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Minutes of the Board of Governors of the Federal Reserve System on

Friday, January 5, 1962, The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Mills, Acting Chairman

Mr, Robertson

Mr. Shepardson

Mr. King
Mr. Mitchell

Mr. Sherman, Secretary

Mr. Thomas, Adviser to the Board

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Noyes, Director, Division of Research

and Statistics

Mr. Holland, Adviser, Division of Research

and Statistics

Mr. Koch, Adviser, Division of Research and

Statistics

Mr. Spencer, General Assistant, Office of

the Secretary

Mr. Eckert, Chief, Banking Section, Division

of Research and Statistics

Mr. Yager, Economist, Division of Research

and Statistics

Money market review. Mr. Yager commented on recent developments

in the money market, after which Mr. Eckert presented a report on bank

Credit, the money supply, and related matters.

Following these reports, Messrs. Holland, Koch, and Yager with-

from the meeting and the following entered the room:

Mr. Kenyon, Assistant Secretary

Mr. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank Operations

Mr. Solomon, Director, Division of Examinations

Mr. Harris, Coordinator of Defense Planning

Mr. Hooff, Assistant General Counsel

Mr. Sammons, Adviser, Division of International

Finance
Mr. Conkling, Assistant Director, Division of

Bank Operations
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Mr. Kiley, Assistant Director, Division of
Bank Operations

Mr. Leavitt, Assistant Director, Division of
Examinations

Mr. Irvine, Chief, Far Eastern Section, Division
of International Finance

Mr. Longhorn, Chief, Call Report Section, Division
of Bank Operations

Discount rates. The establishment without change by the Federal

Reserve Banks of New York, Philadelphia, Chicago, and San Francisco on

January 40 19620 of the rates on discounts and advances in their existing

schedules was approved unanimously, with the understanding that appropri-

ate advice would be sent to those Banks.

Items circulated or distributed to the Board. The following

items, which had been circulated or distributed to the members of the

Board and copies of which are attached to these minutes under the

respective item numbers indicated, were approved unanimously:

Letter to The Chase Manhattan Bank, New York,
New York, approving an extension of time to
establish a branch at 6510 Avenue Ur, Brooklyn.

Letter to the Federal Reserve Bank of Richmond
aPproving its plan for pre-emergency storage
Of currency.

Telegram to the Federal Reserve Bank of Chicago
interposing no objection to its proposal to
rent, under purchase option, Burroughs B-270
electronic check processing equipment at the
head office and IBM 1401 equipment at the Detroit
Branch.

Item No.

1

2

3
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Report on competitive factors (Columbus-Grove City, Ohio). 

There had been distributed, with a memorandum from the Division of Exami-

nations dated January 2, 1962, a draft of report to the Comptroller of

the Currency regarding the competitive factors involved in the proposed

merger of The First National Bank of Grove City, Grove City, Ohio, into

The Huntington National Bank of Columbus, Columbus, Ohio.

After a discussion in which certain changes in the conclusion

were agreed upon, the report was approved unanimously for transmittal

to the Comptroller in a form in which the conclusion read as follows:

An investigation indicated there was only a small amount

of competition between The Huntington National Bank of Columbus

and The First National Bank of Grove City. While approval of

the proposed transaction would probably intensify competition

for the remaining local bank in Grove City and possibly for

the other small bank in the area, it appears that such increased

competition would not be injurious.

Gold loan to Indonesia (Item No. 4). Pursuant to the recom-

mendation contained in a memorandum dated January 4, 1962, from Mr.

Sammons, Adviser, Division of International Finance, and following

comments by him with respect to the financial position of Indonesia,

the Board approved unanimously a loan or loans on gold by the Federal

Reserve Bank of New York up to a total amount of $12 million to the

sank of Indonesia. A copy of the telegram sent to the New York Bank

Pursuant to this action is attached as Item No. 4.

Messrs. Thomas, Noyes, Harris, Sammons, and Irvine then withdrew

from the meeting.
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Publication of of suspension of a State member bank. There had

been distributed a memorandum dated January 40 1962, from W. Langham

in which question was raised with respect to publishing the suspension

of a State member bank in the Board's K.3 press statement, "Changes in

State Bank Membership." As indicated in the memorandum, the practice

of not publishing suspensions had been followed since before 1947.

The matter was now being presented for consideration because of the

receipt of a telegram from the Federal Reserve Bank of Dallas regarding

the closing of First State Bank, Premont, Texas. The Division of Bank

Operations suggested two alternative approaches that might be followed

in the K.3 release. The first would be to publish the suspension of

the First State Bank and any others under a new heading. The second

would be to inform any inquirers that suspensions were not covered in

the K.3 release and to delete from the statement the phrase "No changes

in other categories covered by this release."

