had been distributed in connection

lth an application from Morgan New York State Corporation for the

's approval of the formation of a new bank holding company that

14°11-1-d control Morgan Guaranty Trust Company of New York and six large

111)state New York banks. In accordance with the usual procedure, notice
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of receipt of the application was being published in the Federal Register

44a the usual letter was being sent to the New York State Superintendent

of Banks requesting his views. Under New York State law the proposal

might not be consummated without prior approval of the State Banking

Board, which was required to act within 90 days.

The application included certain exhibits that the applicant

1184 marked "confidential." If a public hearing was to be held, it would

be necessary to review the application with representatives of Morgan

GtlEtranty in order to determine what, if any, portions of the application

shonld properly be excluded from the public record of the hearing on

the ground of confidentiality. If, however, the Board should feel

that no public hearing would be necessary, there would be no need to

l'eview the application for this purpose. Accordingly, the matter was

1)resented to the Board for a determination as to whether or not the

Iklard would wish to hold a hearing in this case. If the Board should

feel that a hearing would be desirable, the staff suggested that the

tletual order for the hearing be deferred until after action on the

414-ication by the State Banking Board.

After commenting on the memorandum, Mr. Hackley suggested that

the 
Steff might be authorized to advise representatives of Morgan

GlIEtrEtntY informally that the Board expected to hold a hearing but would

not issue the notice until after the State had acted.
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Governor Mills commented that such a procedure involved the

Problem that the impression might be given to the financial world

that the Board would be susceptible to the reasoning of the State

bellking authority rather than acting entirely on its own judgment.

Mr. Hexter expressed the thought that the problem Governor Mills

44a mentioned might not occur. Under the Bank Holding Company Act, if

the State supervisor recommended disapproval, the law required that a

Ilearing be held. If the State supervisor recommended approval, then

the Board could hold a hearing or not as it saw fit.

After further discussion it was agreed that, although the Board

14041d not reach a decision at this time as to whether or not a hearing

Ifollid be ordered, the staff could proceed with conferences with Morgan

GUaranty representatives on the assumption that, in view of the

1111Portance of the case, it might be expected that the Board would order

4 Ilearing at a later date.

The meeting then adjourned.

Secretary's Note: Governor Shepardson today

approved on behalf of the Board the following

items:

te Memorandum from the Division of Administrative Services recom-

birtling the appointment of Willard D. Creasey as Chauffeur in that

A'vision, with basic annual salary at the rate of $4,025, effective
'11Ellst 1, 1961.

00 Memoranda from the Division of Examinations and Office of the

the 
recommending a change in the organizational structure of

e %vision of Examinations, as set forth in a memorandum from the
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Division dated July 18, 1961, effective the first pay period in 1962.
The proposed change, which would provide the following organizational
structure designations, was intended to formalize and more clearly
identify the existing distribution of work within the Division:

Administration
Federal Reserve Bank Examination & Audit Activities

State Member Bank Supervision & Fiduciary Activities
Bank Holding Company Activities
Foreign Banking - Examining Personnel & Training

Activities
Recording & Stenographic Section

Secretary
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Dear Sir:

Item No. 1
7/24/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 24, 1961.

Enclosed is a copy of a letter dated July 19, 1961,
from Secretary of the Treasury Dillon concerning payments to
be made by Federal Reserve Banks in connection with the Old
Series Currency Adjustment Act approved by the President on
June 30, 1961.

Pursuant to this letter and to informal discussions
With Fiscal Assistant Secretary Heffelfinger, the Board
requests your Bank to make appropriate payment on July 28,
1961, by credit to "U.S S. Treasurer--general account" and
charge to "Federal Reserve notes: Outstanding."

Telegraphic acknowledgment of receipt of this letter
will be appreciated.

Very truly yours,

•
Merritt Sh

Secreta

Enclosure

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
Marine Midland Trust Company
of Southern New York,

Elmira, New York.

Gentlemen:

Item No. 2
7/24/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE 1.30ARD

July 24, 1961

The Board of Governors of the Federal Reserve

System has reconsidered on the basis of all available in—

formation, including that submitted during the oral

argument of June 27, 1961, the application of your bank

for consent, under the provisions of section 18(c) of the

Federal Deposit Insurance Act, to merge First National Bank

and Trust Company of Ithaca, Ithaca, New York, into Marine

Midland Trust Company of Southern New York and for

permission to operate two branches incident thereto.

After careful consideration of the matter in the

light of all the factors set forth in the statute, the Board

has concluded that it would not be warranted in changing

the position stated in its letter of March 27, 1961.

Very truly yours,

Merritt
Secretary.
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