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Minutes for  September 15, 1961

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.

Chm. Martin

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

Gov. King

Gov. Mitchell
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Minutes of the Board of Governors of the Federal Reserve System on

PridaY, September 15, 1961. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Robertson, Acting Chairman

Mr. Shepardson
Mr. King
Mr. Mitchell

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary

Mr. Thomas, Adviser to the Board

Mr. Shay, Legislative Counsel

Mr. Molony, Assistant to the Board

Mr. Noyes, Director, Division of Research

and Statistics

Mr. Holland, Adviser, Division of Research

and Statistics

Mr. Spencer, General Assistant, Office of

the Secretary

Mr. Yager, Economist, Division of Research

and Statistics

Money market review. Mr. Yager commented on recent developments

ia the money market, after which Mr. Thomas presented a report on bank

credit, the money supply, and related matters.

Following these reports, Messrs. Thomas, Noyes, Holland, and

Yager 'withdrew from the meeting and the following entered the room:

Mr. Hackley, General Counsel

Mr. Solomon, Director, Division of Examinations

Mr. Harris, Coordinator of Defense Planning

Mr. O'Connell, Assistant General Counsel

Mr. Daniels, Assistant Director, Division of

Bank Operations

Mr. Leavitt, Assistant Director, Division of

Examinations

Discount rates. The establishment without change by the Federal

Reaerve Banks of New York, Cleveland, Richmond, Chicago, St. Louis,

Ittaneapolis, Kansas City, and Dallas on September 14, 1961, of the rates
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Q11 discounts and advances in their existing schedules was approved unani-

Illously, with the understanding that appropriate advice would be sent to

those Banks.

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

been circulated to the members of the Board and copies of which are

attached to these minutes under the respective item numbers indicated,

were a roved unanimously:

ll'etter to Northern National Bank of Presque
essle, Presque Isle, Maine, approving its
'11PPlemental application for fiduciary
Powers4

letter to The City National Bank of Millville,
MIliville, New Jersey, approving its appli-
cation for fiduciary powers.

;etter to The First Pennsylvania   mking and

j1,11,8t Company, Philadelphia, Pennsylvania,

ar°ving an extension of time to establish
'ranch at 202 West Ridge Pike, Plymouth

Ship, Montgomery County.

tter to Trust Company of Georgia, Atlanta,

es'i°_rgia, approving an extension of time to
'ablish a branch at 2160 Monroe Drive, N. E.

Lettthe er to Bank of Idaho, Boise, Idaho, approving

10 
establishment of a branch at U. S. Highway

p, Spokane Street, Post Falls, Kootenai
-̀ 41nty.

Irjetter to the Comptroller of the Currency
:c°rnmending favorably with respect to an

;Ilication to organize a national bank at

-8"iltoPe, Alabama.

Item No. 

1

2

3

4

5

6
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Item No.

Letter to the Comptroller of the Currency 7
recommending favorably with respect to an
aPplication to organize a national bank at

Allen Park, Michigan.

Application to organize a national bank at Wichita, Kansas.

There had circulated a copy of a proposed letter to the Comptroller of

the Currency recommending unfavorably with respect to an applicati
on to

°rganize a national bank at Wichita, Kansas.

In discussion, Governor Mitchell said his basic philosophy

favored granting the right of entry into any kind of enterprise; th
at

affording all parties who desired to begin business an opportunity

to get started if they had the necessary funds and thought they co
uld

eell a product or service in competition with others. Banking might be

4 little different from other lines of business. However, unless the

record clearly showed that a proposed new bank could not possibly

succeed, or that the management was almost certain to be corrupt, he

01 be inclined to approve a charter application. In this instance,

therefore, although he would be open to further arguments, he would be

cilsPosed to question whether an unfavorable recommendation was justifie
d.

Commenting more specifically on the Wichita application, Go
vernor

Mitchell noted that in the course of the investigation officers of 
certain

e°111Peting banks had been interviewed and had commented unfavorably
. On

the other hand, the management of the proposed bank apparently was 
regarded

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



3156(4.0.)

9/15/61 -Ii-

by the Reserve Bank as generally satisfactory. The local community

in which the bank would be located reportedly was growing, the bank's

capitalization would be adequate, and the ownership of the bank would be

in the hands of a wealthy family. Although the report of investigation

seemed to say that the community was adequately served by existing

banking facilities, the report lacked factual information on matters

such as the scope of lending services currently being provided.

In further comments, Governor Mitchell mentioned that one possible

Procedure for making recommendations on national bank charters would be

to turn the function over to the Federal Reserve Banks, on the basis

that they were closer to the scene. On the other hand, it could be said

that the Board, being more remote, was in a position to render a more

objective judgment. Again referring to his general philosophy, he said

that he sensed an attitude of paternalism on the part of bank super-

vis°rY authorities. In his own view, if interested parties had sufficient

filncis and wished to invest them in a new bank, they should ordinarily be

tiven the opportunity and vested banking interests should not be allowed

t° exert an influence. The fact that existing banks were already in the

Pleture did not mean necessarily that the quality of services rendered

to the community was entirely adequate, and the expressions of the

e iSting institutions were likely to reflect a self-serving attitude.

