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Minutes of the Board of Governors of the Federal Reserve

System on Friday, June 151 1962. The Board met in the Board Room

at 10:00 a.m.

PRESENT: Mr. Martin) Chairman

Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Young, Adviser to the Board and Director,

Division of International Finance
Mr. Molony, Assistant to the Board

Mr. Holland, Adviser, Division of Research
and Statistics

Mr. Koch, Adviser, Division of Research

and Statistics
Mr. Brill, Associate Adviser, Division of

Research and Statistics
Mr. Furth, Adviser, Division of International

Finance
Mr. Partee, Chief, Capital Markets Section,

Division of Research and Statistics

Mr. Yager, Chief) Government Finance Section,
Division of Research and Statistics

Mr. Axilrod, Economist, Division of Research

and Statistics
Mrs. Ulrey, Economist, Division of Research

and Statistics

Nonpurpose loans. It was learned at this meeting that the

-'wing telegram had been received this morning by Chairman Martin

44:1 aPParently by all Reserve Bank Presidents from Nate White, Editor

or the American Banker, New York, New York:

We continue to receive many allegations that the
Federal Reserve System is negligent in permitting whole-

sale evasion of Regulation U leading directly to use of
nonpurpose loans to finance stock market speculation. In

1/1" of shaky state of the market we expect these charges to
continue, perhaps intensify. Can you supply documentary
evidence by mail or thoughtful comment by return wire
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collect to show that Federal Reserve Banks have been
watching use of nonpurpose loans? Lacking evidence or
comment, do you plan to institute or have you instituted
in the last two weeks, any change in procedure or oper-
ating instructions to prevent possible abuse of nonpurpose
loans in the future?

There followed a rather extensive discussion of nonpurpose loans,

attring the course of which a number of aspects of the subject were con-

The point was made that it was important to have in mind the

131'OPer definition of a nonpurpose loan. As to the availability of data,

it Was brought out that statistical techniques could hardly be expected

to d0 more than disclose the volume of nonpurpose loans, and mere volume

f16rilres on loans made against the collateral of listed stocks would not

1511(3ve whether such loans were being fraudulently obtained. This would

hold true in the case of the survey of loans against stocks and bonds

l'eceatlY authorized by the Board.

based, broadly speaking,

that borrowers would not

1)444 would exercise reasonable diligence.

111°3-Ettion, however, criminal penalties were

As to enforcement, Regulation U was

on a premise of honesty, that is, a premise

sign nonpurpose statements lightly and that

In the event of willful

provided. The detection of

811°1 violations was a function assigned to the bank examination process,

44c1 xaminers had a duty to watch for circumstances that might suggest

"481°11 of the Regulation. At the same time, the difficulty involved

14
at
teMpting to trace the ultimate use of the proceeds of a bank loan

84id t 0 be a nonpurpose loan must be recognized.
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A staff member of the New York Reserve Bank was reported to

have the general impression from his recent contacts that the volume

Of calls and sellouts by banks during the stock market decline had been

exaggerated. In any event, however, banks had a responsibility in the

ease of loans secured by stocks, as in the case of loans secured other-

to follow the value of the collateral and take necessary steps.

A representative of the American Banker was reported to have

hacl discussion recently with members of the Board's staff concerning

1/°nPurpose loans; it had been thought that the conversations had cleared

834aY some misapprehensions. In these circumstances, little value was

seen in extending an invitation for further discussion of the subject.

It was then suggested that the following wire be sent to each

Reserve Bank President:

Board understands most and probably all of Reserve

Banks have received wire from Nate White, Editor, American

Banker, regarding nonpurpose loans. Similar wire also

received here at Board. Board suggests no response be made

'0 inquiry pending determination as to appropriate System
reply.

There being agreement with the foregoing suggestion, it was

--11- 221 that the wire would be sent and that the staff would

131'el)s-re for the Board's consideration a draft of proposed reply to

*. White.

Mr. Partee and Mrs. Ulrey then withdrew.

Money market review. Mt. Yager commented on recent develop-

Illeats •in the Government securities market, following which Mr. Axilrod

`'llssed banking developments.
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Messrs. Holland, Holland, Koch, Brill, Yager, and Axilrod then withdrew

and Messrs. Hackley, General Counsel, Solomon, Director, Division of

Examinations, Potter, Senior Attorney, Legal Division, and McClintock,

SliPeTvisory Review Examiner, Division of Examinations, entered the

room.

