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Minutes of the Board of Governors of the Federal Reserve System

O n Wednesday, December 12, 1962. The Board met in the Board Room at

10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Noyes, Director, Division of Research

and Statistics
Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of

Examinations

Mr. Shay, Assistant General Counsel

Mr. Holland, Adviser, Division of Research

and Statistics
Mr. Furth, Adviser, Division of International

Finance
Mr. Goodman, Assistant Director, Division

of Examinations

Mr. Leavitt, Assistant Director, Division

of Examinations

Mr. Spencer, General Assistant, Office of

the Secretary

Miss Hart, Senior Attorney, Legal Division

Mr. Doyle, Attorney, Legal Division

Mr. Smith, Senior Economist, Division of

Research and Statistics

Mr. Langham, Chief, Call Report Section,

Division of Bank Operations

Mr. Hunter, Supervisory Review Examiner,

Division of Examinations

Mr. Poundstone, Review Examiner, Division

of Examinations

Circulated or distributed items. The following items, copies

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

indicated, were approved unanimously:
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Letter to International Banking Corporation,
New York, New York, granting consent (1) to
211 advance to The First National City Bank of
,1!14 York (South Africa) Ltd. in an amount suf-
.Eloient to cover its estimated capital impair-
illeat as of December 31, 1962, and (2) retroactively,
.,
0
similar advances made in December 1960 and

ueesmber 1961.

letter to The First State Bank of Tonganoxie,
gsnoxie, Kansas, waiving the requirement of

71x months' notice of withdrawal from membershipin the Federal Reserve System.

Telegram to the Federal Reserve Agent at Atlanta

luthorizing the issuance to Commercial Associates,
,nes, Pensacola, Florida, of a general voting
;ermlt covering its stock in The Commercial
atlonal Bank of Pensacola, Pensacola, Florida.

Isjetter to Congressman Patman, Chairman of the House
elect Committee on Small Business, regardingt
4ansmittal to his office of certain data from the
cn!ln banking survey that had been made at the
,-"gressman's request. (Draft letter prepared
'Ilrsuant to the understanding at the meeting on
uecember 10, 1962.)

Pro osed re ulations concernin fore1

Item No. 

1

2

3

4

n branches of national

There had been distributed a memorandum dated December 7, 1962,

frOm the Legal Division submitting a draft of regulation to effectuate

Ilublic Law 87-588, approved August 15, 1962, which amended section 25

() the Federal Reserve Act to authorize the Board, by regulation, to

Perrnit foreign branches of national banks to exercise powers enabling

them to compete on more equal terms in the countries in which they

Iqel'e located.
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The memorandum pointed out that after enactment of this law,

411 opportunity had been provided to banks having overseas branches to

Comment upon what powers they felt should be granted under regulations

to be issued by the Board. The replies of the banks that had responded

were attached to the memorandum.

It was stated that in preparing the draft regulation, consideration

was 
also given to comments received from the Division of Examinations

and the Division of International Finance, and that the draft reflected

the developments which led up to the amendment to the law, as well as

Its legislative history. If the Board was agreeable, the proposed

regulation would be published in the Federal Register so as to provide

interested parties 30 days in which to submit comments. Thereafter,

the Board could consider whether a regulation along the lines of the

draft should be adopted.

In discussing the draft of regulation, Governor Robertson

suggested deferring a decision until Governor Mitchell, who was not

Present at this meeting, could express his views, since the matter was

'elated to the current review of Regulation K being made under the

clirection of Governor Mitchell.

Aside from that consideration, Governor Robertson commented,

he 
wished to raise a question--particularly in the light of information

he
had obtained on his recent trip to South America--about provisions

the draft regulation relating to guarantees. As he saw it, there

Ilse something to be said for covering certain kinds of guarantees; for
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example the kind mentioned by Senior Vice President Alexander D. Calhoun

of the First National City Bank of New York in testimony before the

Rouse Banking and Currency Committee. Mr. Calhoun had pointed out that

as a general rule the local banks (in foreign countries) had the power

to issue guarantees for government bids and other purposes, while

American banks had to deny this assistance to their clients, even in

he case of bids on projects financed by such governmental organizations

as the International Cooperation Administration. While he (Governor

Robertson) would not object to permitting the issuance of guarantees

of that kind, it was his feeling that the provisions in the draft

relating to guarantees were too broad. He brought out that the wording

Of
 the regulation could later be expanded if that proved necessary or

de
sirable.