At the request of the Board, Mr. Leavitt summarized the factors

that in this case had led the Division of Examinations to concur in the
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unfavorable recommendation of the Kansas City Reserve Bank. One was that

an. application by the same parties for a State charter had been denied

earlier this year. Further, there were already two banks in the area,

vith total deposits of only about $17 million, and a third bank was to

begin operations shortly. It appeared that a part of the deposits of

the third bank would have to come from the existing banks, and it was

felt that the injection of a fourth bank might create an unduly competitive

situation.

Mr. Solomon commented that it was the practice of the Division of

4exinations to begin its review of each application with a philosophy in

such as had been suggested by Governor Mitchell. In addition to the

reasons cited by Mr. Leavitt, however, in this case it was noted by the

Division that the over-all Wichita area had not shown appreciable growth

In the past six to ten years and that the volume of bank deposits was

almost stagnant. Hence, there seemed no reason to expect that the

Proposed new bank could obtain any large amount of deposits. Although

8°611e of the adverse comments in the report of investigation were supplied

by 
existing banking interests, as Governor Mitchell had pointed out, for

Other reasons it had seemed to the Division that it probably would not

be a good thing to open another bank at this particular time.

In further discussion, it was brought out that the Board's

l'ecommendations on national bank charters are not required by statute.

ircivever, over a long period of time it had been the practice of the
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Comptroller of the Currency to request such recommendations from the

Federal Reserve, particularly out of recognition that the new banks

would become automatically members of the Federal Reserve System. Although

the record showed that in some cases the action taken by the Comptroller

waS different from that recommended by the Board, percentagewise the number

of such cases was not too great. General agreement was expressed with a

statement that the Board's recommendations, even if not required by statute,

Should be thought out carefully and conscientiously.

Governor Shepardson indicated that in the present circumstances,

" described, he would regard the reasoning of the Reserve Bank and the

kvision of Examinations on the Wichita case as valid, while Governor

stated that in view of the discussion today he would appreciate an

P°rtunity to study the file further.

Governor Robertson commented that he did not feel the record

estIthlished sufficient justification for an adverse recommendation on

the aPPlication. The two banks now in the area were operating favorably,

alld the community surrounding the site of the proposed bank was said to

be growing. Also, the individuals principally concerned with supplying

caPital for the new institution had substantial means and were able to

take the risk. The question that bothered him most, he said, was the

action of the State authorities in turning down an application by the

saltle Parties. He felt that this question should be referred back to the

Reserve Bank with the request that, if possible, it supply the Board with

14r°rmation as to the basis for the State's refusal.
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After further discussion, it was agreed that the recommendation

to the Comptroller would be deferred pending receipt by the Division

of Examinations of additional information from the Kansas City Bank,

iacluding, if they were available, the reasons why the State authorities

had turned down the application by the same parties for a State charter.

Mr. Leavitt then withdrew from the meeting.

Defense planning activities (Item No. 8). A summary of mobili-

zation activities of the Board for the past year, prepared in response

t° a letter of August 2, 1961, from Senator Robertson, Chairman of the

Jotrit Committee on Defense Production, had been distributed. The report

44 been requested for inclusion in the Eleventh Annual Report of the

joint Committee to the Congress.

Following comments on this subject by Mr. Harris, the Board

1112.1.) unanimously the transmittal of the report to Senator Robertson,

Ilith a letter in the form attached as Item No. 8. The Board also

"Pressed agreement with a suggestion that, with some editing, the report

be included in a future issue of the Federal Reserve Bulletin, recognizing

that this might involve a budget overexpenditure.

During a further discussion of preparedness activities, Governor

111113 raised a question regarding the status of plans for constructing an

1-111(lergrotuid fallout shelter on property owned by the Board and located

4e/*°as "C" Street.
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Mr. Harris recalled that when this matter was discussed at the

meeting on June 23, 1959, the Board approved a recommendation that the

Project be laid on the table indefinitely. This decision was influenced

by the thought that it would be desirable to hold the plans in abeyance

until there was tangible evidence of the approval by the Congress of a

national shelter policy. Within recent weeks, the Congress had approved

funds for a shelter program and, although it appeared that these funds

/7041d be spent largely on surveys, nevertheless the appropriation of

this money might be regarded as justifiable cause for giving further

consideration in the near future to the question of implementing the

available plans of the Board. In the meantime, however, an investigation

Igas being made of the possibility of clearing sufficient space to make

a fallallt shelter available in the sub-basement of the present Board

bilacling, in the thought that this could be accomplished more quickly

than 
anY project that might be decided on at the location across "C"

Street.

Following discussion of this subject, it was agreed that in the

light of present conditions, plans for constructing a fallout shelter

°11 the "C" Street property should be brought back to the Board for con-

8ide
ration, and that in the meantime the plans for providing a fallout

8helter in the sub-basement should proceed expeditiously, with such

hUdget overexpenditure as might be necessary.
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Governor Robertson stated that the Advisory Committee on Com-

mercial Bank Preparedness was to hold a meeting at the time of the

t°rthcoming annual convention of the American Bankers Association in

San Francisco. At this meeting the Committee would wind up its activities

pressing the bank preparedness program and turn over the function to

the Bank Management Commission. He and Mr. Harris expected to attend

the meeting and to assure the Commission of Federal Reserve cooperation.

