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Minutes of the Board of Governors of the Federal Reserve

SYstem on Monday, January 28, 1963. 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. Mitchell

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. Fauver, Assistant to the Board

Messrs. Noyes, Koch, Garfield, Williams,

Dembitz, Solomon, Gehman, Partee, Trueblood,

and Wernick of the Division of Research

and Statistics

Messrs. Hersey, Sammons, Katz, Emery, Fieser,

Maroni, Mills, and Reynolds of the Division

of International Finance

Economic review. The Division of International Finance

l'eviel4eci U. S. balance of payments developments and current financial

-4.0101ments in selected foreign areas, following which the Division

°I' Research and Statistics reviewed the domestic economic and financial

sitUati°n- Mr. Hersey presented a report based on his attendance

at 4 recent meeting of Working Party 3 of the Economic Policy Committee

the organ 
ization for Economic Cooperation and Development.

Following discussion based on the economic review, all of

members of the staff except Messrs. Sherman, Kenyon, Young,

14010

the

4Y, Fauver, Noyes, Koch, and Williams withdrew from the meeting.
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There ensued a brief discussion of arrangements for the

Meeting being held tomorrow at the request of the Chairman of the

Rouse Banking and Currency Committee for the stated purpose of

Permitting the new members of the Committee to meet the members of the

8(19.ria and the Reserve Bank Presidents.

The following members of the staff then joined the meeting:

Mr. Hackley, General Counsel
Mr. Solomon, Director, Division of Examinations

Mr. Shay, Assistant General Counsel

Mr. Goodman, Assistant Director, Division of

Examinations
Mr. Leavitt, Assistant Director, Division of

Examinations
Mr. Doyle, Attorney, Legal Division

Mr. Poundstone, Review Examiner, Division of

Examinations

Report on competitive factors (Selinsgrove-Middleburg,

11111-22:11rarlia). There had been distributed a draft of report to the

C°11113troller of the Currency on the competitive aspects involved in

the 
Proposed merger of The First National Bank of Middleburg, Pa.,

141c1cliebily.--g, Pennsylvania, into The First National Bank of Selins

Gro.,
'Y Selinsgrove, Pennsylvania.

Following a suggestion for a change in the wording of the

conci .
1181°n, unanimous approval was given to the transmittal of the

"i to the Comptroller in a form in which the conclusion read

as follows:

The proposed merger would eliminate the

moderate amount of competition presently existing

between the applicants as well as potential
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competition and possibly increase competition

for some smaller banks. There would remain in the

area a number of reasonably accessible sources

of banking services.

Mr. Leavitt then withdrew from the meeting.

Regulation K. At previous meetings of the Board, most recently

on January 23, 1963, consideration had been given to a proposed revision

r Regulation K, Corporations Doing Foreign Banking or Other Foreign

Pirlancing under the Federal Reserve Act. There had now been distributed,

date of January 25, a further revised draft of the section of the

1°r°13°sed regulation dealing with investments in stock of other corporations.

In introductory comments, Governor Mitchell noted that the

J"nary 25 draft was intended to conform to suggestions of the Board,

Apressed at the January 23 meeting. He also referred to the fact

that
' -there had been distributed to the Board for information a memorandum

r1.°14 Mr. Doyle of the Legal Division dated January 15, 1963, regarding

criter.
-la for permitting investments by Edge corporations, together with

tern
-°randum of rejoinder prepared by Mr. Furth of the Division of

rnational Finance under date of January 23, 1963. These memoranda

eottai
-lied information that he had felt should be available to the

nielliters of the Board in connection with their consideration of the

111'()13(3sed revision of Regulation K, but there appeared to be no need for

-ssion of them unless members of the Board so desired.

Governor Mitchell then turned to Mr. Goodman, who reviewed

Provisions of the January 25 draft relating to investments in stock

Irlte

the
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or 0thother corporations, with an explanation of the differences from

the 
previous draft.