Governor Robertson also suggested that the staff give consideration

to the appropriateness of the paragraph of the draft

we'uld authorize investments in securities (including

f°teign state in which a foreign branch was located,

l'hether stock actually was issued by foreign states,

"derstood that this language would be reviewed.

Governor Mills than spoke from the point of view of phrasing

the regulation in rather broad terms at the beginning, and then tightening

it later if necessary. He noted that the banks concerned were large

illatitutions, with the necessary capital to cover any mistakes and the

4tanagerial skill to avoid them, which led him to feel that the Board

regulation that

stock) of the

since he questioned

and it was
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would be warranted in granting considerable latitude. He also noted

that the banks were subject to examination, so that restrictive changes

in the regulation could be made as and when they might seem appropriate

in the light of experience.

As to the question of procedure, Governor Mills indicated that

although he sympathized with the point of view that publication of the

draft 
regulation should be deferred to obtain Governor Mitchell's

c°mments, he hoped that a long delay would not be involved. The present

law had been enacted some time ago, and he felt that the banks subject

to the law were entitled to guidance from the Board as to the latitude

01 action available to their foreign branches.

After further discussion, the Chairman turned to Mr. Shay for

his recommendation on Procedure, and the latter pointed out that the

bill
enacted in August dealt with a subject in which the Board had

"Pressed an interest and made a favorable recommendation several years

ag°. He noted that inquiries had been received from time to time as to

the regulations that the Board would issue under the law. The subject

matter was related in a broad sense to the Regulation K problem, but

this was a
specialized field. Further, if the draft regulation was

Published in the Federal Register for comment, the Board could subsequently

Collaider the subject further before adopting a regulation.

Chairman Martin then suggested that Mr. Shay check with

G°vernor Mitchell to determine whether the latter would like to have

the
draft regulation brought back to the Board and, unless he did, that
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the staff be authorized to review the draft regulation in the light of

the comments made at this meeting and arrange to have it published in

the Federal Register for comment. There was agreement with this

suggestion.

Secretary's Note: Governor Mitchell
subsequently advised that he would like

to have the publication of the draft
regulation deferred until the Board had

an opportunity to consider a summary
Regulation K memorandum that he had in
process of preparation. Accordingly,
submittal of the draft regulation to the

Federal Register for publication was
deferred.

Messrs. Furth, Goodman, and Foundstone then withdrew from the

zeeting.

Program for analysis of banking structure and competition. 

There had been distributed a memorandum dated December 7, 1962, from

the Banking Markets Unit, Division of Research and Statistics, regarding

development of the program for analysis of banking structure and

"In-petition. The memorandum summarized what had been undertaken with

l'esPect to staffing the project, activities to date, and plans for the

future. 
Board approval was requested for (1) the mailing of a proposed

letter, in form attached to the memorandum, to universities regarding

the Boardis
interest in research in banking markets, and (2) the

"dertaking of negotiations for four papers by academic scholars on

certain questions regarding bank competition, markets, and mergers.

The 
memorandum also stated that a proposal for augmenting the staff of

the Banking Markets Unit would be submitted to the Board shortly.
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There being no objection, the recommendations made in the

nleraorandum of December 7 were approved unanimously.

Messrs. Noyes, Holland, Doyle, and Smith then withdrew from the

m
eeting.

Application of Liberty Bank and Trust Company. Copies had been

di
stributed of a memorandum from the Division of Examinations dated

December
7, 1962, along with a memorandum from the Legal Division dated

December 11, regarding an application by Liberty Bank and Trust Company,

134ffa1o, New York, to merge with The First National Bank of Batavia,

4tavia, 
New York. The Federal Reserve Bank of New York recommended

favorably on the application, as did the Division of Examinations.

Reports on competitive factors received from the Comptroller of the

Currency and the Department of Justice were adverse, while the report

f the Federal Deposit Insurance Corporation was not adverse.

The Division of Examinations' memorandum, after analyzing the

131‘°P°sed merger in the light of the various factors enumerated in

section 18(c) of the Federal Deposit Insurance Act, stated in summary

44d 
conclusion:

"This is a close case. The banking factors lend neither
strong support nor opposition to the proposed merger. Com-

petition between the two banks is not substantial and it is

possible that competition in Batavia might be increased by

the entry of Liberty Bank with its greater resources and
ability to provide broader services. Entry into Batavia

cannot be made except by merger because of the "home office

Protection" law. Banking in the Ninth Banking District of
New York State is dominated by Marine Trust Company of
Western New York and Manufacturers and Traders Trust Company,
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which, as of June 30, 1962, held 40 per cent and 25 per cent,

respectively, or an aggregate of 65 per cent of total deposits
of the 47 commercial banks in the District. Liberty Bank
was in third place with 11 per cent of District deposits,
but was far behind the two leaders. The proposed merger

would increase Liberty's deposit holdings from 11 per cent
to 11.7 per cent of the District total.