Mr. Daniels withdrew from the meeting at this point.

First Virginia Corporation. On September 5, 1961, the Board

issued an order and statement authorizing the acquisition by The First

Virginia Corporation, Arlington, Virginia, of 80 per cent or more of the

7cti1 shares of Richmond Bank and Trust Company, Richmond, Virginia.

It was understood, however, that arrangements would be made for

rePresentatives of First Virginia to come to the Board's offices at a

1114tuallY convenient time for the purpose of informing them of the Board's

desire to have complete disclosure of all facts pertaining to any future

aPPlications by that holding company, and also to advise that the Board

Was
in receipt of information alleging the indirect acquisition by First

1148111-ta of shares of the Southern Bank of Norfolk, Norfolk, Virginia.

Mr. O'Connell now reported on a visit of Mr. Edwin T. Holland,

?resident of The First Virginia Corporation, and Mr. Ralph Beeton,

)ceelltive Vice President, with Chairman Martin on September 12, 1961, at

'which time he and Mr. Hackley were also present. Mr. O'Connell stated
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that the aforementioned matters were discussed and that assurances were

given about providing full information in the future. Messrs. Holland

and Beeton disclaimed any intention on the part of First Virginia to

misrepresent or to withhold information in connection with past appli-

cations, and their statements with respect to the matters on which

questions had been raised at the time of consideration of the Richmond

apPlication were along the lines that had previously been anticipated.

As to the future, Mr. Holland made clear the intent of the corporation

t° exPand further and indicated that feelers were out more or less con-

with a view to the possible acquisition of additional banks.

neither he nor Mr. Beeton felt that there was an obligation to keep the

B°ai'd informed of such activities. However, when Chairman Martin outlined

the 
problems of the Board in dealing with holding company applications

a'11C1 the need of the Board for full information, both gentlemen expressed

an awareness of the Board's problem and gave assurances of cooperation.

Pan American Bank. Governor Robertson reported on recent develop-

rnents looking toward the sale of the Pan American Bank of Miami, Miami,

Pl°1*1-6-a, including advice from the present ownership which indicated that

the sale might be consummated at the close of business today.

The meeting then adjourned.

Secretary's Note: Governor Shepardson today

approved on behalf of the Board the following

items:
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Memorandum from the Division of International Finance recommending
the reinstatement following maternity leave of Kay J. Auerbach as

Research Assistant in that Division, vith basic annual salary at the
ate of $5,5201 effective September 25, 1961.

Letter to Professor Edwin S. Mills of Johns Hopkins University,
Baltimore, Maryland, regarding arrangements for him to conduct a course

ri 
mathematical economies as an activity of the Board's Employee Training

azid Development Program beginning September 210 1961, with compensation
n the amount of $2,000 for each of two 20-week semesters, payable monthlyfor 

sessions completed during the month.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Northern National Bank of Presque Isle,
Presque Isle, Maine.

Gentlemen:

Item No. 1
9/15/61

ADDRESS OFTICIAL CORRESPONOENCE

TO THE BOARD

September 15, 1961

The Board of Governors of the Federal Reserve
SYstem has given consideration to your supplemental appli-
cation for fiduciary powers and grants you authority to
act, when not in contravention of State or local law, as
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 Maine. The exercise of such rights shall be sub-
Ject 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.

In addition to the fiduciary powers herein author-
ized, the bank was granted authority on January 30, 1936, to
act as trustee, executor, and administrator.

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

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
The City National Bank of Millville,
Eillville, New Jersey.

Gentlemen:

Item No. 2
9/15/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 15, 1961

The Board of Governors of the Federal Reserve System
has given consideration to your application for fiduciary
Powers and grants The City National Bank of Nillville 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
willch come into competition with national banks are permitted
t? act under the laws of the State of New Jersey. The exer-
Ise of such rights shall be subject to the provisions of

'eotion 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

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Item No. 3
9/15/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 15, 1961

Board of Directors,
The First Pennsylvania Banking and Trust Company,
Philadelphia, Pennsylvania.

Gentlemen:

Pursuant to your request submitted
through the Federal Reserve Bank of Philadelphia,
the Board of Governors has approved an extension
until February 27, 1962, of the time within
Which The First Pennsylvania Banking and Trust
Company may establish a branch at 202 West Ridge
Pike, Plymouth Township, Montgomery County,
Pennsylvania. The establishment of this branch
was authorized in a letter dated September 27,
1960.

Very truly yours,

(Signed) Elizabeth L. Carmichael

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, b. c.

Board of Directors,
Trust Company of Georgia,
Atlanta, Georgia.

Gentlemen:

Item No. 4
9/15/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE HOARD

September 15, 1961

The Board of Governors of the Federal Reserve

System has approved an extension until April 6, 1962, of
the time within which Trust Company of Georgia may es-
tablish a branch at 2160 Monroe Drive, N. E., Atlanta,
Georgia. The establishment of this branch was authorized
in a letter dated October 6, 1960.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Bank of Idaho,
Boise, Idaho.