Discount rates. The establishment without change by the

Federal Reserve Banks of New York, Cleveland, Richmond, St. Louis,

Minneapolis, and Dallas on June 14, 1962, of the rates on discounts

advances in their existing schedules was approved unanimously, with

the understanding that appropriate advice would be sent to those Banks.

Application of Long Island Trust Company (Item No. 1). Pursuant

to the favorable staff recommendation contained in a file that had been

circulated to the Board, unanimous approval was given to a letter to

Lorig Island Trust Company, Garden City, New York, approving that bank's

4%31i-cation to establish a branch at 970 Merrick Road, Copiague. A copy

Op the letter is attached as Item No. 1.

Reports on competitive factors. There had been distributed to

the Board drafts of reports to the Comptroller of the Currency on the

e°17aPetitive factors involved in (1) the application of The Rockingham

44ti°nal Bank of Harrisonburg, Harrisonburg, Virginia, to merge with

All'Ilata-Rockingham Bank, Weyers Cave, Virginia, and (2) the application

(It The First National Bank of Baltimore, Baltimore, Maryland, to merge

The Catonsville National Bank, Catonsville, Maryland, and the Farmers

.11king and Trust Company of Montgomery County, Rockville, Maryland.
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Agreement having been expressed with certain changes proposed

bY Governor Mills in the conclusion of the report on the Harrisonburg-

WeYers Cave case, the reports were approved unanimously for transmittal

to the Comptroller. The conclusion in the respective reports, as

tlIthsmitted, rem' as follows:

Harrisonburg

The proposed merger of Augusta-Rockingham Bank,
Weyers Cave, Virginia, into The Rockingham National
Bank of Harrisonburg, Harrisonburg, Virginia, would
tend to intensify competition among larger banks in the
service area of the continuing institution and should
aot impair the competitive position of the smaller banks.

Baltimore

This proposal will eliminate a nominal amount of

competition which exists between The First National
Bank of Baltimore and The Catonsville National Bank,

Catonsville. The Farmers Banking and Trust Company
Of Montgomery County is not competitive with either
The First National Bank of Baltimore or The Catons-

ville National Bank.
No significant adverse effects would be felt by

Other banks operating in the service areas of the resulting
bank. While First National would continue to be the
second largest bank in the State of Maryland, the pro-
Posal does represent First Nationalls initial expansion

outside of the Baltimore metropolitan area and would
further the trend in Maryland toward concentration of
banking resources in a few large banks.

Mr. Potter then withdrew.

Designation under Regulation N (Item No.  2). Pursuant to the

'ssion at the meeting on June 8, 1962, there had been distributed
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to the Board, under date of June 14, a further memorandum from Mr.

Ycfm,
"'it. on the proposed designation under Regulation NI Relations with

F°1'eign BAlaks and Balikers, of Societe Nationale de Credit a l'Industriel

8russe1s, Belgium, as a bank with which the Federal Reserve Bank of

NIWYork would be authorized to open and maintain an account payable

14 foreign currency. Such designation would permit placing on time

'lePosit with Societe Nationale holdings of Belgian francs accruing

to the Federal Reserve in connection with a contemplated reciprocal

elll'refloY arrangement with the National Bank of Belgium.

Mr. Young's memorandum reported that the Special Manager of the

Satelll Open Market Account for foreign currency operations had been

4411rised by the Governor of the National Bank of Belgium that the latter

e°1111i not accept a proposal to leave the funds uninvested on both sides

141t11 either side used part or all of its balances. If the National

4112k decided to use all or part of its dollar holdings, the problem of

11111esting the Federal Reserve holdings of Belgian francs would remain

14141 d. Also, the Governor could not agree to investment of the

l'eslel'al Reserve holdings of Belgian francs through the Bank for Inter-

4"4al Settlements. The National Bank, under its statutes, could not

gilie the Bank for International Settlements the required assurance that

it
I/mad guarantee the redemption on two-day notice of Belgian Treasury

in which the Bank for International Settlements would invest the

Ileiglan franc balances. The Governor reiterated his proposal that the
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Federal Reserve holdings be invested in a time deposit with Societe

Nationale and stated that the National Bank would now be willing to

guarantee the Federal Reserve balances with Societe. In view of this

gUarantee, Mr. Young recommended that the Board make the proposed

designation of Societe Nationale pursuant to Regulation N.

Following comments by Mr. Young based substantially on the

information contained in his memorandum, the proposed designation of

Societe Nationale was approved unanimously. A copy of the letter sent

to the Federal Reserve Banks pursuant to this action is attached as

Item No. 2.