"Liberty Bank has developed a plan to improve its

competitive position through merger and the. establishment
of de novo branches as opportunities arise. In this

connection, Liberty Bank merged with three relatively small

banks in 1961 and one in 1962. The principal question in

this case would seem to be whether or not it is in the public

interest for Liberty Bank to improve its competitive position

through mergers in cases where diminution in competition is

not substantial. The Division of Examinations is inclined
to believe it is. It seems likely that the District in

general, and the Buffalo metropolitan area in particular,

would benefit from any improvement in the competitive position

of Liberty Bank."

At the Board's request, Mr. Leavitt commented on the application

some detail, his remarks being based on the memorandum from the

bivision of Examinations. During the course of his comments, he

referred especially to the history and present position of Liberty

//ank, particularly noting its status relative to Marine Trust Company

Of 
Western New York and Manufacturers and Traders Trust Company. This

situation, he indicated, raised the question whether or not it would

be 4
4-11 the public interest for Liberty Bank to expand further through

illergers in its effort to become a more effective third competitive

force
in the area. The Division was inclined to believe that it would,

but the 
guidance of the Board was sought. If the Board should approve

thi„ 
merger, there was reason to believe the Board would receive at
-

len-
-bt two additional merger applications from Liberty within the near future.
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The meeting recessed at this point in order to permit participation

in a phase of the Board's Christmas program and reconvened at 11:00 a.m.

There followed, in response to a question by Governor Balderston,

a brief discussion of the position taken by the New York State banking

au
thorities in respect to merger applications by Liberty, after which

the members of the Board presented their views on the Batavia application.

Governor Mills said that he would approve the application, for

the reasons advanced by the Division of Examinations, as a separate and

distinct transaction and not related to any past mergers or prospective

merger applications on the part of Liberty Bank and Trust Company.

The issue seemed to him to be whether, in a community such as Batavia,

there should be three branch banking institutions or two branch banking

institutions and an ind4endent bank that continued in existence

Con
trary to its wishes. In this connection, he noted that approval of

the Proposed merger would eliminate the "home office protection"

feature in Batavia and permit other entries into the area if such

Should be desired.

Governor Mills went on to say that he felt there was a similarity

bet
''een this case and certain merger applications of United California

Ilenk, Los Angeles, California. In one case (that involving The Southwest

tank
) Inglewood), the Board approved the merger of United California

Igith a bank that was within the general banking area of Los Angeles,

liffered from inadequate management, and was surrounded by offices of
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strong branch banking organizations. However, in other cases (involving

banks in Vista and La Verne) the Board had denied applications to merge

with banks in small, more self-contained communities that showed more

Potential capacity to

Said, he would accept

Examinations.

survive. By a narrow margin, Governor Mills

the favorable recommendation of the Division of

Governor Robertson stated that he would be opposed to approval

Of the application. In this situation, two branch banking organizations

operating in the community of Batavia were in a position to take care

Of any large credits that were beyond the capacity of the independent

bank. 
Further, this was an excellently-rated local bank with good

41411egftent, and there was no indication that it had not been attentive

to the needs of the community. There was some competition, even

though admittedly not a great amount, between it and the nearest office

Of 
Liberty Bank and Trust Company, and this competition would be

eli
minated. The merger would eliminate the only remaining independent

hank in this particular community, and it was known that Liberty was

the process of submitting applications to merge with two other

ihdePendent banks in the general area. It was contemplating a step

here that would be the first in a three-bank series of mergers.

Governor Robertson expressed the view that if there was ever a

48e where a line should be drawn, it was in this instance. He pointed

saut that the governing statute authorized approval of a merger only

when it was found that the merger would promote the public interest,
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and in this case he found no showing of benefit to the public interest.

This was merely part of a program that would enable Liberty Bank to

become a "more effective third bank" in its area. However, it already

had 
resources of more than $200 million; to say that it was not an

effective competitor would be a misstatement. It was simply not as

large as its two principal competitors.

Governor Shepardson agreed with the Division of Examinations

that this was a close case. Looking only at the local area (Batavia),

the„ 
might be some question about the justification for approval.