Gentlemen:

Item No. 5
9/15/61

ADDRESS OFFICIAL. CORRESPONDENCE

TO THE BOARD

September 15, 1961

The Board of Governors of the Federal Reserve
em approves the establishment of a branch at thesouthwest corner of the intersection of U. S. Highway 10

id Spokane Street, Post Falls, Kootenai County, Idaho,
Bank of Idaho, provided the branch is established

within six months from the date of this letter.

Very truly yours

(Signed) Elizabeth L. Carmichael

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Comptroller of the Currency,
Treasury Department,
Washington 25, D. C.

Item No. 6
9/15/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 15, 1961

Attention: Mr. W. M. Taylor,
Deputy Comptroller of the Currency.

Dear Mr. Comptroller:

Reference is made to a letter fram your office
dated April 25, 1961, enclosing copies of an application to
°rgaaize a national bank at Fairhope, Alabama, and request-
ing a recommendation as to whether or not the application
should be approved.

A report of investigation of the application madeby an examiner for the Federal Reserve Bank of Atlanta indi-
?!ttes generally favorable findings with respect to each of
re factors usually considered in applications of this nature.
Accordingly, the Board of Governors recommends favorable
consideration of the proposal.

Very truly yours,

(Signed) Elizabeth L. Carmichael

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Comptroller of the Currency,
Treasury Department,
Washington 25, D. C.

Item No. 7
9/15/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 15, 1961

Attention: Ni. W. M. Taylor,
Deputy Comptroller of the Currency.

near Mr. Comptroller:

Reference is made to a letter from your office
dated January 12, 1961, enclosing copies of an application
to organize a national bank at Allen Park, Michigan, and
requesting a recommendation as to whether or not the appli-
cation should be approved.

A report of investigation of the application made
by an examiner for the Federal Reserve Bank of Chicago indi-
cates that a capital structure of $600,000 is to be provided
rather that $400,000 as originally proposed. The capital
structure of $600,000 appears adequate and all other factors
usually considered in applications of this nature were found
to be satisfactory. Accordingly, the Board of Governors
recommends favorable consideration of the proposal.

Very truly yours,

(Signed) Elizabeth L. Carmichael

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

FEDERAL RESERVE SYSTEM
WAS

The Honorable A. Willis Robertson,

Chairman,
Joint Committee on Defense Production,

Congress of the United States,

Washington 25, D. C.

Item No. 8
9/15/61

JAMES LOUIS ROBERTSON

MEMBER OF THE BOARD

September 15, 1961

Attention Mr. Harold J. Warren,

Clerk & Counsel,

Room 459,
Old Senate Office Building,

Washington 25, D. C.

Dear Senator Robertson:

In response to your letter of August 21 19611 attached

is a factual summary covering mobilization activities of the Boa
rd

Of Governors for the past year.

The summary covers three programs.the program for the

continuity of the essential functions of the Federal Rese
rve System

in the event of an attack on the United States, the program for bank

Preparedness, and the V-loan program.

Sincerely yours,

(Signed) J. L. Robertson

J. L. Robertson.

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
Beard of Governors of the Federal Reserve System for the past year.
It is divided into three parts, each of which deals with a major
meh.lilization 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

!ssential functions of the Board of Governors of the Federal Reserve
/stem and the Federal Reserve Banks in a war emergency. Part II

!elates to the development of plans and preparedness measures for
the continuity of essential operations of "banking institutions" in

a war emergency. Part III describes Regulation V-loan activities
arid plans for the conduct of such activities in a war emergency.

Part I

Continuity of the Essential Functions of

The Board of Governors of

The Federal Reserve System, and

The Federal Reserve Banks

le 10,,
ram. The Board of Governors is responsible for the develop-

0 p ans to assure the continuity of the essential functions
6he Federal Reserve System in the event of an attack on the United

lpes, and for participating in the development of government policies

ec the monetary and bank credit fields to deal with the potential

°11°mic consequences of an attack.

2.
m .111q.tally. The authority to develop plans and preparedness

ieasures or thecontinuity of the essential functions of the Federal

:serve System and to deal with the potential economic consequences
an attack derives from the National Security Act of 1947, as amended,

te:,nefense Production Act of 1950, as amended, the Federal Civil De-

ti"'e Act of 1950, as amended, Executive Order 10346, Defense Mobiliza-
(34 Order 1-20, and The National Plan for Civil and Defense Mobilization.

3. A
Sec 'Ictivities. Beginning shortly after the enactment of the National

tienur1V Ac of 1947, the Board initiated the development of prepared-

Plans applicable to both limited and general war situations.

emphasis has been given to preparations for a general war situa-
°I1 involving nuclear attack on the United States.

Last year, it was reported that general agreement had been
reach Last

among all Federal financial agencies on basic policies needed
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to make all emergency planning in the monetary and bank credit fields
consistent. Since then, the policies have been reproduced in Annex
27 to The National Plan for Civil and Defense Mobilization and dis-
tributed by the Federal Reserve Banks to all commercial banks.
The policies require that provision be made for the following:

The maintenance of the money, credit,
system.

The continuance of banking operations
vision for liquidity and credit.

The equitable sharing of war losses.