There followed a discussion of this section during which

Gclvernor Mills indicated that he found himself troubled by the general

tenor of the provisions of the proposed regulation relating to equity

investments. There was woven through the regulation, he said, a

libertY on the part of Edge corporations to make stock investments

ithout the prior permission of the Board of Governors, although

8141Jeet to the understanding that the acquisitions would subsequently

be r,„-Ported, provided such acquisitions were clearly consistent with

the current foreign policy of the United States and the development of

the foreign commerce of the United States. It was of concern to him

that the burden of proof that such an acquisition was consistent with

U. S• foreign policy would be left with the Edge corporations. He did

riot
know whether they could be expected to know this and, therefore,

Iniether this was a fair approach. If he were operating an Edge

c0111°Ilation, he would prefer to seek prior permission from the Board,

thu,
- avoiding any possible challenge for having entered into transactions

e°11tl'arY to the foreign policy of the United States. Further, it

(lectIrred to him that any challenge by the Board regarding an acquisition

or stQck by an Edge corporation after such acquisition had been consum-

144ted-, on the ground that it was contrary to U. S. foreign policy, might

t0 a diplomatic incident.
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Governor Mitchell responded that he felt Governor Mills'

°col/lents went to the heart of the problem involved in this section

°I* the proposed regulation. One alternative would be to continue to

$a:Sr that Edge corporations could not make equity investments without

getting the

to the Edge

ithernative

inVeStments

Board's consent, but this procedure had proved annoying

corporations and presented problems for the Board. Another

would be to say that the Edge corporations could make any

they saw fit, but in his opinion this would be going further

thet4 sUggested by apparent Congressional intent. A third possible

41ternative was to set up general criteria, which involved the question

114 anY such criteria were going to be defined. Theoretically, it

Illight be possible to phrase a restriction in terms of the character

°13 business done by the Edge corporation, but this would get into

11144Y Problems of interpretation. It was felt that the restrictions

ine°rPorated in the latest revised draft of proposed Regulation K tied

r
ather closely with what seemed implicit in Congressional action

*44tIng authority to the Board to regulate Edge corporations. Such

411 a,
vProach would suggest that investments should be carried out in a

1711444el' consistent with U. S. foreign policy and the development of

tol'eign commerce.

In further discussion the suggestion was made by Governor

RObe
"'son that the reference to current U. S. foreign policy be deleted,

1c) thai.-- the regulation would require only that investments be consistent
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with the development of the foreign commerce of the United States.

This 
suggestion led to a consideration of the types of investments

that would appear to be permissible under such a restriction and the

aPProPriateness thereof. Governors Mills and Robertson indicated

that they would be inclined to favor such an approach, while Governor

Mitchell expressed doubt as to whether a restriction couched in such

14411age would be adequate.

There ensued a discussion of other provisions of the section

dealing with investments in the stock of other corporations, as set

tc3rth in the January 25 draft, and certain suggestions for changes

%/ere made. The discussion concluded with the understanding that

e°48ideration of the proposed revision of Regulation K would continue

at another meeting of the Board.

Messrs. Shay, Goodman, Doyle, and Poundstone then withdrew

from „
— 00.e meeting and Mr. Axilrod, Senior Economist, Division of Research

841 Statistics, entered the room along with Mrs. Sette, Chief, Economic

(liting, and Miss Wing, Technical Editor, Division of Research and

Statistics.

Text of Board's Annual Report. There had been distributed

to
"e members of the Board copies of a preliminary draft of the

text
of the Board's Annual Report for 1962 dealing with economic and

titt
-'clal developments and monetary policy.

Chairman Martin called for any comments that members of the

toara .
might have for the guidance of the staff, and several specific

auD
'tgestions were made.
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Governor Balderston then made certain suggestions with respect

to a 
Possible revision in the order of presentation of some of the

sections of the text. Underlying these suggestions was the basic

th011ght of bringing to the front of the report such material as would

rlot be available from other sources, thereby eliciting interest on the

1)art of readers. Comments by other members of the Board on this point

lea to a general discussion of the purposes of the Board's Annual

RePort.-s) with some members of the Board expressing the view that the

Arow
Report should be thought of principally as providing a record

arid
exPlanation of the Board's actions over the years, for -which purpose

it as appropriate to review the economic and financial background before

Proceeding to indicate what policies were followed under the circum-

taxi
ces described. The discussion ended without specific conclusions

beth-'46 reached, but it was understood that the staff would give further

e°48ideration to the textual presentation in the Annual Report in the

light of the various views that had been expressed.

The meeting then adjourned.

Secretary')