Even so) he did not see that there would be a great deal of difference

in banking services available to the community whether or not the merger

was consummated. There would be competition among offices of three

branch banks or among offices of two branch banks and one independent

bani,
From the standpoint of the Buffalo area, he saw a point in

building up Liberty Bank as a competitor for the two largest banks.

Eize might not be all-important, but certainly it was a factor in

ec)triPeting for business. As to the Batavia area, in the absence of a

b°14ing of adverse competitive effect, he was not sure there was

justification in requiring the present independent unit bank to continue

in business against its wishes. The fact that approval of the merger

onid remove the "home office protection" feature in Batavia and open

that community to any further competition that might be justified

seemed to him an additional point in favor of the merger.
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Governor Robertson commented at this point that in Batavia, a

community with a population of only about 18,000, three banks were now

represented. The question of opening the community to additional

banking units seemed to him beside the point.

Governor Balderston stated that he had approached this

a
pplication from the point of view of what would be best for the

Buffalo area in the longer run. As he saw it, Liberty Bank might not

be abi e
i to survive through the years unless it was allowed to strengthen

itself. It was his understanding that Buffalo was a city featured by

branch establishments; that in many cases the establishments there

Ilere branches of large companies headquartered in New York City or

lsewhere. Consequently, deposits maintained in Buffalo were frequently

of the courtesy type, used for taking care of pay rolls or similar

Purposes. In such circumstances, it would appear rather difficult for

a bank like Liberty to grow fast enough in competition with the two

larger banks. Therefore, on balance, he would support the recommendation

°f the Division of Examinations despite the adverse comments in the

competitive factor reports received from the Comptroller of the Currency

arld the Department of Justice.

Chairman Martin indicated that he would concur in the

eccramendation of the Division of Examinations.

Accordingly, the application was approved, Governor Robertson

die
senting, with the understanding that an order and statement reflecting

the decision would be drafted for the Board's consideration and that a
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statement in support of Governor Robertson's dissenting vote also would

be prepared.

The meeting then adjourned.

Secretary's Notes: Pursuant to

recommendations 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:

11.P.aailtatn1

Se Mary Louise Wilson as Minutes Clerk in the Office of the

cretary with basic annual salary at the rate of $4,030, effective
the date of entrance upon duty.

Outside  business activity

Sandra B. Malone, Stenographer, Legal Division, to work as a

Part-time sales clerk during the holiday season at Sears Roebuck & Co.

Acce tance of relignations 

Susan Rowzie, Secretary, Division of Examinations, effective
at the close of business December 7, 1962.

Charles F. Frost, Guard, Division of Administrative Services,
effective at the close of business December 25, 1962.

Thessalonia B. Prince, Messenger, Division of Administrative

"lees, effective at the close of business December 7, 1962.

Governor Shepardson today noted on

behalf of the Board a memorandum

advising that application for retire-

ment had been filed by Davis H. Wilson,

Chief, Automatic Data Processing and

Telegraph Services, Division of

Administrative Services, effective

February 3, 1963.

Secretal.r,37
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BOARD OF GOVERNORS Item No. 1
OF THE 12/12/62

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

ADDRESS OFFICIAL CORRESPONDENCE

TO •iNE HOARD

December 12, 1962.

International Banking Corporation,
399 Park Avenue,
ew York 22, New York.

G
entlemen:

tr Reference is made to your letter of October 11, 1962,
44,ansmitted through the Federal Reserve Bank of New York, concerning
;4,te requirement of the Registrar of Banks of the Republic of South

rioa that your Corporation undertake to preserve unimpaired the
ir-tal of The First National City Bank of New York (South Africa)
c4, Johannesburg, South Africa.

It is noted from your letter dated January 6, 1960, that
Pursuant to authorization of the Board dated March 10, 1959, yourCo
rPoration remitted US$170,742.85 to the South African bank to cover

2srating losses for the year 1959. Your letter of October 11, 1962
ed that it was necessary to make additional advances to the South

4/-trican bank of $112,689 in December 1960 and $32,724 in December 1961.

are You state that, while the earnings of the South African bank
is -mProving, and the Johannesburg Branch shows a modest profit, it
0, alltioipated that the consolidated operation at Johannesburg and
1...e.120 Town will result in an operating loss for the year 1962, as a

111-t of which there will be a further capital impairment in an amount
estiMated at approximately US$50,000. This will require a further ad-
IlarleO to the South African bank at the close of this year.