In a general discussion, reasons were given for and against

Publishing suspensions; however, it did not appear that strong views

existed on either side of the question. At the conclusion of the

discussion, it was agreed, without dissent, that suspensions of State

Member banks should be published in the K.3 report in the manner out-

lined as an alternative in the Division of Bank Operations' memorandum.

Regulation Q (Item No. 5). On January 4, 1962, the Board

considered the question raised in a letter from the Detroit Branch of
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the Federal Reserve Bank of Chicago as to whether a 6-month time

certificate of deposit could be converted into a 12-month certificate

bearing interest at the maximum rate of 4 per cent. After discussion,

it was agreed that the proposed reply would be held until it was

determined whether the Federal Deposit Insurance Corporation would

adopt the same position.

Mr. Hooff now reported advice that the Corporation had con-

sidered the Board's proposed letter. While the Corporation reportedly

did not take formal action, it agreed to the basic interpretation that

a 6-month certificate might be either amended or exchanged to cover a

Period of 12 months running from such conversion. However, the Corpo-

ration was not in favor of permitting conversion to a certificate

allowing credit for months in 1961, which would in effect permit the

Payment of 4 per cent for an actual future period of less than 12

months.

After Mr. Hooff's report, there followed a discussion in which

the Board agreed to take a position that would be in accord with the

view of the Federal Deposit Insurance Corporation. Accordingly,

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

It was understood that a copy of the letter would be sent to

each Federal Reserve Bank, and that the ruling would be published in

the Federal Register.
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Proposed merger merger of Bank of Delevan. At the meeting on January 4,

1962, Mr. Solomon reported circumstances relating to the proposed merger

of Bank of Delevan, Delevan, New York, into The Citizens Central Bank,

Arcade, New York.

Mr. Leavitt now reported having been informed by the New York

Reserve Bank that under New York State law the banks concerned would

be required to hold stockholders' meetings prior to the merger; the

law also required that a notice be published in local newspapers. In

light of this information, it appeared that the merger could not be

effected prior to January 24, 1962. As soon as the necessary information,

to be transmitted by the New York Bank, was received, the papers would

be forwarded immediately to the other Federal bank supervisory agencies

and the Department of Justice, with notification that reports on

competitive factors would be required within a ten-day period. Following

receipt of such reports, the Division of Examinations would plan to

stibmit a recommendation to the Board for action by January 19 or 20,

1962.

The meeting then adjourned.

Secretary's Note: Pursuant to recommen-
dations contained in memoranda from
appropriate individuals concerned, Governor
Shepardson today approved on behalf of the
Board the following actions relating to
the Board's staff:
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Salary increase with change in title 

Saul Clanton, from $4,472 to $4,701 per annum, with a change in

title from Gardener to Grounds Maintenance Worker, Division of Adminis-

trative Services, effective January 7, 1962.

Acceptance of resignations 

Edwin A. Anderson, Economist, Division of International Finance

effective at the close of business January 20, 1962.

Warrick E. Elrod, Jr., Economist, Division of International Finance,

effective at the close of business January 14, 1962.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. O. C.

Board of Directors,
The Chase Manhattan Bank,
New York, New York.

Gentlemen:

Item No. 1
1/5/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 52 1962

The Board of Governors of the Federal Reserve
System has approved an extension until April 17, 1962,
of the time within which The Chase Manhattan Bank may
establish a branch at 6510 Avenue U, Brooklyn, New York.
The establishment of this branch was authorized in a
letter dated January 17, 1961.

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.

Mr. Edward A. Wayne, President,
Federal Reserve Bank of Richmond,
Richmond 13, Virginia.

Dear Mr. Wayne:

Item No. 2
1/5/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 5, 1962

The Board has approved the proposal of the Federal Reserve
Bank of Richmond for the pre-emergency storage of currency as set
forth in your letter dated December 14, 1961.

The approval constitutes general authorization for the
Federal Reserve Bank of Richmond to make arrangements for the storage
of approximately $57 million with its 23 Cash Agent Banks in amounts
varying from $1 million to $5 million at each Agent Bank.

It is understood that the currency will be stored in vaults
With adequate security ratings and in chests equipped with dual com-
binations and alarm systems wired to police headquarters. The chests
and alarm systems are to be provided by the Reserve Bank. No major
alterations or additions to Cash Agent Bank& facilities are contemplated.

It is further understood that prior to a national emergency
and the activation of the Agency, the currency will be under the exclu-
sive control of the Reserve Bank and the chests will be under the 'seal
Of the General Auditor.

The Federal Reserve Bank of Richmond is authorized to incur
reasonable expenses incident to the pre-emergency storage of currency.
It is noted, on the basis of the estimates contained in the proposal,
that the animal recurring costs will probably not exceed $15,000 after
arrangements have been completed with all 23 Cash Agent Banks, and that
budgetary provision has been made for all anticipated expenditures
during 1962.

It is requested that the Board be kept informed of progress
made in completing arrangements under this general authorization.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.