In connection with his vote, Governor Mills stated that the

Ile8ervations expressed by him in connection with previous discussions

of this matter by the Board had not been quieted. However, he felt

that the Federal Reserve had invited the swap arrangement and that

t should be carried forward to a conclusion. It should be assumed

that
the National Bank of Belgium had statutory authority to guarantee

the Federal Reserve balance held on time deposit with Societe Nationale.

It there was any question of the statutory authority, certainly the

N4tiohal Bank had a moral obligation.

The members of the staff then withdrew and the Board went into

e)cecutive session.

Lease of space. Following the meeting, Governor Shepardson

14r,
rmed the Secretary that during the executive session the Board approved



4 1HVt4
' F

6/15/62 -8-

the completion of arrangements for a lease between the Board of Gover-

nors and the Federal Deposit Insurance Corporation that would secure

for the Board approximately 16,000 square feet of space in the new

bUilding of that Corporation for a five-year period beginning approx-

iniatelY February 1, 1963, at the rate of $5.25 per square foot, such

lease at that rate to include 10 spaces in the garage of the building)

/glta use of the cafeteria facilities for staff of the Board who might

be 'working in the building, and provision for such partitioning of the

8134ce as might be required by the Board; such lease to contain an option

Tor 
renewal.

The meeting then adjourned.

Secretary's Note: Pursuant to the recom-
mendations contained in memoranda from
appropriate individuals concerned, Governor
Shepardson today approved on behalf of
the Board increases in the basic annual
salaries of the following persons on the
Board's staff, effective June 24, 1962:

Division

Board Members' Offices 

Basic annual salary
From To

MeA
bore,fine E. Benton, Secretary to Mr. Mills $81600 $8,860

s. Mooney, Secretary to Mr. Robertson 8,600 8,860
E.T gIll'et Muehlhaus) Secretary to Chairman Martin 8,86o 9,120
1/4 M. Westman, Secretary to Mr. Shepardson 8,600 8,860
'-1 B. Wolcott, Secretary to Mr. Balderston 8,600 8186o

Office of the Secretary

thlti11ereH. Freeman, Records Clerk
eY R. McCaslin, Indexing and Reference Assistant

40o40 $4,145
5,655 5,820
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L1ncreases, effective June  24  I  (continued)

and title Division

Legal

Judy. D. Taylor, Stenographer

Research and. Statistics 

146•17 Aim 011,ea27, Secretary
Roberta O'Rourke, Secretary
Shirley Owen, Secretary
Janice Schoonover, Clerk-Stenographer
(*vale It. Thompson, Economist

Examinations

D 
,

o— "• LYster„ Federal Reserve Examiner
14atts Orre, Assistant Federal Reserve Examiner

Administrative Services

aza F. Becker, Captain, Guard Forcevdaia 
Davis, Clerk-Stenographer

4°841 B. Wilson, Printing Clerk

Basic annual s
From To

.41•0•0411...

$ 40250 $ 1,355

5,005
40510
5,005
40o4o
11,155

9,215
613.8o

5.0160
40565
5,325

5,170
4,675
5,170
41145
11,1115

9,1 75
61345

5,325
40670
51490



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
Long Island Trust Company,
Garden City, New York.

Gentlemen:

Item No. 1
6/15/62

ADDRESS OrFICIAL CORRESPONDENCE

TO THE SOARED

June 15, 1962

The Board of Governors of the Federal Reserve

SYstem approves the establishment of a branch by Long Island
Trust Company, Garden City, New York, at 970 Merrick Road,
CoPiague (unincorporated village), Town of Babylon, New York,
Provided the branch is established within one year from the
date of this letter.

Very truly your,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

bear
Sir:

S-1836

Item No. 2
6/15/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

June 15, 1962.

the B Pursuant to section 214.5(a) of Regulation NI as amended,

N,s,c4;11 has consented to the opening and maintenance by the
t111.1,-9-J. Reserve Bank of New York of an account payable in foreign
lirlieesneY with the Societe Nationale de Credit a l'Industriel
orthe41,-s, Belgium, subject to the provisions of section 214.5
tfth 4egulation. The name of this bank should, therefore, as

tore "r 8 (late, be added to the list of nine foreign banks hereto-

letter' esignated by the Board pursuant to Regulation N in its
of February 15, 1962 (S-1823) and June 1, 1962 (S-1833).

Very truly yo rs,

Merritt S
Secret

SIDES OF ALL FEDERAL RESERVE BANKS.