In the circumstances and on the basis of the information
kr rdto shed, the Board of Governors grants consent for your Corporation
caprvance an amount equivalent to US$50,000 covering the estimated

tal impairment of the South African bank as of December 31, 19624401 r
p_ g ants consent retroactively to advances made of $112,689 in
cember 1960 and $32,724 in December 1961.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
The First State Bank of Tonganoxie,
Ton ganoxie, Kansas.

Gentlemen:

Item No. 2
12/12/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

December 12, 1962

The Federal Reserve Bank of Kansas City has forwarded to

the Board of Governors a letter dated November 16, 1962, signed
by Executive Vice President W. J. Stephenson, Sr., together with

the accompanying resolution dated November 9, 1962, signifying your
Intention to withdraw from membership in the Federal Reserve System.

Although permission to withdraw from membership prior to

the expiration of six months was not requested, the Board assumes

that your bank wishes to accomplish withdrawal as soon as continu-

4noe of deposit insurance is effected. Accordingly, the Board of

Frovernor s waives the requirement of six months' notice of withdrawal.
1.,P011. surrender to the Federal Reserve Brink of Kansas City of the

.'ederal Reserve Bank stock issued to your institution, such stock

will be canceled and appropriate refund will be made thereon. Under

the provisions of Section 208.10(c) of the Board's Regulatio
n H,

Your institution may accomplish termination of its membership at

time within eiGht months from November 19, 1962, the date the

notice of intention to withdraw from membership was given.

It is requested that the certificate of membership be

?eturned to the Federal Reserve Bank of Kansas City.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.



TELEGRAM
LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

TARVER - ATLANTA

KEBJE

A.

t,

C.

Item No. 3
12/12/62

December 12, 1962.

It
Associates, Inc.," Pensacola, Florid

a.

"The Commercial National Bank of Pensacola,
" Pensacola, Florida.

Prior to issuance of permit authorized he
rein, Applicant shall

execute and deliver to you, in duplicate, an agre
ement in form

accomp anying Board's letter S-964 (F.R.L.S. #719
0).

(Signed) Kenneth A. Kenyon

KENYON

tie 13

n of KEIBJE

oard authorizes the issuance of a 
general voting permit, under

the provisions of section 5144 of the 
Revised Statutes of the

United States, to the holding company 
affiliate named below

after the letter "An, entitling such 
organization to vote the

Btock which it owns or controls of the
 bank(s) named below

after the letter nBu at all meetings of 
shareholders of such

12ank(3), subject to the condition(s) sta
ted below after the

letter fiCu. The period within which a permit
 may be issued

Pursuant to this authorization is li
mited to thirty days from

41e date of this telegram unless an exten
sion of time is granted

0Y the Board. Please proceed in accordance with 
the instruc-

tions contained in the Board's l
etter of March 10, 1947, (5-964).
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BOARD OF GOVERNORS
0F THE

FEDERAL RESERVE SYSTEM

WASHINGTON

The Honorable Wright Patman, Chairman,

Select Committee on Small Business,

Rouse of Representatives,
Washington 25, D. C.

Dear Mr. Chairman:

Item No. 4
12/12/62

OFFICE OF THE CHAIRMAN

December 12, 1962.

This refers to the survey relating t
o chain banking that

IY,lou asked the Board to make in your letter
s of February 19 and

t!reb 29 of this year. The Board has been informed by its staff

at the data developed from the 
survey, prepared in accordance with

r• e September 21 specifications of Mr. 
Houghton, have now been

• leted and delivered to your office.

Because of the inherent limitations 
of these statistics,

'e 
believe it would be helpful to public un

derstanding if your report

car some explanation of the nature of t
he interbank relationships

i at might be suggested from the analysis of 
the material gathered

rtl the survey. For example, the tabulations and 
listings of stock

leigistered in the names of nominees need to be 
interpreted in the

of differing circumstances under which s
uch stocks are held in

oc'uciary and agency relationships, as discussed 
in my letter of

I.:Ober 9. Similarly, the information regarding 
loans on bank stock

vsquires careful interpretation, since these 
loans are made for a

iatrietY of purposes and, therefore, the
ir existence does not in

_self indicate any particular measure of 
management influence or

`untrol over the smaller bank.

bee We are sure you are fully aware 
of limitations such as have

n noted. We mention them here with the 
thought that some appro-

Tate reference to them in your report 
might aid in interpretation

the statistics and help to assure that 
the efforts that have

4• ne into the study will be helpful in 
bringing about a better under-

of chain banking and of direct and i
ndirect control of

auks.

Sincerely ours,

A/15.
Wm. McC. Martin, Jr.