TELEGRAM
LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

Scanlon - Chicago

Item No. 3
1/5/62

January 5, 1962

Board interposes no objection to your proposal for

rental under purchase option of electronic check processing

equipment at Head Office and Detroit Branch as outlined in

your letter December 22.

(Signed) Merritt Sherman

SHERMLN



TELEGRAM
BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
LEASED WIRE SERVICE

WASHINGTON

Item No. 4
1/5/62

January 50 1962

SANFORD - NEW YORK

Your wire January I. Board approved granting loan on gold up to

a total of $12 million by your Bank to Bank Indonesia on the

following terms and conditions:

(a) To be made up to 98 per cent of the value of

gold bars set aside in your vaults under pledge to

you;

(b) To mature in three months with option to repay

at any time before maturity, both the loans and re.

payments to be in multiples of $1 million;

(c) To bear interest at the discount rate of your

Bank in effect on the date on which such loan or loans

are made; and

(d) To be requested and made on or before January 31.

It is understood that the usual participation will be offered to the

Other Federal Reserve Banks.

(Signed) Merritt Sherman
SHERMAN



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 5
1/5/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 5, 1962

111". Gordon W. Lamphere,
Assistant General Counsel,
Detroit Branch of the
Federal Reserve Bank of Chicago,

Detr°it 31, Michigan.

ear Mr. Lamphere:

This refers to your letter of December 27, 1961,
ad 

This 
dressed to Mr. Hooff, regarding the question whether, under the
1Prent Supplement to the Board's Regulation Q, a 6-months cer-
'1Irlcate of deposit may be converted to a 12-months certificate
earing interest at the new maximum rate of 4 per cent.

In 1951, the Board took the position that where a timede
4 Posit subject to withdrawal upon 30 days' notice and bearing
.1̀Interest at 1 per cent was amended so as to provide for 90 days'

jtice of withdrawal and interest at 1-1/4 per cent, such action
not constitute payment before maturity in violation of

rjgulation Q, since the amendment made the deposit subject to
,'re severe restriction as to withdrawal and did not result inPa 

to the depositor. (1951 Bulletin 19) Similarly, conversion
1, an outstanding 6-months certificate, prior to its maturity, to a
al-months certificate would not constitute payment before maturity,
cid„nee it would not cause the bank to pay out any funds to the
o:Tositor before the maturity date fixed by the original certificate.
1,128equently, as far as payment before maturity is concerned and
flayh regard to maximum rate of interest, an outstanding certificate

t be amended to extend its maturity either to a date 12 months after

ors,"iginal issue date or 12 months after the date of the amendment,

ce 'he same results may be accomplished by exchange of the outstanding

isrtificate for a new certificate maturing either 12 months after the
:le date of the original certificate or 12 months after the date of

1,41eh exchange. However, the payment of the maximum rate of 4 per cent
allY such case presents a different question.
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In the 1951 case above mentioned, the more restrictive
Withdrawal provision became effective at the time of the amendment,
and the Board therefore held that the higher maximum rate applicable
to the more restrictive withdrawal provision could be paid on the
deposit after the date of such amendment. Applying the same
Principle to the conversion of a certificate with a specified
maturity to one to which a higher maximum rate is applicable, the
condition precedent to payment of the higher rate will exist only
if the amended or new certificate will have a maturity to which
such higher rate is applicable, computed from the date of such
conversion. Accordingly, where a 6-months certificate is converted
to a 12-months certificate, the presently permissible maximum rate
of 4 per cent applicable to a 12-months certificate may be paid
from the date of the conversion (whether by amendment or exchange
of certificate) only if the certificate will have at least 12 months
to run after the conversion before the new maturity date.

For example, if a 6-months certificate issued on October 1,
1961, should be amended or exchanged on February 1, 1962, so that the
amended or new certificate would mature on February 1, 1963, a maximum
rate of 4 per cent could be paid for the period following the date of
such amendment or exchange. If, however, the outstanding certificate
Should be amended or exchanged on February 1, 1962, so as to mature on
October 1, 1962, the deposit would never have been effectively "tied
uP" for more than 8 months, and the maximum permissible rate would
continue to be that applicable to a certificate with a maturity of
more than 6 but less than 12 months. Without a restriction of this
kind, the maturity of an outstanding certificate could be extended
so as to enable the depositor to obtain interest at a rate higher
than that allowed for the additional time the funds are on deposit
and thus facilitate evasions of the limitations on maximum rates
Prescribed by the Board. For example, if a 12-months certificate
could be amended to extend its maturity for an additional month,
successive such amendments would make it possible for the depositor
after 12 months to continue to obtain the maximum rate of 4 per cent
/Pile in effect being able at all times to withdraw his deposit at
tille end of each additional month.

Very trul yours,

7L/\\

Merritt Sher an,
Secretar .
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