The decentralization of adequate supplies of currency.

The availability of bank deposits according to post-
attack needs.

The clearance of checks including those drawn on
destroyed banks.

The availability of new bank credit for essential
purposes.

and financial

including pro-

Government guarantee of private financing for essen-
tial purposes, if not otherwise available on reason-
able terms.

Activities during the past year have been directed largelytown-,
s4 c‘vtl increasing capabilities to carry out the policy requirements.
4-grdf1cant examples of such activities are as follows:

a, The Board and the Federal Reserve Banks have continued
to maintain and to improve the operating capabilities
of their respective relocation sites.

b. Provision for fallout shelters has been included in
all new building projects and steps have been taken
to improve the protective features of shelter areas
in a number of existing buildings.

C. In December 1960, the Board compiled and distributed
to Federal Reserve Banks its Emergency Plan for an
Attack Situation. Supporting documents needed to
complete the Plan have been added from time to time
as developed. Some of these documents are listed
below.

d. With the concurrence of the. Board, the Secretary of
the Treasury, on January 10, 1961, issued an order
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delegating to the Board authority and power to take
such action as necessary to maintain the operation
of banking institutions (Exhibit A), and issued
Treasury's Emergency Banking Regulation No. 1

(Exhibit B). Both the order and the Regulation
are effective immediately following an attack on the

United States. The Regulation requires all banking
institutions to continue operations, prohibits ab-
normal withdrawals and hoarding of currency, and
restricts the use of deposit balances and the exten-
sion of credit to essential purposes. The Regulation
authorizes, if warranted by postattack conditions,
the use of temporary banking quarters, the making
of loans without regard to normal limitations, and
the rationing of currency.

On May 15, 1961, the Board approved and distributed
to Federal Reserve Banks Guidelines for Emergency
Monetary Policy (Exhibit C). They are intended for
the use of Federal Reserve Banks in the interval im-
mediately following an attack and until communications
can be re-established. Their objectives are to provide
liquidity and confidence, and to curb excessive infla-
tionary pressures.

4 The Board's 1956 Emergency Documents have been redrafted
for consistence with the Treasury Documents and the
Board's Guidelines above mentioned. The Board's Emer-
gency Regulations Nos. 1 and 2 (Exhibits D and E,
respectively), and the Federal Open Market Committee
Guidelines on Emergency Operations are currently in
the process of clearance.

g. Plans have been developed to take full advantage of
any warning which might be received in advance of a
tactical warning of an attack. Five degrees of Defense
Readiness Conditions (DEFCONs) have been established
which will go into effect simultaneously with corre-
sponding degrees of military readiness-. The prepared-
ness actions to be taken automatically .with respect to
each DEFCON have been listed.

h. Last year, it was reported that some progress had been
made in the decentralized storage of currency. During
this reporting period, over $1-1/2 billion in Federal

Reserve notes has been decentralized from Washington
to Federal Reserve Bank vaults selected on the basis
of available space and relative security in the event
of an attack. In addition, one Federal Reserve Bank
has substantially completed its program of making a
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further partial decentralization of currency to its

emergency Cash Agents.

4. Effectiveness. The effectiveness of the program has been tested

against a variety of possible attack patterns. The results indicate
that an effective plan for the continuity of banking operations in
a Postattack emergency must include readiness to take the extraor-

dinary actions contemplated in the accompanying Documents.

S. Current Need. There has been a discernible increase in prepared-
ness activity since the increase of international tensions over
Berlin . The program will be needed as long as any potential enemy
has the capability of launching a massive nuclear attack upon the
United States. The program contributes to the over-all defense pos-

ure 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
smalrbusiness 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,
"arget areas to serve the smaller business enterprises upon which
reliance must be placed to support military, civil defense, and re-

operations.

7. Major Problems. The major problems in improving the effective-

ness-Z-TEITISTOT-am are: (a) the need to provide additional fallout
Shelter protection, (b) the need to provide several strategically
-1 located underground depositories for the storage of emergency currency8-

(1RPlies, (c) the need to complete emergency planning documents, and
the need for a greater number of banking institutions to undertakeor improve their preparedness.

As indicated above, progress has been made in providing
falout protection, but more is needed. Activity in this field
,8,1
,

1so
4-
uld be increased as the result of Congress' support of the shelter1

°gram as evidenced by its recent appropriation to the Department
Of 

Defense.

to Problems associated with the decentralization of currency

emergency Cash Agent Banks make it highly unlikely that such de -,
412tralization will be made uniformly throughout the country pre-

tack; therefore, the Board, in collaboration with the Treasury and

f 6 Office of the Comptroller of the Currency, is investigating the
wrsibility of utilizing several underground facilities for the

t °I'llge of currency so that emergency Cash Agents might be supplied
B!om these depositories in the event the vaults of the Federal Reserve
4nks should become inaccessible.

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



_1. ,'Cs,

a. 5

Attention needs to be given to the completion of several
key documents. No tangible progress has been made during the past
Year in reaching Government-wide agreement on a plan for the equi-
table sharing of war losses. Such a plan is basic to all plans
for the maintenance of the financial system and a "going concern"

econelAY. A new interagency committee is being established to
Pursue this unfinished task.

Without minimizing the far-reaching authority contained
in the Trading with the Enemy Act of October 6, 1917, as amended,

Executive Order 9193, the Executive Order which it is assumed will
be promulgated in the event of an attack, and the Delegation to the
Board from the Secretary of the Treasury pursuant to the foregoing,
the Board has favored obtaining some expression of Congressional
approval of the extraordinary measures which it might be necessary
to take in order to maintain banking operations in a postattack
emergency . Drafts of standby legislation are being prepared which
11°1 ld give general authorization or confirmation for the kinds of
emergency actions contemplated in the attached Documents. More
sPecifically, the draft legislation would suspend during any period

of emergency proclaimed by the President as the result of an enemy
attack on the United States the proviso contained in section 114(b)
!),f the Federal Reserve Act placing a $5 billion limitation on the
;7.ggregate amount of certain United States obligations which may be
held by all Federal Reserve Banks at any one time.

Preparations are being made to review with Treasury its
Illemerandum of December 10, 1956, on fiscal agency operations in an

nrgency with a view to clarifying a number of contingencies iden-
"4-Lied since the memorandum was issued.

ba Problems in connection with the preparedness activities of
nking institutions are discussed under Part II.

Program Changes. No changes are contemplated other than the
let',:_lcli13767:1771712-775--Eions, above described, needed to meet possible
ilLianges in enemy capabilities. One example is the establishment of

Ilfense Readiness Conditions (DEFCONs)„ alerting procedures, and
sts of automatic actions so as to be ready to take advantage of

.ny advance warning of an attack.

9. 
.81.a/d.12y:PrcTrams. There are two programs which might properly

le4(2:!e undei-ilaTETTOing. One pertains to the equitable sharing of

losses, mentioned above; the other pertains to the postattack

nilization of bank examiners. The three Federal supervisory agencies,
';°gether with the Federal Reserve Banks, have agreed to look to their
tilamination personnel as the primary source of reserve manpower.
'"e,Y have further agreed that this manpower should be utilized in a
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cooperative manner to meet the most urgent needs, including staffing

regAirements of Federal Reserve Banks, emergency Check Agents and
Cash Agents, and banking institutions which may have difficulties

in continuing or re-establishing operations.

10. Organizational Changes. There have been no organizational

enangoilcirainistering this program during the past year.

11. Future Objectives. Future objectives are to keep our prepared-

measures current and to constantly improve our readiness. On

:the basis of foreseeable needs to cope with increasing missile capa-

bilities and decreasing warning time, emphasis will be placed on:

(fa) Defense Readiness Conditions (DEFCONs) procedures, (b) improving

allout protection, (c) completing and prepositioning emergency docu-

Tents, ( d) developing standby plans for the equitable sharing of war
2sses, (e) continuing the decentralization of currency to Federal

'..sserve Banks, Gash Agent Banks, and selected underground deposi-

°ries, and (f) developing plans for the continuity of the essential

nctions of the Federal Reserve System in the event there should be
Insufficient warning of attack to permit successful relocation.

12. Availability of Funds. Funds are made available as needed to

carrY-on the preparedness responsibilitiesof the Board and the
112dsral Reserve Banks. Since the operating funds for the Board and

B0
Banks are not derived from Congressional appropriations, the

'c'a-rd has sought to limit expenditures to those kinds of needs which

"Cress has approved in making appropriations to other Government

agencies.

Part II

Preparedness of Banking Institutions

1.
i„ t'aaram. The Board is responsible for the development of plans,

coop6FaTion with the Department of the Treasury, including the
'ontroller of the Currency, and the Federal Deposit Insurance

barPcration, to encourage preparedness measures by the commercial

bal,ling system designed to assure continuity of operations of the

ing system in the event of enemy attack, including the preserva-

14:11 of essential records. The program has been extended to include

ti, nking institutions" as that term is defined in the Secretary of
(n Treasury's order delegating emergency authority to the Board

hZ,crl,_ibit A). Thus, the program includes, not only every commercial

ri17,, but also every trust company, private bank, savings bank, and

Ial savings bank.

2. A

ri kkuthorit . The authority for the conduct of this program is de-

ve rom Defense Mobilization Order 1-20, February 1.51

4,2t2vities. This program encompasses (a) providing guidance to
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banking institutions on preparedness measures, and (b) encouraging
bank4-- institutions to take effective action on the guidance given.

Guidance has been given in the form of Booklets prepared
and distributed to all commercial banks by the Advisory Committee
011 Commercial Bank Preparedness and the Banking Committee on Emer-
gency Operations. The first five Booklets deal with preattack
Preparedness measures and were distributed several years ago. Last
Year, it was reported that a draft of Booklet No. 6, "Collection of
Cash Items and Noncash Items," and a draft of Booklet No. 7, "Emer-
?ncY Currency. Distribution," were in the process of clearance.
Since then, these Booklets have been distributed. The general
guidance contained in these seven Booklets is being supplemented
with more detailed instructions in the form of emergency circulnrs
Issued by the Federal Reserve Banks to all commercial banks in their
_ssPective districts. All but two Federal Reserve Banks have dis-
tr ibuted such circulars.

The Federal and State Bank Supervisory Agencies, the
Allier-lean Bankers Association, and State Bankers Associations have
continued to encourage banks to take preparedness actions.

banl„ On August 2, 1961, in a joint letter addressed to all
41,...,3, the Board, the Federal Deposit Insurance Corporation, and
1;ne Comptroller of the Currency, brought to the attention of all

the need 
a memorandum from the Secretary of the Treasury re-emphasizing

need for accelerated emergency planning to provide for opera-
.21141 continuity of our banking system in the event of an enemy
gvtack on the United States. The supervisory agencies urged thatevery bank which has not established such a program give immediatee
t°nsideration to doing so, and stated that during future examina-
a4ens, examiners will discuss and emphasize the importance of
equate preparedness.

Moroi 1 Beginning in June 1961, the Advisory Committee on Corn-
Bank Preparedness has been making a special effort, through

I:rsonal contacts, to get all banks with $100 million or more de-
to initiate a preparedness program if they have not already

acrtT so. This special effort is being made first, to get effective
ner? by banks located in areas which might be relatively most vul-

aule, and second, to set an example for banking institutions
1gener 1._

,a -v. The responses thus far received to the Committee's
84'21a1 effort have been most encouraging. Approximately 92 per cent
i„„'hose replying indicate that they have initiated action, will

-1-tiate action immediately, or are giving the matter serious con-
"deraticn.

4,
madeEffectiveness. In order to keep abreast with the progress being
/Ivo bY commercia banks in improving their readiness to serve the

in the event of an attack, bank examiners, in the regular
Th'Arse of their examinations, make inquiry as to what is being done.

44.13rePared1e53 information contained in examiners' reports is tab-
(ied once every six months. The last six-months' report indicated
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:that 91 per cent of all banks with deposits of a billion or more
have a preparedness program; 86 per cent of banks with deposits of

$1/2 billion or more have a program; 76 per cent of banks with de-

Posits of $250 million or more have a program; and 58 per cent of

banks with deposits of $100 million or more have a program. The

Percentage falls off very precipitously among the smaller banks

removed from the large financial centers, but the banks which have

a Preparedness program represent approximately 60 per cent of the

total deposits of all banks. Considering that this is a voluntary
Program, that the banking system is composed of approximately 14,000

independent institutions, and that the banks representing 60 per cent

of the deposits of all banks have a preparedness program, it may be

concluded that the program is effective, but not complete.

Current Need. An effectively functioning banking system would

'a essential to the nation in time of war. Adequate preparedness

measures are needed to assure the continued functioning of bank

°Perations in the event of nuclear attack.

6. Small Business. The program relates to the entire economy, to
smairSTEEr7FTETWell as large. Small banks located in less vul-

nerable areas must be prepared to assume a larger role as the result

'f Possible damage to large banks in more vulnerable areas.

A prototype plan for a small bank developed by the

enxisylvania Bankers Association has attracted wide interest through-
out this country and abroad.

7. Major Problems. The major problems

, TIT-1E6k of realization on the part
ar

4f,e

e 

Paredness measures, and (2) a belief
aLtequate preparedness program will cost

8.
Program Changes. Heretofore, bank examiners have simply made

firi7 as to the status of a bankts preparedness. Hereafter, ex-

ners will discuss and emphasize the importance of adequate pre-

redness with the bank's management.

9. „...._Standby Programs. The entire program is a standby program. It
is A,'4--Lrect-e-Or-f777aTT-Treparedness for any future emergency.

in carrying out the program

of many banks of the need for

on the part of some that an
too much.

10., Organizational Changes. The Banking Committee on Emergency Op-

e,tions was dissolved following the completion of preparedness

rldance and the distribution of its last two Booklets. The Advisory

'e?mmittee will be dissolved following the completion of its special

m4fort to get effective action by all banks having $100 million or

jire deposits. The Bank Management Committee, and the State Asso-

v,ation Section of the American Bankers Association will contin
ue

o wo,_.1...tc of the Advisory Committee with other banks.

11, 
Euture Objectives. The future objectives are to continue the
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Promotion of the program, 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

GlIaranteed Loan Program

1. Program, The Federal Reserve Banks, under regulations of the
13°arra—Governors, act as fiscal agents of the United States in
2onnection with the V-loan program for Government guarantees of de-
1?nse production loans. The Board of Governors, after consultation
nth the guaranteeing agencies, prescribes fees, rates, and procedures
uo be utilized in connection with such guarantees.

2* LII/10_!_ity. The present V-loan program was inaugurated under
,uthoritT6T-the provisions of section 301 of the Defense Production
4let of 19502 approved September 8, 1950, and the President's Executive
Order 10161, dated September 9, 1950. The original Executive Order
123 superseded by Executive Order 10480, dated August 14, 1953, and

cticutive Order 10819, dated May 8, 1959. Under the law, as amended
DY the Defense Production Act Amendments of 1960, authority for the
Pr°gram, unless further extended, will terminate on June 30, 1962.

,3n!Activities. Pursuant to the law and Executive Orders of the
7e8Idertain designated procurement agencies of the Government

je authorized to guarantee loans made by private financing institu-
it°113 to finance contractors, subcontractors, and others engaged in
"'Le Performance of Government defense contracts for the purpose of

editing production and deliveries or services for the national
mefe—
m By an amendment made by the Defense Production Act Amend-
:!nzs of 19532 guarantees may also be issued with respect to loans
7de to finance contractors and subcontractors or other persons in
°11neetion with or in contemplation of the termination of their de-
,-ense contracts.

age At the outset of the program, the designated guaranteeing .
—,

14,,leles were the Departments of the Army, Navy, Air Force, Commerce,
InTlor, and Agriculture, and the General Services Administration.
me f951, the Atomic Energy Commission and Defense Materials Procure-,

Agency were also designated as guaranteeing agencies. By
!cutive Order 10480 of August 14, 1953, the Defense Materials Pro-
ernent Agency was abolished and its functions transferred to the

litIners1 Services Administration. By Executive Order 10819, dated
19592 the National Aeronautics and Space Administration was

—81gnated as a guaranteeing agency.

On June 30, 1961, credit available under guarantee agree-
3 outstanding totaled $310,414,000. Of this amount, approximately
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67 per cent on the average was guaranteed by the Government. On
June 30, loans outstanding amounted to $256,4500000, and there was
available to borrowers an additional $53,964,000. Available credit
under the guarantee agreements outstanding by the various agencies
was as follows:

Department of the Army $23,188,000
Department of the Navy 74,1.09,000
Department of the Air Force 1.85,067,000
General Services Administration 28,050,000

From the beginning of the program to June 30, 1961, net
inecme of the guaranteeing agencies from guarantee and commitment
!'ees and interest on purchases loans, after deducting established
-Losses and expenses of the Federal Reserve Banks as fiscal agents,
was as follows:

Department of the Army $5,425,000
Department of the Navy 10,273,000
Department of the Air Force 13,625,000
General Services Administration 6,204,000
Atomic Energy Commission 509,000
Department of Commerce 6,000 

Total net income 06,042,000

The Department of the Army estimates that of the loans ithas
Purchased approximately $2,2510000 is uncollectible. The De-

IZartment of the Navy estimates that of the loans it has purchased
!14PProximately $11,000 is uncollectible. Assuming these estimated

sses are realized, the net income to the Government at this time
°11 the guaranteed loan program is over $33 million. The relatively
0 all net incomes of Atomic Energy Commission and Department of
i°11111erce, neither of which has any guarantee agreements now outstand

reflect smaller activity in the program rather than unsatisfac-
erY experience.

Pro There has existed since the inauguration of the V-loan
t gram complete cooperation and understanding between the guaran-
ieeing agencies, the staff of the Board of Governors, and the Federal
:serve Banks. Any differences that have arisen have been promptly
trtled and the primary purpose in the minds of all connected with
toe Program has been to facilitate the financing of defense contrac-
101 as provided in section 301 of the Defense Production Act of
''", as amended, and the implementing Executive Orders.

Its T3kittfectiveness. The guaranteed loan program was successful and
C a use 1 purpose during World War II and during the Korean

Zint iets It has continued to be useful in support of defense pro-
cleeftlon, but on a more limited scale. It provides a mechanism whereby
co ense contractors and subcontractors, particularly small business

licerns, can arrange to borrow the funds necessary to finance their
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defense production through their local banks by means of Government

guaranteed loans rather than through the advance of Government funds
or direct Government loans.

From the beginning of the program in September 1950 through
June 30, 1961, 1,581 loans totaling $3,339,670,000 were authorized
by the procurement agencies which guarantee such loans.

During the 12 months ending June 30, 19610 there was dis-
bursed on outstanding loans approximately $564,620,000, most of which
Ilas revolving credits.

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

The following tabulation shows the number and amount of

guaranteed loans authorized at the end of each month in the period
JulY 1960 through June 1961.

Guaranteed loans
authorized to date 

Amount
(In thousands

1960 Number of dollars) 

June 30 1,568 3,272,284
July 31 1,571 3,283,644
August 31 1,573 3,283,890
September 30 1,573 3,283,890
October 31 1,574 3,283,990
November 30 1,574 3,284,990
December 31 1,574 3,290,990

1961
January 31 1,576 3,331,390
February 28 1,578 3,335,450
March 31 1,578 3,335,950
April 30 1,580 3,339,050
May 31 1,581 3,339,340
June 30 1,581 3,339,670

Small Business. Classifications of guaranteed loans by size of
r,.0 rower have been discontinued because of the relative inactivity
ul the program. It is believed that the summary figures in the state-

ilfient 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
'arralla Federarkeserve Banks in carrying out this program.

8, ,
d, ZE2EETI.LChanges. The Federal Reserve Banks have plans to con-
'et the --eileTraal-operations of the banks from relocation offices
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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.

9. Standby Programs. Plans contemplate that the Federal Reserve
Banks 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, the objactive of the guaranteed loan program continues
t° be "to expedite production and deliveries or services under Gov-
ernment contracts."

.14:2, Availability of Funds. The guaranteeing agencies are authorized
'0 use any monies appropriated to them for defense purposes to meet
anY costs and expenses in connection with the V-loan program. The
availability of funds is adequate.

Attachments
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